SSAP No. 92 Statement of Statutory Accounting Principles

Prior Service Cost

40. Plan amendments (including initiation of a plan) may include provisions that attribute the
increase or reduction in benefits to employee service rendered in prior periods or only to employee
service to be rendered in future periods. For purposes of measuring the accumulated postretirement
benefit obligation, the effect of a plan amendment on a plan participant's expected postretirement benefit
obligation shall be attributed to each year of service in that plan participant's attribution period, including
years of service already rendered by that plan participant, in accordance with the attribution of the
expected postretirement benefit obligation to years of service as discussed in paragraphs 30-31. If a plan
is initiated that grants benefits solely in exchange for employee service after the date of the plan initiation
or a future date, no portion of the expected postretirement benefit obligation is attributed to prior service
periods because, in that case, the credited service period for the current employees who are expected to
receive benefits under the plan begins at the date of the plan initiation or the future date.

41. Plan amendments that improve benefits are granted with the expectation that the employer will
realize economic benefits in future periods. Consequently, except as discussed in paragraph 44, this
statement does not permit the cost of benefit improvements (that is, prior service cost) to be included in
net periodic postretirement benefit cost entirely in the year of the amendmenty Rather, paragraph 42
provides for recognition of prior service cost arising from benefit improvements during the remaining
years of service to the full eligibility dates of those plan participants active at the date of the plan
amendment.

42. A plan amendment that retroactively increases benefitsy(in¢luding benefits that are granted to
fully eligible plan participants) increases the accumulatedspostretirement benefit obligation. The cost of
the benefit improvement shall be recognized as a charge toyunassigned funds (surplus) at the date of the
amendment. Except as specified in the next sentence and_in, pafagraphs 43-44, that prior service cost shall
be amortized as a component of net periodic postrétirement benefit cost by assigning an equal amount to
each remaining year of service to the full eligibility date of each plan participant active at the date of the
amendment who was not yet fully eligible for benefits at that date. If all or almost all of a plan's
participants are fully eligible for benefits, the priog/service cost shall be amortized based on the remaining
life expectancy of those plan participants rather than on the remaining years of service to the full
eligibility dates of the active plan_participants. Unassigned funds (surplus) is adjusted as a result of
amortizing prior service cost,

43, To reduce the complexity, and detail of the computations required, consistent use of an alternative
approach that more rapidly amortizes the prior service cost recognized in unassigned funds (surplus) is
permitted. For example, ajystraight-line amortization of the cost over the average remaining years of
service to full eligibility for benefits of the active plan participants is acceptable.

44. In some situations, a history of regular plan amendments and other evidence may indicate that the
period duringywhich the employer expects to realize economic benefits from an amendment that grants
increased benefits is shorter than the remaining years of service to full eligibility for benefits of the active
plan participants. Identification of those situations requires an assessment of the individual circumstances
of the particular plan. In those circumstances, the amortization of prior service cost shall be accelerated to
reflect the more rapid expiration of the employer's economic benefits and to recognize the cost in the
periods benefited.

45. A plan amendment that retroactively reduces, rather than increases, benefits decreases the
accumulated postretirement benefit obligation. The reduction in benefits shall be recognized as a
corresponding credit (prior service credit) to unassigned funds (surplus) that shall be used first to reduce
any remaining prior service cost included in unassigned funds (surplus), then to reduce any transition
obligation remaining in unassigned funds (surplus). The excess, if any, shall be amortized as a component
of net periodic postretirement benefit cost on the same basis as specified in paragraph 42 for prior service
cost. Immediate recognition of the excess is not permitted.
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Gains and Losses

46. Gains and losses are changes in the amount of either the accumulated postretirement benefit
obligation or plan assets resulting from experience different from that assumed or from changes in
assumptions. This statement generally does not distinguish between those sources of gains and losses.
Gains and losses include amounts that have been realized as well as amounts that are unrealized. Because
gains and losses may reflect refinements in estimates as well as real changes in economic values and
because some gains in one period may be offset by losses in another or vice versa, this statement does not
require recognition of gains and losses as components of net postretirement benefit cost in the period in
which they arise, except as described in paragraph 51. Gains and losses that are not recognized
immediately as a component of net periodic postretirement benefit cost shall be recognized as increases or
decreases in unassigned funds (surplus) as they arise.

47. The expected return on plan assets shall be determined based on the expected(long-term rate of
return on plan assets and the fair value of plan assets.

48. Plan asset gains and losses are differences between the actual return, on, plan assets during a
period and the expected return on plan assets for that period. Plan asset gains andylosses include changes
reflected in the fair value of plan assets.

49. As a minimum, amortization of a net gain or loss included smunassigned funds (surplus) shall be
included as a component of net periodic postretirement benefit¢cost for a\year if, as of the beginning of the
year, that net gain or loss exceeds 10%-pereent of the greater of thepa¢cumulated postretirement benefit
obligation or the fair value of plan assets. If amortization is‘tequired, the minimum amortization shall be
that excess divided by the average remaining service period,of agtive plan participants. If all or almost all
of a plan's participants are inactive, the average remaining ‘life expectancy of the inactive participants
shall be used instead of the average remaining service period.

50. Any systematic method of amortizing gains and losses included in unassigned funds (surplus)
may be used in place of the minimum amertization specified in paragraph 49 provided that (a) the
minimum amortization is recognized in any period in which it is greater (reduces the net gain or loss
balance by more) than the amount that, would be recognized under the method used, (b) the method is
applied consistently, (c) the methed iSyapplied similarly to both gains and losses, and (d) the method used
is disclosed. If an enterprise uses'a method of consistently recognizing gains and losses immediately, any
gain that does not offset a lossypreviously recognized in income pursuant to this paragraph shall first
offset any transition obligation remaining in unassigned funds (surplus); any loss that does not offset a
gain previously recognized, in income pursuant to this paragraph shall first offset any transition asset
remaining in unassigned funds (surplus).

51. In seme situations, an employer may forgive a retrospective adjustment of the current or past
years' cost-sharing provisions of the plan as they relate to benefit costs already incurred by retirees or may
otherwise deviate from the provisions of the substantive plan to increase or decrease the employer's share
of the benefit costs incurred in the current or past periods. The effect of a decision to temporarily deviate
from the substantive plan shall be immediately recognized as a loss or gain.

52. The gain or loss component of net periodic postretirement benefit cost shall consist of (a) the
difference between the actual return on plan assets and the expected return on plan assets, (b) any gain or
loss immediately recognized or the amortization of the net gain or loss included in unassigned funds
(surplus), and (¢) any amount immediately recognized as a gain or loss pursuant to paragraph 51.

Measurement of Plan Assets

53. Plan assets are assets—usually stocks, bonds, and other investments (except certain insurance
eentraetsannuities as noted in paragraph 57)—that have been segregated and restricted (usually in a trust)
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to be used for postretirement benefits. The amount of plan assets includes amounts contributed by the
employer, and by plan participants for a contributory plan, and amounts earned from investing the
contributions, less benefits, income taxes, and other expenses incurred. Plan assets ordinarily cannot be
withdrawn by the employer except under certain circumstances when a plan has assets in excess of
obligations and the employer has taken certain steps to satisfy existing obligations. Securities of the
employer held by the plan are includable in plan assets provided they are transferable.

54. Assets not segregated in a trust, or otherwise effectively restricted, so that they cannot be used by
the employer for other purposes are not plan assets for purposes of this statement, even though the
employer may intend that those assets be used to provide postretirement benefits. Those assets shall be
accounted for in the same manner as other employer assets of a similar nature and with similar
restrictions. Amounts accrued by the employer but not yet paid to the plan are not plan assets for purposes
of this statement.

55. Plan investments, whether equity or debt securities, real estate, or other, shall beimeasured at their
fair value as of the measurement date.

56. Plan assets used in plan operations (for example, buildings, equipment, fusniture and fixtures, and
leasehold improvements) shall be measured at cost less accumulated depfeciation or amortization for all
purposes.

InsuraneceAnnuity Contracts

57. For purposes of this statement, an insuraneeannuitycontraet is defined as a contract in which an
insurance company unconditionally undertakes a legal obligation to provide specified benefits to specific
individuals in return for a fixed consideration or premilim; an#gsuraneeannuity contract is irrevocable and
involves the transfer of significant risk from the employer (or the plan) to the insurance company.
Benefits covered by insuraneeannuity contractsaghall, bé“excluded from the accumulated postretirement
benefit obligation. Inasuranee Annuity contrdcts shall'be €xcluded from plan assets.

58. Some insuraneeannuity contracts_include participation rights (participating saraneeannuity
contracts), which provide that the ptrchaser (either the plan or the employer) may participate in the
experience of the insurance company. Under those contracts, the insurance company ordinarily pays
dividends to the purchaser, (the ‘effect)of which is to reduce the cost of the plan. If the participating
insuraneeannuity contract cadses thes€émployer to remain subject to all or most of the risks and rewards
associated with the benefit obligation covered or the assets transferred to the insurance company, that
contract is not an insurameeannuity contract for purposes of this statement, and the purchase of that
contract does not constitutc”a settlement pursuant to paragraphs 83-88. Endorsement split-dollar life
insuraneeannuityycontracts? do not settle a liability for a postretirement benefit obligation. For these
contracts andsothertinstraneeannuity contracts that do not constitute settlement, reporting entities shall
accrue a liability for the postretirement benefit arrangement in accordance with this statement.

59. The purchase price of a participating insuraneeannuity contract ordinarily is higher than the price
of an equivalent contract without a participation right. The difference is the cost of the participation right.

* An endorsement split-dollar life insurance arrangement is a split-dollar life insurance arrangement in which the entity owns and
controls the insurance policy. The employer enters into a separate agreement that splits the policy benefits between the employer
and the employee. The employer owns the policy, controls all rights of ownership, and may terminate the insurance policy (and,
in turn, the policy benefits promised to the employee). To effect the split-dollar arrangement, the employer endorses a portion of
the death benefits to the employee (the employee designates a beneficiary for this portion of the death benefits). Upon the death
of the employee, the employee's beneficiary typically receives the designated portion of the death benefits directly from the
insurance entity and the employer receives the remainder of the death benefits. SSAP No. 21R, paragraph 8, provides guidance
for amounts reporting entities can realize when they are owner and beneficiary, or otherwise have obtained rights to control
insurance policies.
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The cost of the participation right shall be recognized at the date of purchase as a nonadmitted asset. In
subsequent periods, the participation right shall be nonadmitted and measured at its fair value if the
contract is such that fair value is reasonably estimable. Otherwise, the participation right shall be
measured at its amortized cost (not in excess of its net realizable value), and the cost shall be amortized
systematically over the expected dividend period under the contract.

60. To the extent that imsuraneeannuity contracts are purchased during the period to cover
postretirement benefits attributed to service in the current period (such as life insurance benefits), the cost
of those benefits shall be the cost of purchasing the coverage under the contracts, except as provided in
paragraph 59 for the cost of a participation right. If all the postretirement benefits attributed to service in
the current period are covered by nonparticipating insuraneeannuity contracts purchased during that
period, the cost of the contracts determines the service cost component of net postretirement benefit cost
for that period. Benefits attributed to current service in excess of benefits provided by nonparticipating
insuraneeannuity contracts purchased during the current period shall be accounted for aceerding to the
provisions of this statement applicable to plans not involving insaraneeannuity contracts.

61. Other contracts with insurance companies may not meet the definition ‘of an insuraneeannuity
contract because the insurance company does not unconditionally undertakefa legal obligation to provide
specified benefits to specified individuals. Those contracts shall be accounted for as investments and
measured at fair value. If a contract has a determinable cash surrenderfivalue or conversion value, that is
presumed to be its fair value. For some contracts, the best available/@Stimates0f fair value may be contract
value.

Measurement Date

62. The measurements of plan assets and benefit @bligations required by this statement shall be as of
the date of the employer’s fiscal year-end statement of*financial position. Even though the postretirement
benefit measurements are required as of a pasticular daté;"all procedures are not required to be performed
after that date. As with other financial statément items requiring estimates, much of the information can
be prepared as of an earlier date and projected forward to account for subsequent-events_occurring
between the most recent valuation dage and thé plan’s year end (for example, employee service and
benefit payments).

63. Measurements of net periodic jpostretirement benefit cost for both interim and annual financial
statements generally shall be based on'the assumptions at the beginning of the year (assumptions used for
the previous year-end measurements of plan assets and obligations) unless more recent measurements of
both plan assets and the aecumulated postretirement benefit obligation are available. For example, if a
significant event ocgurs, such’as a plan amendment, settlement, or curtailment, that ordinarily would call
for remeasurement, ‘the assumptions used for those later measurements shall be used to remeasure net
periodic postietirement benefit cost from the date of the event to the year-end measurement date. Unless
an employer‘gemeasures both its plan assets and benefit obligations during the fiscal year, the funded
status it reportsiin its interim-period statement of financial position shall be the same asset or liability
recognized in the previous year-end statement of financial position adjusted for (a) subsequent accruals of
net periodic postretirement benefit cost that exclude the amortization of amounts previously recognized in
unassigned funds (surplus) (for example, subsequent accruals of service cost, interest cost, and return on
plan assets) and (b) contributions to a funded plan, or benefit payments. Upon remeasurement, a business
entity shall adjust its statement of financial position in a subsequent interim period to reflect the
overfunded or underfunded status of the plan consistent with that measurement date.

64. If a significant event caused by the employer (such as a plan amendment, settlement, or
curtailment) that requires an employer to re-measure both plan assets and benefit obligations does not
coincide with a month-end, the employer may elect to re-measure plan assets and benefit obligations
using the month-end that is closest to the date of the significant event. This re-measurement would not
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eliminate the requirement for a year-end measurement of plan assets and benefit obligations required in
paragraph 62.

65. If an employer re-measures plan assets and benefit obligations during the fiscal year in
accordance with paragraph 64, the employer shall adjust the fair value of plan assets and the actuarial
present value of benefit obligations for any effects of the significant event that may or may not be
captured in the month-end measurement (for example, if the closest month-end is before the date of a
partial settlement, then the measurement of plan assets may include assets that are no longer part of the
plan). An employer shall not adjust the fair value of plan assets and the actuarial present value of benefit
obligations for other events occurring between the month-end date used to re-measure plan assets and
benefit obligations and the employer’s fiscal year-end that may be significant to the measurement of
defined benefit plan assets and obligations, but are not caused by the employer (for example, changes in
market prices or interest rates).

Disclosures - Single-Employer Defined Postretirement Plans

66. An employer that sponsors one or more other defined benefit postretizement plans shall provide
the following information for postretirement benefit plans other than pensions:8Amounts related to the
employer’s results of operations shall be disclosed for each period for whichya statement of income is
presented. Amounts related to the employer’s statement of financial paesitiony)shall be disclosed as of the
date of each statement of financial position presented.

a. A reconciliation of beginning and ending balances,of the benefit obligation showing
separately, if applicable, the effects during theyperiod attributable to each of the
following: service cost, interest cost, contributions by plan participants, actuarial gains
and losses, foreign currency exchange rateiehanges, benefits paid, plan amendments,
business combinations, divestitures, ‘curtailments, settlements, and special termination
benefits.

b. A reconciliation of beginning and ending balances of the fair value of plan assets
showing separately, if applicable] the effects during the period attributable to each of the
following: actual return on plan assets, foreign currency exchange rate changes,
contributions by the empleyer, contributions by plan participants, benefits paid, business
combinations;.divestitures, and settlements.

c. The funided statustof the plans and the amounts recognized in the statement of financial
position, showing separately the assets (nonadmitted) and liabilities recognized.

d. The objectives of the disclosures about postretirement benefit plan assets are to provide
usets of financial statements with an understanding of:

1. How investment allocation decisions are made, including the factors that are
pertinent to an understanding of investment policies and strategies;

il. The classes of plan assets;
iii. The inputs and valuation techniques used to measure the fair value of plan assets;
iv. The effect of fair value measurements using significant unobservable inputs

(Level 3) on changes in plan assets for the period;

v. Significant concentrations of risk within plan assets.
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An employer shall consider those overall objectives in providing the following
information about plan assets:

(a) A narrative description of investment policies and strategies, including
target allocation percentages or range of percentages considering the
classes of plan assets disclosed pursuant to (b) below, as of the latest
statement of financial position presented (on a weighted-average basis
for employers with more than one plan), and other factors that are
pertinent to an understanding of those policies and strategies such as
investment goals, risk management practices, permitted and prohibited
investments including the use of derivatives, diversification, and the
relationship between plan assets and benefit obligations. For investment
funds disclosed as classes as described in (b) below, a description of the
significant investment strategies of those funds shall belprovided.

(b) The fair value of each class of plan assets as of eachidate for which a
statement of financial position is presented. ASsetielasses shall be based
on the nature and risks of assets in an employer’s, plan(s). Examples of
classes of assets include, but are not limited tojthe following: cash and
cash equivalents; equity securities, W(segreégated by industry type,
company size, or investmenthobjective)y” debt securities, issued by
national, state, and local governments;/ corporate debt securities; asset-
backed securities; structur€éd “debt; derivatives on a gross basis
(segregated by type offunderlying risk in the contract, for example,
interest rate contractss foteign” exchange contracts, equity contracts,
commodity contract$, credit contracts, and other contracts); investment
funds (segregated by typefof fund); and real estate. Those examples are
not meant £0 be all inglusive. An employer should consider the overall
objectives ‘in_paragraph 66.d. in determining whether additional classes
of plan assets‘or fitrther disaggregation of classes should be disclosed.

(©) A marrative description of the basis used to determine the overall
expected long-term rate-of-return-on-assets assumption, such as the
general approach used, the extent to which the overall rate-of-return-on-
assets assumption was based on historical returns, the extent to which
adjustments were made to those historical returns in order to reflect
expectations of future returns, and how those adjustments were
determined. The description should consider the classes of assets
described in (b) above, as appropriate.

(d) Information that enables users of financial statements to assess the inputs
and valuation techniques used to develop fair value measurements of
plan assets at the reporting date. For fair value measurements using
significant unobservable inputs, an employer shall disclose the effect of
the measurements on changes in plan assets for the period. To meet those
objectives, the employer shall disclose the following information for
each class of plan assets disclosed pursuant to (b) above for each annual
period:
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(D) The level within the fair value hierarchy in which the fair value
measurements in their entirety fall,> segregating fair value
measurements using quoted prices in active markets for identical
assets or liabilities (Level 1), significant other observable inputs
(Level 2), and significant unobservable inputs (Level 3)

2) Information about the valuation technique(s) and inputs used to
measure fair value and a discussion of changes in valuation
techniques and inputs, if any, during the period.

e. The benefits (as of the date of the latest statement of financial position presented)
expected to be paid in each of the next five fiscal years, and in the aggregate for the five
fiscal years thereafter. The expected benefits should be estimated based on the same
assumptions used to measure the company’s benefit obligation at the end ofithe year and
should include benefits attributable to estimated future employee senvice:

f. The employer’s best estimate, as soon as it can reasohablyybé determined, of
contributions expected to be paid to the plan during the néxt fiscal year beginning after
the date of the latest statement of financial position presentedwEstimated contributions
may be presented in the aggregate combining (1) comtributions required by funding
regulations or laws, (2) discretionary contributions{ andy(3)foncash contributions.

g. The amount of net periodic benefit cost recognized, showing separately the service cost
component, the interest cost component, the expected return on plan assets for the period,
the gain or loss component, the prior servicejcost or credit component, the transition asset
or obligation component, and®the( gaiffhor loss recognized due to settlements or
curtailments.

h. Separately the net gain om,loss and net prior service cost or credit recognized in
unassigned funds (surplus) forgthe period pursuant to paragraphs 42 and 46, and
reclassification adjustments of unassigned funds (surplus) for the period, as those
amounts, includingsamortization of the net transition asset or obligation, are recognized
as components of net periodic benefit cost.

1. The amounts injunassigned funds (surplus) that have not yet been recognized as
components of net periodic benefit cost, showing separately the net gain or loss, net prior
servi€e costior’credit, and net transition asset or obligation.

] Onya weighted-average basis, the following assumptions used in the accounting for the
plans? discount rates, rates of compensation increase (for pay-related plans), expected
long-term rates of return on plan assets specifying, in a tabular format, the assumptions
used to determine the benefit obligation and the assumptions used to determine net
benefit cost, and interest crediting rates (for cash balance plans and other plans with
promised interest crediting rates).

k. The assumed health care cost trend rate(s) for the next year used to measure the expected
cost of benefits covered by the plan (gross eligible charges), and a general description of

5
In some cases, the inputs used to measure fair value might fall in different levels of the fair value hierarchy. The level in the fair

value hierarchy within which the fair value measurement in its entirety falls shall be determined based on the lowest level input
that is significant to the fair value measurement in its entirety. Assessing the significance of a particular input to the fair value
measurement in its entirety requires judgment, considering factors specific to the asset or liability.
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the direction and pattern of change in the assumed trend rates thereafter, together with the
ultimate trend rate(s) and when that rate is expected to be achieved.

1. If applicable, the amounts and types of securities of the employer and related parties
included in plan assets.

m. If applicable, any alternative method used to amortize prior service amounts or net gains
and losses pursuant to paragraphs 43 and 50.

n. If applicable, any substantive commitment, such as past practice or a history of regular
benefit increases, used as the basis for accounting for the benefit obligation.

0. If applicable, the cost of providing special or contractual termination bénefits recognized
during the period and a description of the nature of the event.

p. An explanation of the following information:

1. The reasons for significant gains and losses related toschanges in the defined
benefit obligation for the period.

ii. Any other significant change in the bénefit ebligation or plan assets not otherwise
apparent in the other required disclosdresiin this statement.

Employers with Two or More Plans

67. Postretirement benefits offered by afi émployet may vary in nature and may be provided to
different groups of employees. As discusséd in paragraph 68, in some cases an employer may aggregate
data from unfunded plans for measurement purpeses in lieu of performing separate measurements for
each unfunded plan (including plansgwhose designated assets are not appropriately segregated and
restricted and thus have no plan assets‘as that term is used in this statement). Net periodic postretirement
benefit cost, the accumulated postretitement benefit obligation, and plan assets shall be determined for
each separately measured planor ‘aggregation of plans by applying the provisions of this statement to each
such plan or aggregation of plans.

68. The data from all'unfunded postretirement health care plans may be aggregated for measurement
purposes if (a) thos¢ plans provide different benefits to the same group of employees or (b) those plans
provide the same,benefits to different groups of employees. Data from other unfunded postretirement
welfare beuefit,plans may be aggregated for measurement purposes in similar circumstances, such as
when an employer has a variety of welfare benefit plans that provide benefits to the same group of
employees. However, a plan that has plan assets (as defined herein) shall not be aggregated with other
plans but shall be measured separately.

Disclosures — Employers with Two or More Defined Benefit Plans

69. The disclosures required by this statement shall be aggregated for all of an employer’s other
defined benefit postretirement plans unless disaggregating in groups is considered to provide useful
information or is otherwise required by this paragraph and paragraph 70 of this statement. Disclosures
shall be as of the date of each statement of financial position presented. If aggregate disclosures are
presented, an employer shall disclose, as of the date of each statement of financial position presented:

a. The accumulated benefit obligation and fair value of plan assets for plans with
accumulated benefit obligations in excess of plan assets.
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70. A U.S. reporting entity may combine disclosures about pension plans or other postretirement
benefit plans outside the United States with those for U.S. plans unless the benefit obligations of the plans
outside the United States are significant relative to the total benefit obligation and those plans use
significantly different assumptions.

Interim Financial Disclosures — Defined Benefit Plans

71. The following shall be disclosed within interim financial statements that include a statement of
income:

a. The amount of net periodic benefit cost recognized, for each period for which a statement
of income is presented, showing separately the service cost component, the interest cost
component, the expected return on plan assets for the period, the gain of 1ogs component,
the amount prior service cost or credit component, the transition asset or obligation
component, and the gain or loss recognized due to a settlement or curtailment.

b. The total amount of the employer’s contributions paid, andfexpected to be paid, during
the current fiscal year, if significantly different from “amounts” previously disclosed
pursuant to paragraph 66.f. of this statement. Estimatedycontributions may be presented in
the aggregate combining, (1) contributions requiredby funding regulations or laws, (2)
discretionary contributions, and (3) noncash contributions.

Multiemployer Plans

72. For purposes of this statement, a multiemployer plan‘issa postretirement benefit plan to which two
or more unrelated employers contribute, usually “pursgant to one or more collective-bargaining
agreements. A characteristic of multiemployemyplans 4§ that assets contributed by one participating
employer may be used to provide benefits to employees of other participating employers since assets
contributed by an employer are not segregated, in a/separate account or restricted to provide benefits only
to employees of that employer.

73. An employer participatingifisa multiemployer plan shall recognize as net postretirement benefit
cost the required contributiofn, for the period, which shall include both cash and the fair value of noncash
contributions, and shall recoghize as*arliability any unpaid contributions required for the period.

74. In some situationsy, withdrawal from a multiemployer plan may result in an employer having an
obligation to the plant fora portion of the plan's unfunded accumulated postretirement benefit obligation.
If it is either prebable or reasonably possible that (a) an employer would withdraw from the plan under
circumstanges thatwould give rise to an obligation or (b) an employer's contribution to the fund would be
increased duting the'remainder of the contract period to make up a shortfall in the funds necessary to
maintain the negotiated level of benefit coverage (a "maintenance of benefits" clause), the employer shall
apply the provisions SSAP No. SR—Liabilities, Contingencies, and Impairments of Assets.

Disclosures - Multiemployer Plans

75. An employer shall disclose the amount of contributions to multiemployer plans for each annual
period for which a statement of income is presented. An employer may disclose total contributions to
multiemployer plans without disaggregating the amounts attributable to pension plans and other
postretirement benefit plans. The disclosures shall include a description of the nature and effect of any
changes affecting comparability, such as a change in the rate of employer contributions, a business
combination, or a divestiture. This disclosure shall identify whether the contributions represent more than
5%-pereent of total contributions to the plan as indicated in the plan's most recently available annual
report.
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76. In addition to the requirements of paragraph 75, the following information shall be disclosed:
a. Whether a funding improvement plan or rehabilitation plan had been implemented or is
pending.
b. Whether the reporting entity paid a surcharge to the plan.
C. A description of minimum contributions required for future periods, if applicable.
d. A qualitative description of the extent to which the employer could be responsible for the

obligations of the plan, including benefits earned by employees during employment with
another employer.

77. Pursuant to paragraph 74, if withdrawal under circumstances that would give rise™te. an obligation
is either probable or reasonably possible, the provisions and disclosures of SSAP No. SR, shalbapply.

Multiple-Employer Plans

78. Some postretirement benefit plans to which two or more unrelated employers contribute are not
multiemployer plans. Rather, those multiple-employer plans are in substanceséggregations of single-
employer plans, combined to allow participating employers to pool planiassets*for investment purposes or
to reduce the costs of plan administration. Those plans ordinatily dowmot¥involve collective-bargaining
agreements. They may also have features that allow participating,employers to have different benefit
formulas, with the employer's contributions to the plan based on the benefit formula selected by the
employer. Those plans shall be considered single-employer ‘plans rather than multiemployer plans for
purposes of this statement, and each employer's accounting shall’be based on its respective interest in the
plan.

Postretirement Benefit Plans Outside the United\States

79. This statement includes no special proyisions applicable to postretirement benefit arrangements
outside the United States. Those arrangements are subject to the provisions of this statement. The
applicability of this statement to those arrangements is determined by the nature of the obligation and by
the terms or conditions that defifie théyamount of benefits to be paid, not by whether or how a plan is
funded, whether benefits arc\payable/at intervals or as a single amount, or whether the benefits are
required by law or custom or are‘provided under a plan the employer has elected to sponsor.

Business Combinations

80. When antemployer is acquired in a business combination and that employer sponsors a single-
employer defined,benefit postretirement plan, the assignment of the purchase price to individual assets
acquired and“liabilities assumed shall include a liability for the accumulated postretirement benefit
obligation in excess of the fair value of the plan assets or an asset for the fair value of the plan assets in
excess of the accumulated postretirement benefit obligation. The accumulated postretirement benefit
obligation assumed shall be measured based on the benefits attributed by the acquired entity to employee
service prior to the date the business combination is consummated, adjusted to reflect (a) any changes in
assumptions based on the purchaser's assessment of relevant future events (as discussed in paragraphs 9-
29) and (b) the terms of the substantive plan (as discussed in paragraphs 9-14) to be provided by the
purchaser to the extent they differ from the terms of the acquired entity's substantive plan.

81. If the postretirement benefit plan of the acquired entity is amended as a condition of the business
combination (for example, if the change is required by the seller as part of the consummation of the
acquisition), the effects of any improvements attributed to services rendered by the participants of the
acquired entity's plan prior to the date of the business combination shall be accounted for as part of the
accumulated postretirement benefit obligation of the acquired entity. Otherwise, if improvements to the
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postretirement benefit plan of the acquired entity are not a condition of the business combination, credit
granted for prior service shall be recognized as a plan amendment as discussed in paragraphs 40-45. If it
is expected that the plan will be terminated or curtailed, the effects of those actions shall be considered in
measuring the accumulated postretirement benefit obligation. Otherwise, no future changes to the plan
shall be anticipated.

82. As a result of applying the provisions of paragraphs 80-81, any previously existing net gain or
loss, prior service cost or credit, or transition obligation or transition asset remaining in unassigned funds
(surplus) is eliminated for the acquired employer's plan.

Accounting for Settlement of a Postretirement Benefit Obligation

83. For purposes of this statement, a settlement is defined as a transaction that (a) is an irrevocable
action, (b) relieves the employer (or the plan) of primary responsibility for a postrétitement benefit
obligation, and (c) eliminates significant risks related to the obligation and the assets‘used to effect the
settlement. Examples of transactions that constitute a settlement include making lump-sumicash payments
to plan participants in exchange for their rights to receive specified postretirement benefits and purchasing
long-term nonparticipating insuraneeannuity contracts for the accumuldtediypostretirement benefit
obligation for some or all of the plan participants.

84. A transaction that does not meet the three criteria of paragraph,83ydoes not constitute a settlement
for purposes of this statement. For example, investing inga ‘portfolio of high-quality fixed-income
securities with principal and interest payment dates similar to“the estimated payment dates of benefits
may avoid or minimize certain risks. However, that investment deeision does not constitute a settlement
because that decision can be reversed, and investing in thatyportfolio does not relieve the employer (or the
plan) of primary responsibility for a postretirement benefitiebligation nor does it eliminate significant
risks related to that obligation.

85. For purposes of this statement, theqnaximum gain or loss subject to recognition in income when a
postretirement benefit obligation is settled isythe net gain or loss included in unassigned funds (surplus)
defined in paragraphs 46-50 plus any, transitiofi asset remaining in unassigned funds (surplus). That
maximum gain or loss includes any @ain or loss resulting from remeasurements of plan assets and the
accumulated postretirement benefit“obligation at the time of settlement.

86. If the entire accumulated postretirement benefit obligation is settled and the maximum amount
subject to recognition is, a, gain, the settlement gain shall first reduce any transition obligation remaining
in unassigned funds (sutplus); any excess gain shall be recognized in income. If the entire accumulated
postretirement benefit obligation is settled and the maximum amount subject to recognition is a loss, the
maximum settlément,loss/shall be recognized in income. If only part of the accumulated postretirement
benefit obligation s, settled, the employer shall recognize in income the excess of the pro rata portion
(equal to thetpercentage reduction in the accumulated postretirement benefit obligation) of the maximum
settlement gain‘ever any remaining transition obligation or a pro rata portion of the maximum settlement
loss.

87. If the purchase of a participating staraneeannuity contract constitutes a settlement, the maximum
gain (but not the maximum loss) shall be reduced by the cost of the participation right before determining
the amount to be recognized in income. As detailed in paragraph 58, the purchase of an endorsement
split-dollar life insuraneeannuity contract does not settle a liability for a postretirement benefit obligation.

88. If the cost of all settlements in a year is less than or equal to the sum of the service cost and
interest cost components of net postretirement benefit cost for the plan for the year, gain or loss
recognition is permitted but not required for those settlements. However, the accounting policy adopted
shall be applied consistently from year to year.
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Accounting for a Plan Curtailment

89. For purposes of this statement, a curtailment is an event that significantly reduces the expected
years of future service of active plan participants or eliminates the accrual of defined benefits for some or
all of the future services of a significant number of active plan participants. Curtailments include:

a. Termination of employees' services earlier than expected, which may or may not involve
closing a facility or discontinuing a component of an entity.

b. Termination or suspension of a plan so that employees do not earn additional benefits for
future service. In the latter situation, future service may be counted toward eligibility for
benefits accumulated based on past service.

90. The prior service cost included in unassigned funds (surplus) associated with the“portion of the
future years of service that had been expected to be rendered, but as a result of a curtailment are no longer
expected to be rendered, is a loss. For purposes of measuring the effect of a curtailimentyprior service cost
includes the cost of plan amendments and any remaining transition obligation. Eoriexample, a curtailment
may result from the termination of a significant number of employees who ‘Wwerejplan participants at the
date of a prior plan amendment. The loss associated with that curtailmerityis measured as the portion of
the remaining prior service cost included in unassigned funds (surplus)@elatedyto that (and any prior) plan
amendment attributable to the previously expected remaining £utufétyearssof service of the employees
who were terminated and the portion of the remaining transition obligation attributable to the previously
expected remaining future years of service of the terminated employees who were plan participants at the
date of transition.

91. The accumulated postretirement benefit obligation may’be decreased (a gain) or increased (a loss)
by a curtailment. That (gain) loss shall reduce any net10ss (gain) included in unassigned funds (surplus).

a. To the extent that such a gain exceeds any net loss included in unassigned funds (surplus)
(or the entire gain, if a net gain exists), it is a curtailment gain.

b. To the extent that suchia loss exceeds any net gain included in unassigned funds (surplus)
(or the entire lossy#if ametiloss exists), it is a curtailment loss.

For purposes of applying the previsions of this paragraph, any transition asset remaining in unassigned
funds (surplus) shall betreated as @ net gain and shall be combined with the unrecognized net gain or loss
arising subsequent to transition to this statement.

92, If the sum of the effects identified in paragraphs 90-91 is a net loss, it shall be recognized in
income whemyit is probable that a curtailment will occur and the net effect is reasonably estimable. If the
sum of those‘effects 1s a net gain, it shall be recognized in income when the related employees terminate
or the plan suspension or amendment is adopted.

93. A settlement and a curtailment may occur separately or together. If benefits expected to be paid in
future periods are eliminated for some plan participants (for example, because a significant portion of the
work force is dismissed or a plant is closed) but the plan remains in existence and continues to pay
benefits, to invest assets, and to receive contributions, a curtailment has occurred but not a settlement. If
an employer purchases nonparticipating insaraneeannuity contracts for the accumulated postretirement
benefit obligation and continues to provide defined benefits for future service, either in the same plan or
in a successor plan, a settlement has occurred but not a curtailment. If a plan termination occurs (that is,
the obligation is settled and the plan ceases to exist) and the plan is not replaced by a successor defined
benefit plan, both a settlement and a curtailment have occurred (whether or not the employees continue to
work for the employer).
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Measurement of the Effects of Termination Benefits

94. An employer that offers special or contractual termination benefits to employees shall recognize a
liability and a loss when the employees accept the offer and the amount can be reasonably estimated. An
employer that provides contractual termination benefits shall recognize a liability and a loss when it is
probable that employees will be entitled to benefits and the amount can be reasonably estimated. A
situation involving special or contractual termination benefits may also result in a curtailment to be
accounted for under paragraphs 89-92.

95. The liability and loss recognized for employees who accept an offer of special termination
benefits to be provided by a postretirement benefit plan shall be the difference between (a) the
accumulated postretirement benefit obligation for those employees, assuming that those employees
(active plan participants) not yet fully eligible for benefits would terminate at their full eligibility date and
that fully eligible plan participants would retire immediately, without considering any special termination
benefits and (b) the accumulated postretirement benefit obligation as measured in (a) adjusted to reflect
the special termination benefits.

Defined Contribution Plans

96. For purposes of this statement, a defined contribution postretitementyplan is a plan that provides
postretirement benefits in return for services rendered, provides, any individual account for each
participant, and has terms that specify how contributions to the individual's account are to be determined
rather than the amount of postretirement benefits the individual 18,to teceéive. Under a defined contribution
plan, the postretirement benefits a plan participant will recéive are,limited to the amount contributed to
the plan participant's account, the returns earned on investments,of those contributions, and forfeitures of
other plan participants' benefits that may be allocated 16 the plan participant's account.

97. To the extent a plan's defined contributienste anfindividual's account are to be made for periods
in which that individual renders servicesgthe net postretirement benefit cost for a period shall be the
contribution called for in that period. If a plan,calls'for contributions for periods after an individual retires
or terminates, the estimated cost shall bg accruedsduring the employee's service period.

98. A postretirement benefit plamyhaving characteristics of both a defined benefit plan and a defined
contribution plan requires cateful analysis. If the substance of the plan is to provide a defined benefit, as
may be the case with some "targetabénefit" plans, the accounting requirements shall be determined in
accordance with the previsions ofjthis statement applicable to a defined benefit plan and the disclosure
requirements within paragraph 66 shall be followed.

Disclosures - Defined Contribution Plans

99. An‘employershall disclose the amount of cost recognized for defined contribution postretirement
benefit plans for all periods presented separately from the amount of cost recognized for defined benefit
plans. The disclosures shall include a description of the nature and effect of any significant changes
during the period affecting comparability, such as a change in the rate of employer contributions, a
business combination, or a divestiture.

Consolidated/Holding Company Plans

100.  The employees of many reporting entities are eligible for certain postretirement benefits other
than pensions provided by a parent company or holding company. A reporting entity with employees who
are eligible for those benefits and is not directly liable for those related obligations shall recognize an
expense equal to its allocation of the benefits earned during the period. A liability shall be established for
any such amounts due but not yet paid.
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101.  The reporting entity shall disclose in the financial statements that its employees participate in a
plan sponsored by the holding company for which the reporting entity has no legal obligation. The
amount of the postretirement benefit expense incurred and the allocation methodology utilized by the
provider of such benefits shall also be disclosed. If the reporting entity is directly liable for postretirement
benefits other than pensions, then the requirements outlined in paragraphs 1-99 and paragraphs 102-116
of this statement shall be applied.

Relevant Literature

102.  This statement adopts with modification paragraphs 1-7 and 16-18 as well as Appendix D —
Amendments to Statement 106 and Appendix E — Amendments to Statement 132(R) of FASB Statement
No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106 and 132(R) (FAS 158). Paragraphs 8-10 and D2.u
providing specific guidance for not-for-profit organizations are rejected. Paragraphs 11+15%egarding the
effective dates for FAS 158 are rejected and paragraph 19 providing an alternative method for
remeasuring plan assets and benefits obligations as of the fiscal year the measurement dateyprovisions are
applied is also rejected. The disclosure included within FAS 132 (R), as amended by FAS 158, pertaining
specifically to pensions (paragraph 5.e.) has been rejected for inclusion’ within this standard. This
statement adopts the revisions to paragraph 5.d. of FAS 132(R) as amended byaLZASB Staff Position FAS
132(R)-1, Employers’ Disclosures about Postretirement Benefit PlanWdssetsy,(FSP FAS 132(R)-1) and
ASU 2010-06, Fair Value Measurements and Disclosures (Topie, 820 aImproving Disclosures about Fair
Value Measurements (ASU 2010-06). Other revisions to diSclosure requirements as amended by FSP
FAS 132(R)-1 relate to nonpublic entities and are rejected. This statement adopts EITF 06-4, Accounting
for Deferred Compensation and Postretirement Benefit ‘Aspects of Endorsement Split-Dollar Life
Insurance Arrangements. This statement adopts by referénee revisions to ASC 715-80 as detailed in ASU
2011-09, Compensation — Retirement Benefits — Mulfiemployer Plans with limited additional disclosures
required within statutory financial statements. This statement adopts by reference FSP FASB 158-1,
Conforming Amendments to the lllustrationssin FASByStatements No. 87, No. 88, and No. 106 and to the
Related Staff Implementation Guides (FSR_ FAS 1158-1) to the extent that the examples and related
implementation guides comply with the adepted GAAP guidance previously identified within this
statement, as modified for statutory agcounting. The statement adopts with modification the disclosure
revisions reflected in ASU 2018-14, Changes to the Disclosure Requirements for Defined Benefit Plans,
consistent with the modificatiofis from»the adoption of FAS 158 and FAS 106. The following
modifications from the adopted paragraphs of FAS 158 and FAS 106 have been incorporated within this

standard:

a. All referenees to “other comprehensive income” or “accumulated other comprehensive
income” within FAS 158 have been revised to reflect “unassigned funds (surplus).”

b. Anyaprepaid asset resulting from the excess of the fair value of plan assets over the
accumulated postretirement benefit obligation shall be nonadmitted. Furthermore, any
asset recognized from the cost of a “participation right” of an annuity contract per
paragraph 59 shall also be nonadmitted.

C. Provisions within paragraph 57 and 58 of FAS 106, as amended by FAS 158, permitting
a calculated market-related value of plan assets has been eliminated with only the fair
value measurement method for plan assets retained.

d. The reduced disclosure requirements for nonpublic entities described in paragraph 8 of

FAS 132(R), as amended by FAS 158, are rejected. All reporting entities shall follow the
disclosure requirements within this statement which have been adopted from paragraph 5
of FAS 132(R), as amended by FAS 158.
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e. Clarification has been included within this standard to ensure both vested and nonvested
employees are included within the recognition of net postretirement benefit cost and in
the accumulated postretirement benefit obligation. Although this is consistent with
GAAP, this is a change from previous statutory accounting. As nonvested employees
were excluded from statutory accounting under SSAP No. 14, guidance has been
included to indicate that the unrecognized prior service cost attributed to nonvested
individuals is not required to be included in net postretirement benefit cost entirely in the
year this standard is adopted. The unrecognized prior service cost for nonvested
employees shall be amortized as a component of net postretirement benefit cost by
assigning an equal amount to each expected future period of service before vesting occurs
for nonvested employees active at the date of the amendment. Unassigned funds (surplus)
is then adjusted each period as prior service cost is amortized. (Guidance is included
within the transition related to the recognition of the prior service cost for nonvested
employees through unassigned surplus.)

f. Conclusion of Interpretation 99-26: Offsetting Pension Assets and Liabilities prohibiting
the offset of defined benefit liabilities of one plan with prepaidiassets of another plan has
been incorporated within paragraph 33 of this statement.

g. Provisions within paragraph 44B of FAS 106, as amended by FAS 158, regarding the
classification of underfunded liabilities as cugrént “or noncurrent liabilities and the
classification of assets from overfunded plans_as noncurrent assets has been rejected as
inconsistent with statutory accounting.

h. Provisions within paragraph 65 of FAS,106, as’amended by FAS 158, defining the fair
value of investments have beem rejectednFair value definitions and measurement for
investments shall be determined in“accordance with statutory accounting guidance.

1. Provisions within paragraphy72 of FAS 106, as amended by FAS 158, regarding the plan
assets measurement date for eomsolidating subsidiaries or entities utilizing the equity
method under APB QOpinion No. 18 has been rejected. For statutory accounting, all
entities shall follow, the measurement date guidance within paragraph 62 of this
statement.

J- The disclosure requirement included within paragraph 5.e. of FAS 132(R) has been
rejectedfor this statement as it specifically pertains to pensions.

k. Transition under FAS 158 is different from the requirements of this statement. FAS 158
requires*publicly traded equity securities to initially apply the requirement to recognize
themfunded status of a postretirement benefit plan; the gains/losses, prior service
costs/credits and transition obligations/assets that have not yet been included in net
periodic benefit cost; and the disclosure requirements as of the end of the fiscal year
ending after December 15, 2006. Transition guidelines for statutory accounting are
defined in paragraphs 105-116 of this statement.

1. FAS 158 provided two approaches for an employer to transition to a fiscal year-end
measurement date. For purposes of statutory accounting, the second approach permitting
reporting entities to use earlier measurements determined for year-end reporting as of the
fiscal year immediately preceding the year that the measurement date provisions is
rejected. For consistency purposes, all reporting entities shall follow the first approach
and remeasure plan assets and benefit obligations as of the beginning of the fiscal year
that the measurement date provisions are applied.
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103.  This statement adopts the revisions to ASC 715-60 as it relates to interim re-measurement due to
a significant event as detailed in ASU 2015-04, Practical Expedient for the Measurement Date of An
Employer’s Defined Benefit Obligation and Plan Assets. Other revisions are rejected as statutory
accounting requires the annual measurement of benefit obligations and plan assets to be measured as of a
year-end measurement date.

104.  This statement rejects ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost
and Net Periodic Postretirement Benefit Cost. Existing statutory disclosures on the components of benefit
costs shall be completed.

Effective Date and Transition

105.  Reporting entities are required to disclose the accumulated postretirement benefit obligation and
the fair value of plan assets for defined postretirement benefit plans in the first reporting period after the
effective date of this standard and in each subsequent reporting period. This disclosurejshall'specifically
note the funded/underfunded status of the postretirement benefit plan. Reportingientities shall also
specifically note the surplus impact necessary, at each reporting date, to reflect,the,full benefit obligation
within the financial statements.

106.  This statement is effective for quarterly and annual reporting petiods beginning on or after
January 1, 2013 (transition date) with early adoption permitted. Anysunfunded defined benefit amounts,
as determined when the accumulated benefit obligation exceeds the fair value of plan assets, is a liability
under SSAP No. 5R and shall be reported in the first quarten,statutory financial statements after the
transition date with a corresponding entry to unassigned funds (surplus). If the fair value of plan assets
exceeds the accumulated benefit obligation, the asset<shall“be considered a nonadmitted asset. Net
periodic benefit cost shall include a component fot unrecognized prior service cost for nonvested
employees beginning in 2013.
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Low-Income Housing Tax Credit Property Investments

STATUS

Type of ISSUC...cvvevveiieiierieeeeeee e, Common Area

ISSued ....coovveeieiiiiiiiee e June 13, 2005

Effective Date ........ccccevvvveevieniennnnnn, January 1, 2006

AFTECES. i, No other pronouncements

Affected bY....coeevvveeiiieieee e, No other pronouncements

Interpreted by ......cccvevvevienienienieenen, INT 06-07

Relevant Appendix A Guidance ......... None

STATUS 1
SCOPE OF STATEMENT 1
SUMMARY CONCLUSION 2
ACCOUNTING .....oiiiiiieiiieiiieeiteeieeesteeseteeeteeesseesseesseeessseessses hmeensesstiheessseeessesessssessseesssesessseessseesssesessseesssens 2
D58 o1 a 1T 3| AT o U USSR 3
Audited Financial StatemMeEnts ..........cccvevvereerverrervere s e Bindberreenreenseeseesseesseesseesseesssesssesssesssesssesssesssenns 4
DISCIOSUIES ...t I e BBk ettt ettt et e b e bt e b e s bt e bt e sbeesbeesabesaeeeaeeenee 4
Relevant Literature.........oooveeueerieeniieieeieeeeee a0 e 0005 ettt ettt e b e b e bt e b e sbeesbeesatesaeeeaeeenee 5
Effective Date and TranSition ..........c.eecveeeureiiiniiithee s Bttt seeste e ere e ete e beesseeseessaessaesseesseesseesssennns 7
REFERENCES 7
Relevant ISSUE PAPETS ......eecviieiieeeee e Bttt ettt e et e et e e st e e e teeetbeeesbeeesbaeensseesssaesnsaeessseenssens 7
EXHIBIT A - LOW-INCOME HOUSING TAX CREDIT PROPERTY INVESTMENTS............... 8
SCOPE OF STATEMENT

1. This statement establishes statutory accounting principles for investments in federal and certain

state sponsered Low-Income Housing Tax Credit (LIHTC) properties owned through limited liability
entities that are flow-through entities for tax purposes. State sponsored LIHTC programs that have the
following charagteristics are within the scope of and shall be accounted for in accordance with this

statement:
a. The program is based upon Internal Revenue Code (IRC) section 42.
b. The investment requires an ongoing interest in a limited liability entity, which is a flow-
through entity, and cannot be transferred apart from this interest.
c. Resale value of the investment is not based upon the fair value of the underlying real
estate.
d. Fair value of the investment is directly tied to the remaining stream of tax credits and

deductible losses available to investors.

© 1999-2024 National Association of Insurance Commissioners 93-1 Page 654 of 2278



SSAP No. 93 Statement of Statutory Accounting Principles

e. The critical element of value is known with a high degree of certainty before being
marketed to investors.

f. The proportional amortization method (as modified by this statement) is more indicative
of liquidation value than the equity method.

State sponsored LIHTC programs requiring ownership in a partnership or limited liability entity that do
not have the foregoing characteristics shall continue to be accounted for in accordance with the
requirements of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies.

2. Some states have enacted laws that create programs by which transferable and non-transferable
state tax credits are granted to entities under certain specified conditions (e.g., an entity makes an
investment in a particular industry). Investments in transferable and non-transferable state tax credits are
not within the scope of this statement. See SSAP No. 94R—Transferable and Non-Transferable State Tax
Credits.

SUMMARY CONCLUSION

3. LIHTC investments held by reporting entities meet the definition of anjasset as specified in SSAP
No. 4—Assets and Nonadmitted Assets and are admissible assets to the extent that they comply with the
requirements of this statement.

4. Resale valuation of these investments is based on thepresent value of the future stream of tax
credits and deductible losses, and not the fair value of the underlying real estate.

5. Investors in entities that manage or invest in low-income housing projects receive tax benefits in
the form of tax deductions from operating lossestand taxs€redits. The tax credits are allowable on the tax
return each year over a 10-year period as a result'of renting a sufficient number of units to qualifying
tenants and are subject to restrictions on gross rentalsipaid by those tenants. These credits are subject to
recapture over a 15-year period starting with the first year tax credits are earned. Corporate investors
generally purchase an interest in a limited liability entity that manages or invests in the low-income
housing projects.

Accounting

6. LIHTC investments shallbe initially recorded at cost and carried at proportional amortized cost
as specified in this statement unless considered impaired as discussed in paragraphs 16-19. An illustration
has been provided in Exhibit,A of this statement.

7. A reporting ‘entity investor using the proportional amortized cost method shall amortize any
excess of theé"eamying amount of the investment over its estimated residual value during the periods in
which tax benefits are allocated to the investor. The estimated residual value used in determining the
amount to be amortized is the estimated residual value at the end of the last period in which tax benefits
are allocated to the investor and should not reflect anticipated inflation. Annual amortization shall be
based on the proportion of tax benefits received in the current year to total estimated tax benefits to be
allocated to the investor. The amortization amount shall be calculated as follows:

a. The initial investment balance less any expected residual value of the investment,
multiplied by,
b. The percentage of actual tax credits and other tax benefits allocated to the reporting entity

in the current period divided by the total estimated tax credits and other tax benefits
expected to be received by the reporting entity over the life of the investment.
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8. Under the proportional amortized cost method, the amortization of the investment in the limited
liability entity is recognized in the income statement as a component of net investment income/expense.
The current tax credit (or benefit) shall be accounted for as a component of income tax expense.

9. Federal tax credits shall be recognized in the income statement as an offset to federal taxes in the
tax reporting year in which the tax credit is utilized in accordance with SSAP No. 101—Income Taxes.
State tax credits shall be recognized in the income statement as an offset to state premium tax or state
income tax, whichever is applicable, in the tax-reporting year in which the credit is utilized. Tax benefits
received, other than tax credits, shall be accounted for pursuant to SSAP No. 101.

10. At the time of initial investment, immediate recognition of the entire benefit of the tax credits to
be received during the term of an investment in a low-income housing project is not appropriate. (That is,
low-income housing tax credits shall not be recognized in the financial statements before their inclusion
in the investor’s tax return.)

11. Many LIHTC investments require future equity contributions by they inyvestor (equity
contributions), that may be contingent on a variety of conditions, such asgeceiving representations,
contract performance, meeting occupancy requirements, etc. If the commitment by, the investor to provide
equity contributions meets the definition of a liability as defined 4in SSAP No. 5SR—Liabilities
Contingencies and Impairments of Assets, a liability shall be recorded.

12. If the commitment to provide equity contributions dees not meet the definition of a liability, the
contingent commitment shall be disclosed in the notes to the, financial/statements with other contingent
commitments. A liability shall also be recognized for equity®contributions that are contingent on a future
event when that contingent event becomes probable.

13. Additional funding that does not result in additional tax credits for the reporting entity (investor)
shall be expensed as a component of net inwestment amcome. In the event a reporting entity obtains
additional tax credits for a LIHTC investment, the following shall be applied:

a. If additional tax credits are alloeated without additional funding, the additional tax credits
shall not be afforded any value; rather, the tax benefit is only recognized when realized.

b. If additional funding \directly related to the additional tax credits is required, the
provisions of this statement shall be followed as if the additional funding were a new
investment in LIHTC property.

14. An investmeft amortized to residual value in accordance with paragraph 7 of this statement shall
not be revaluedtunder any other method during or subsequent to the amortization period, other than as
discussed in,this statement.

15. Changes, in estimated losses shall be accounted for in accordance with SSAP No. 3—Accounting
Changes and Corrections of Errors as a change in estimate and included as a component of net
investment income.

Impairment

16. Reporting entities with investments in LIHTC properties shall complete and document an
impairment analysis at each reporting period. If it is determined that an impairment exists, the book value
of the LIHTC investment shall be compared to the present value of future tax benefits discounted at a risk
free rate of return, i.e., the rate on U.S. Treasury obligations of a similar duration, and the investment
shall be written-down if the book value is higher. This will result in a new cost basis and the amount of
the write-down shall be accounted for as a realized loss. The new cost basis shall not be changed for
subsequent recoveries in fair value.
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17. Among other things, an other-than-temporary impairment™T %07 ghall be considered to have
occurred if it is probable that future tax benefits will not be received as expected. For example, for LIHTC
properties based on state tax credits, if the reporting entity intends to decrease premium volume in that
state, it may affect whether or not the tax credits in that state are realizable. The best available information
about market share or premiums by state and premiums by line of business generally should be used to
estimate the amount of future tax credits that are realizable. For purposes of determining impairment,
future tax benefits consist of both estimated tax losses and anticipated tax credits. Loan default or a
reasonable probability of credit recapture would signify that tax benefits would not be received as
expected.

18. In a multi-tiered partnership, whereby one limited partnership exists only to hold interests in other
limited partnerships that are each invested in different developments, the impairment should be
determined at the lowest tier. The partnership that holds the assets in which the impairment is determined
to exist will be adjusted to a new cost basis representing the lower of book value or the present value of
future tax benefits discounted at a risk-free rate of interest. This new cost basis and. related realized loss
shall be recognized by the holder of a LIHTC investment.

19. It should be noted that a foreclosure of a single property within an.LIHTE investment fund only
affects the loss of tax credits on a proportional basis. For example, a foreClesure of one property in a six-
property fund generating equal levels of credits would only eliminat€,1/6 ‘of the credits, thereby, only
affecting 1/6 of the LIHTC investment fund value to the individual ifivestots:

Audited Financial Statements

20. The reporting entity’s return and book value of an'.LIHEC investment is reliant upon maintaining
tax credit eligibility and not its share of the equity/as reported on a financial statement. As such, a
reporting entity shall monitor the tax credit eligibility=6f an LIHTC investment through requiring either
audited GAAP or audited tax basis financialsstatements?In the event an audited GAAP or audited tax
basis financial statement is not obtained, th€ asset shall be nonadmitted.

Disclosures

21. Disclose the number of remaining, years of unexpired tax credits and the required holding period
for the LIHTC investments.

22. Disclose the amount of low-income housing tax credits and other tax benefits recognized during
the years presented.

23. Disclose, the\balance of the investment recognized in the statement of financial position for the
reporting period(s)presented.

24, Disclose if the LIHTC property is currently subject to any regulatory reviews and the status of
such review. (Example investigations by the housing authority.)

25. Any commitment or contingent commitment (e.g., guarantees or commitments to provide
additional capital contributions) including the amount of equity contributions that are contingent
commitments related to LIHTC properties investments and the year(s) that contingent commitments are
expected to be paid shall be disclosed.

26. The significance of an investment to the reporting entity's financial position and results of
operations shall be considered in evaluating the extent of disclosures of the financial position and results
of operations of an investment in a LIHTC. If in the aggregate the LIHTC investments exceed 10% of the
total admitted assets of the reporting entity the following disclosures shall be made:
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a. (1) The name of each partnership or limited liability entity and percentage of ownership,
(i1) the accounting policies of the reporting entity with respect to investments in
partnerships and limited liability entities (iii) the difference, if any, between the amount
at which the investment is carried and the amount of underlying equity in net assets (i.e.,
nonadmitted goodwill or other nonadmitted assets) and (iv) the accounting treatment of
the difference;

b. For partnerships, and limited liability entities for which a quoted fair value is available,
the aggregate value of each partnership, or limited liability entity investment based on the
quoted fair value; and

C. Summarized information as to assets, liabilities and results of operations for partnerships,
and limited liability entities, either individually or in groups.

27. A reporting entity that recognizes an impairment loss shall disclose the following in the financial
statements that include the period of the impairment write-down:

a. A description of the impaired assets and the facts and ‘citcumstances leading to the
impairment; and

b. The amount of the impairment and how fair value was, determined.

28. Disclose the amount and nature of the write-downs or reelassifications made during the year
resulting from the forfeiture or ineligibility of tax credits, ete. These write-downs may be based on actual
property level foreclosure, loss of qualification due to oceupaney levels, compliance issues with tax code
provisions within an LIHTC investment, or other issues:

29. Refer to the Preamble for further discussion'regarding disclosure requirements.
Relevant Literature

30. This statement adopts with médification ASU 2014-01, Investments—Equity Method and Joint
Ventures (Topic 323): Accounting._ fomw, Investments in Qualified Affordable Housing Projects. The
modifications include:

a. ASU 2014-01 allows the election of using the proportional amortization method if an
affordable housing project investment meets several criteria, including the lack of
signifieant‘influence. This statement requires the proportional amortization method, with
modifications as discussed in this statement, for all investments within its scope.
Although’ the terminology is updated, the balance sheet amount and timing of
amortization should be the same under this statement and the proportional amortization
method in ASU 2014-01.

b. The proportional amortization method in ASU 2014-01 utilizes a net presentation in the
income statement by including the amortized initial cost of the investment and the tax
credits and benefits received within income tax expense. This statement requires a gross
presentation on the income statement, with proportional amortization of the initial cost of
the investment in investment income and the tax credits and benefits included in income
tax expense.

C. Paragraphs 323-740-50-2¢ and 323-740-50-2d related to disclosures of the optionality of
the method used and net reporting, are rejected as not applicable to statutory accounting.

d. Disclosures should be followed as indicated in the disclosures section in this statement.
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31. This statement adopts with modification EITF 94-1: Accounting for Tax Benefits from
Investments in Affordable Housing Projects as applicable to statutory accounting to the extent it is not
modified by ASU 2014-01. In 2006, this statement modified Issue Paper No. 99—Nonapplicable GAAP
Pronouncements to remove the reference to EITF 94-1.

32. ASU 2014-01 and EITF 94-1 are modified for the following statutory concepts:

a. The elective effective yield method and the net income statement reporting in EITF 94-1
are rejected. The elective proportional amortization method in ASU 2014-01, which
replaced the effective yield method, is required for only the balance sheet calculation
reflecting the timing and amount of amortization. The proportional amortization method
net income statement reporting in ASU 2014-01 is rejected for statutory accounting.

b. Investments that meet the criteria of this statement are required to u$e“a, proportional
amortization method as prescribed in this statement. This method requites the tax credits
and benefits to be recognized in proportion to the percentage of actual tax credits and
other tax benefits allocated to the reporting entity in the cursentiperiod divided by the
total estimated tax credits and other tax benefits expected toibe received by the reporting
entity over the life of the investment. This statement requizes a,gross presentation on the
financial statements, with amortization in investment ingome.

c. Federal tax credits shall be recognized in the income statement as an offset to federal
income taxes in the tax reporting year in which, theytax credit is utilized in accordance
with SSAP No. 101—Income Taxes. State tax credits shall be recognized in the income
statement as an offset to state premium tax or state income tax, whichever is applicable,
in the tax reporting year in which the gredit iswtilized.

d. Tax benefits received, other thamytaxicredits, shall be accounted for pursuant to SSAP No.
101. Amortization shall bedeportedias @ component of net investment income.

e. Reporting entities shall followisthe guidance in paragraphs 11 and 12 regarding the
application of the definition of a liability and contingent commitments from SSAP No.
SR—Liabilities Contingencies and Impairments of Assets to equity contributions.

f. SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities shall be
utilized, to accounmt for investments that qualify as subsidiary, controlled or affiliated
entities.

g. The impairment guidance contained in this statement shall be followed.

h. For. statutory accounting purposes, deferred taxes are not reported as a component of

income from continuing operations in the income statement; rather deferred taxes are
recognized as a separate component of gains and losses in unassigned funds (surplus).

33. AICPA Statement of Position 78-9, Accounting for Investments in Real Estate Ventures (SOP 78-
9) is rejected for purposes of statutory accounting in SSAP No. 48. This statement does not intend to
establish SOP 78-9 as applicable to statutory accounting.

34, FASB Interpretation No. 46, Consolidation of Variable Interest Entities (FIN 46) is rejected for
purposes of statutory accounting in SSAP No. 3. This statement does not intend to establish FIN 46 as
applicable to statutory accounting.

35. EITF 85-16: Leveraged Leases (EITF 85-16) is adopted for purposes of statutory accounting in
SSAP No. 22R—Leases. This statement does not intend to readdress the conclusions reached in SSAP No.
22R.
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Effective Date and Transition

36. This statement is effective for reporting periods beginning on or after January 1, 2006. Early
adoption is permitted. A change resulting from the adoption of this statement shall be accounted for as a
change in accounting principle in accordance with SSAP No. 3. The guidance previously in paragraph 3
of this statement superseded paragraph 1 of SSAP No. 48. In 2011, this guidance was moved to SSAP No.
48—Joint Ventures, Partnerships and Limited Liability Companies and deleted from this statement. The
original guidance included in this standard is retained for historical purposes in Issue Paper No. 125. The
guidance from ASU 2014-01 is effective for reporting periods beginning on or after January 1, 2015, with
early adoption permitted.

REFERENCES
Relevant Issue Papers

. Issue Paper No. 125—Accounting for Low-Income HousinggdTax, Credit Property
Investments
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EXHIBIT A - LOW-INCOME HOUSING TAX CREDIT PROPERTY INVESTMENTS

A Limited Partnership Investment in an Affordable Housing Project Accounted for Using the Amortized
Cost Method (modified to include tax benefits and record amortization as a component of net investment
income):

This exhibit is based on ASU 2014-01, paragraph 323-740-55-7 of the Accounting Standards
Codification. The amount and timing of amortization in the proportional amortization method is
consistent with the statutory modifications; therefore, the table incorporated in this exhibit is based on the
proportional amortization table. The statutory income statement requires a gross presentation on the
income statement, with proportional amortization of the initial cost of the investment in investment
income and the tax credits and benefits included in income tax expense.

Terms:
Date of Investment: January 1, 20X1
Purchase Price of Investment: $100,000

Assumptions:

1. All cash flows (except initial investment) occur at the ead of €ach year.

2. Depreciation expense is computed, for book and\ tax ‘purposes, using the straight-line
method with a 27.5 year life (the same method isiused:for simplicity).

3. The investor made a $100,000 investment for ai5%-pereent limited partnership interest in
the project at the beginning of the first’year ofieligibility for the tax credit.

4, The partnership finances the projectcostof $4,000,000 with 50%-pereent equity and 50%
pereent debt.

5. The annual tax credit allocationy(€qual to 4%-pereent of the project's original cost) will be
received for a period of 10 years.

6. The investor'§ tax rate 18 40%-pereent.

7. For simplicity, the project will operate with break-even pretax cash flows including debt
service during the first 15 years of operations.

8. The project's taxable loss will be equal to depreciation expense. The cumulative book
loss (amd‘thus the cumulative depreciation expense) recognized by the investor is limited
toathe, $100,000 investment.

9. It is assumed that all requirements are met to retain allocable tax credits so there will be
no recapture of tax credits.

10. The investor expects that the estimated residual value of the investment will be zero.
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Proportional Amortization Method with Statutory Modifications

Net Other Tax Tax Credits
Net Amortization Tax Losses/Tax  Benefits from Tax  and Other
Investment  of Investment  Credits  Depreciation Depreciation Tax Benefits
Year (1) @) (3) @) 5) (©6)
100,000
1 90,909 9,091 8,000 7,273 2,909 10,909
2 81,818 9,091 8,000 7,273 2,909 10,909
3 72,727 9,091 8,000 7,273 2,909 10,909
4 63,636 9,091 8,000 7,273 2,909 10,909
5 54,545 9,091 8,000 7,273 2,909 10,909
6 45,454 9,091 8,000 7,273 2,909 10,909
7 36,363 9,091 8,000 7,273 2,909 10,909
8 27,272 9,091 8,000 7,273 2,909 10,909
9 18,181 9,091 8,000 7,273 2,909 10,909
10 9,090 9,091 8,000 7,273 2,909 10,909
11 6,666 2,424 7,273 2,909 2,909
12 4,242 2,424 7,273 2,909 2,909
13 1,818 2,424 7,273 2,909 2,909
14 0 1,818 5,451 2,183 2,183
15 0 0
Total 100,000 80,000 100,000, 40,000 120,000

(D) End-of-year investment for a 5%<=pekeent) limited liability interest in the project net of
amortization in Column (2).

2) Initial investment of $100,000x (total tax benefits received during the year in Column (6)/total
anticipated tax benefits over the\life of the investment of $120,000).

3) FourpereentA 4% tax credit on $200,000 tax basis of the underlying assets.

4 Depreciation (on $200,000,tax basis of the underlying assets) using the straight-line method over
27.5 years up to‘the amount of the initial investment of $100,000.

%) Columniy(4) % 40% tax rate.

(6) Column(3)=HColumn (5).
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Transferable and Non-Transferable State Tax Credits

STATUS
Type of [SSUC...cvvevvveieiecieeieeieeae, Common Area
ISSUEd .ooooiiiiieieeeeeeeeeeeees June 12, 2006; Substantively revised December 7, 2011
Effective Date ........ooovvvvvvvnveeiiiiieeenn, December 31, 2006; Substantive revisions detailed in Issue

Paper No. 145 effective December 31, 2011
ATTECES. i No other pronouncements
Affected DY...ooevveevieeieciecieeeeeen No other pronouncements
Interpreted by .....coccvevievieiiieiieeenen, No other pronouncements
Relevant Appendix A Guidance ........ None
STATUS ceiiiiisinnisnisensnisiesssssisssessisssssssssissssssssssssssssssssssssssssssssssssssssstbness 1
SCOPE OF STATEMENT .....uciiiiisinsensnisuicsenssisessssssessesssssisessotisescessestiossessessessssssssssssssssssssssssssssssssssssess 1
SUMMARY CONCLUSION 2
Transferable State Tax Credits........oooiiiriiiiiiieiiee et B ettt esteesteesiteeuteebeenbe e bt enbeesbeesbeesaeesaeeenne 2
Non-Transferable State Tax Credits ....o.oooeeeerereeree Bttt ettt ee e eneeeea 2
ACQUISTEION ...ttt ee s SIS e B ettt et eh et b e ettt b ettt eb et s b eate b sbe et enee 3
Balance Sheet Treatment ...........oeoouieueeeeeneee s B B ettt ettt ettt et e bt e saeeeaee e 3
Income Statement Treatment ...........cooeereiinii i i ettt e 3
IIMPAITINCNL.c...eevieiieeieeieeieeieereeseesee e Bhae st e e e shs e steeeseenseessaesseesseessseasseanseasseesssesssesssensseenseesseesseesssenssennns 3
DIASCIOSUIES .....uveeeiiieeiiieeiie et eetee et e e e e e B ettt e et e e it e e eteeeteeesebeeebee e tbeesaseeentseesaseeesseessseesseeessseens 3
Effective Date and TranSition ..........c. .ottt ettt ettt et et e sbe e saeeeaee e 4
REFERENCES.....coivtiitineisbieonbrsrcsstbrecstiossssssssossssssssssssssssssasosasosssossssssssssssssssssssosssssssssssssassssssssasssasssasssass 4
Relevant ISSUE Papers .......... i 0ottt 4
EXHIBIT A - ACCOUNTING FOR TRANSFERABLE STATE TAX CREDITS 5
EXHIBIT B — ACCOUNTING FOR NON-TRANSFERABLE STATE TAX CREDITS.........ccceeeeuee. 6
SCOPE OF STATEMENT
1. This statement establishes statutory accounting principles for transferable and non-transferable

state tax credits that are consistent with the Statutory Accounting Principles Statement of Concepts and
Statutory Hierarchy (Statement of Concepts).

2. Investments in Low-Income Housing Tax Credits as discussed in SSAP No. 93—Low-Income
Housing Tax Credit Property Investments, which involve an investment by a reporting entity in a limited
liability company or similar entity that earns tax credits as a consequence of its operating activities
involving low-income housing developments and passes those tax credits to its investors, are not within
the scope of this statement.

3. Investments in a CAPCO (Certified Capital Company), organized as a partnership or an LLC,
which is a company, authorized by state statute that borrows from investors (insurance companies), in
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order to make venture capital investments in “qualified” businesses, are not within the scope of this
statement. Although associated with tax credits, the insurance company is paid principal and interest on
its investment with the CAPCO. Depending upon the terms of the CAPCO offering, principal and interest
payments to the insurance company will come from the CAPCO and/or the state. The CAPCO will make
cash payments directly to the insurance company while the state will make payments in the form of
premium or income tax credits.

SUMMARY CONCLUSION

4. The criteria in paragraphs 5 and 6 are for transferable state tax credits (i.e., credits which may be
sold or assigned). The criteria in paragraphs 7 and 8 are for non-transferable state tax credits (i.e., those
which cannot be sold or assigned to other parties).

Transferable State Tax Credits

5. Some states have enacted laws that create programs by which transferable Statejtax credits are
granted to entities under certain specified conditions (e.g., an entity makes an,investment in a particular
industry). The terms of these state tax credits vary from state to state and, withinia state, from program to
program. However, many of these transferable state tax credit programsiyshare the following four

characteristics:

a. The tax credit is nonrefundable;

b. The holder of the transferable state taxqCreditymay sell or otherwise transfer the
transferable state tax credit to another entity,swhich can likewise resell or transfer the
credit;

C. The transferable state tax credit williexpire/if not used by a predetermined date; and

d. The transferable state tax ‘credit can be applied against either state income tax or state
premium tax.

6. For purposes of this statementy, such programs will be referred to as “transferable state tax

credits.” The criteria in paragraphs 5.b:.5:¢. and 5.d. must be present in order for the transferable state tax
credit to receive the accounting treatment described in this statement. When a reporting entity purchases a
transferable state tax credit from‘another entity, the transaction does not result in a continuing investment
in a business entity (i.e. Jimited partnership).

Non-Transferable State Tax Credits

7. If theworiginal or subsequent holder of the transferable tax credit is not able to transfer the tax
credit, then the admissibility criteria in paragraph 8 for non-transferable tax credits apply. These non-
transferable stateitax credits share the following characteristics:

a. The tax credit is nonrefundable;

b. The successive holder of a state tax credit must redeem the credit by April 15 of the
subsequent year to the entity’s acquisition of the state tax credit and is not permitted to
carry-over, carry-back, obtain a refund, sell or assign the credit;

c. The non-transferable state tax credit will expire if not used by the predetermined date;
and
d. The non-transferable state tax credit can be applied against either state income tax or state

premium tax.
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8. The criteria in paragraphs 7.b., 7.c. and 7.d. must be present in order for the non-transferable state
tax credit to receive the accounting treatment described in this statement.

9. Transferable and non-transferable state tax credits as defined within this SSAP held by reporting
entities meet the definition of assets as specified in SSAP No. 4—Assets and Nonadmitted Assets and are
admissible assets to the extent that they comply with the requirements of this statement. If the criteria in
paragraphs 6 or 8§ are not met, the tax credits are nonadmitted.

Acquisition
10. Transferable and non-transferable state tax credits are recorded at cost at the date of acquisition.

Balance Sheet Treatment

11. Transferable and non-transferable state tax credits expected to be realized are initiallyprecorded at
cost.
12. Transferable and non-transferable state tax credits shall be established grosssof any related state

tax liabilities and reported in the category of other-than-invested assets (not reported net).

13. As transferable and non-transferable state tax credits are redeemed, the carrying value of the tax
credits is reduced dollar for dollar by the amount of state tax credits applied toward the reporting entity’s
applicable state tax liability.

Income Statement Treatment

14. Gains on transferable and non-transferable state tax.crédits are deferred until the value of the state
tax credits utilized exceeds the cost of the state tak,.credits or until the state tax credits are sold to other
entities and the payment received is greater than the book value.

15. Losses on transferable and non-transferable state tax credits are recognized when known.

16. Gains and losses on transferable and non-transferable state tax credits are reflected in other
income.

Impairment

17. An impairment Shall be considered to have occurred if it is probable that the reporting entity will
be unable to recovenithe ¢arrying amount of the transferable or non-transferable state tax credits. State tax
credits should beyevaluated for impairment at each reporting date.

18. When, theré®is a decline in the realizability of a transferable or non-transferable state tax credit
owned by the reporting entity that is other than temporary, the asset shall be written down to the expected
realizable amount and the amount of the write down shall be accounted for as a realized loss. The
expected realizable value is the new cost basis.

19. The new cost basis shall not be changed for subsequent recoveries in realizability.
Disclosures
20. The following disclosures shall be made in the financial statements. For purposes of this

disclosure, total unused transferable and non-transferable state tax credits represent the entire transferable
and non-transferable state tax credits available:

a. Carrying value of transferable and non-transferable state tax credits gross of any related
state tax liabilities by state and in total,
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b. Total unused transferable and non-transferable state tax credits by state;

C. Method of estimating utilization of remaining transferable and non-transferable state tax
credits or other projected recovery of the current carrying value.

d. Impairment amount recognized in the reporting period, if any.

e. Identify state tax credits by transferable and non-transferable classifications, and identify
the admitted and Nonadmitted portions of each classification.

Effective Date and Transition

21. This statement is effective for reporting periods ending on or after December 31, 2006. Early
adoption is permitted. A change resulting from the adoption of this statement shall be aceeunted for as a
change in accounting principle in accordance with SSAP No. 3. Substantive revision§'to 1)wevising the
title; 2) incorporating the criteria for non-transferable state tax credits as describedsifi¥paragraphs 7 and 8;
3) adding a disclosure; and 4) updating terminology throughout the document’as appropriate, are effective
for reporting periods ending on or after December 31, 2011.

REFERENCES

Relevant Issue Papers

. Issue Paper No. 126—Accounting for Transferable State Tax Credits
. Issue Paper No. 145—Accounting for, Transferable and Non-Transferable State Tax
Credits
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EXHIBIT A - ACCOUNTING FOR TRANSFERABLE STATE TAX CREDITS

On 1/1/X1 SAM Insurance Company purchased transferable state tax credits for a cost of $100,000. The
transferable state tax credits are redeemable for $160,000 and expire at the end of 12/31/X4. SAM
initially expects to utilize the tax credits before expiration in their state of domicile in the amount of
$40,000 per year. In year X4, SAM sells the remaining $30,000 in transferable state tax credits for
$20,000

1/1/x1 Transferable state tax credits 100,000
Cash 100,000
To record the purchase of the tax credits

6/30/x1 Premium tax expense 40,000
Premium taxes payable to domiciliary state 40,000
To record premium tax expense and accrue the liability in Year 1.

10/1/x1 Premium tax payable 40,000
Transferable state tax credits 40,000
To record the use of tax credits in Year 1. The reporting, entity.expects to be able to utilize
remaining tax credits before expiration.

6/30/x2 Premium tax expense 60,000
Premium taxes payable to domiciliarysstate 60,000
To record premium tax expense and accruethe liability in Year 2.

9/30/x2 Premium tax payable 60,000
Transferable state tax credits 60,000
To record the use of taxes £redits in Year 2. The reporting entity expects to be able to
utilize remaining tax credits before expiration.

6/30/x3 Premium tax expense 30,000
Premium taxes payable to domiciliary state 30,000
To record premiuni tax expense and accrue the liability in Year 3.

9/30/x3 Premium tax payable 30,000
Other income 30,000
To record the use of premium tax credits in excess of cost and recognize a gain on
prkemium tax credits in other income. The Company intends to sell the remaining tax credits
in year4

6/30/x4 Cash 20,000
Other income 20,000
To record the sale of the remaining tax credits.
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EXHIBIT B - ACCOUNTING FOR NON-TRANSFERABLE STATE TAX CREDITS

On 7/1/X1 LIW Insurance Company purchased non-transferable state tax credits for a cost of $100,000.
The state tax credits are redeemable for $110,000, are not transferable and expire on, April 15, 20x2. LJW
expects to utilize the tax credits before expiration in their state of domicile in the amount of $110,000.

7/1/x1 State tax credits 100,000
Cash 100,000
To record the purchase of the tax credits

9/30/x1 Premium tax expense 200,000
Premium taxes payable to domiciliary state 200,000
To record premium tax expense and accrue the liability.

3/15/x2 Premium tax payable 14.0,000
Other Income 10,000
State tax credits 100,000

To record the use of premium tax credits in excess, ofacost and recognize a gain on
premium tax credits in other income. (The additional $90,000 of premium taxes payable
would still be due.)
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Nonmonetary Transactions

STATUS

Type of ISSUC.....eevvveriecieeie e, Common Area

Issued ....ooocvveeiiiieiee e, September 11, 2006

Effective Date ........coooveevvevveeeiieiennnn, January 1, 2007

AFTECES..veiiiieeeeee e, Supersedes SSAP No. 28; Nullifies and incorporates INT 00-29,

INT 02-19 and INT 03-16; Nullifies INT 99-21

Affected DY..covevvverieeiiceeeeeee e, No other pronouncements

Interpreted by .....cocceeviieiiiiiiieeee, INT 00-26; INT 06-13; INT 08-05

Relevant Appendix A Guidance ......... None

STATUS 1
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SCOPE OF STATEMENT

1. The statement establishes statutory accounting principles for nonmonetary transactions. Specific
statutory requirements for certain types of nonmonetary transactions are addressed in other statements.

2. This statement supersedes the conclusions reached in SSAP No. 28—Nonmonetary Transactions
by updating conclusions reached in SSAP No. 28 related to APB 29 with those included in FAS 153.
Consequently, this statement adopts with modification FAS 153 to change GAAP references to those
applicable to statutory accounting. In addition, references made to APB 29 within SSAP No. 28 will be
replaced with the actual amended guidance resulting from FAS 153.

SUMMARY CONCLUSION
Definitions

3. The definitions of certain terms used in this statement are:
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a. Monetary assets and liabilities are assets and liabilities whose amounts are fixed in
terms of units of currency by contract or otherwise. Examples are cash; amounts due
from agents, brokers, and intermediaries; policy loans; accounts payable; and other
amounts receivable or payable in cash;

b. Nonmonetary assets and liabilities are assets and liabilities other than monetary ones.
Examples are common stocks; furniture, fixtures, and equipment; real estate and
liabilities for rent collected in advance;

c. Exchange (or exchange transaction) is a reciprocal transfer between a reporting entity
and another entity that results in the reporting entity acquiring assets or services or
satisfying liabilities by surrendering other assets or services or incurring other
obligations. A reciprocal transfer of a nonmonetary asset shall be deemed an exchange
only if the transferor has no substantial continuing involvement in the transferred asset
such that the usual risks and rewards of ownership of the asset are transferred;

d. Nonreciprocal transfer is a transfer of assets or services in one ‘direction, either from a
reporting entity to its owners (whether or not in exchange for‘their ownership interests) or
another entity, or from owners or another entity, to the‘eporting entity. An insurance
company's reacquisition of its outstanding stock isgan example of a nonreciprocal
transfer.

4. Nonmonetary transactions shall be accounted for in décordance with this statement, except as
addressed by other statements or interpretations including but nog, limited to SSAP No. 12—FEmployee
Stock Ownership Plans, SSAP No. 25—Alffiliates and Other Related Parties, SSAP No. 68—Business
Combinations and Goodwill, SSAP No. 72—Surplus and Quasi-Reorganizations, SSAP No. 103R—
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, SSAP No. 104R—Share-
Based Payments, and INT 00-26: EITF 98-3.Determining Whether a Nonmonetary Transactions Involves
Receipt of Productive Assets or of a Business.

Basic Principle

5. Accounting for nonmonetaryatransactions shall generally be based on the fair values of the assets
(or services) involved, as défined in paragraph 13, which is the same basis as that used in monetary
transactions. Thus, the cost of‘a, nonmonetary asset acquired in exchange for another nonmonetary asset
(reciprocal transactions),is the faityvalue of the asset surrendered to obtain it, and a gain or loss should be
recognized on the exchange. The fair value of the asset received should be used to measure the cost if it is
more clearly evident/thanthesfair value of the asset surrendered. Similarly, a nonmonetary asset received
in a nonreciprocal transfer should be recorded at the fair value of the asset received as defined in
paragraph 6., A transfer of a nonmonetary asset to a stockholder or to another entity in a nonreciprocal
transfer should be“recorded at the fair value of the asset transferred, and a gain or loss should be
recognized on the disposition of the asset. The fair value of a reporting entity's own stock reacquired may
be a more clearly evident measure of the fair value of the asset distributed in a nonreciprocal transfer if
the transaction involves distribution of a nonmonetary asset to eliminate a disproportionate part of
owners' interests (that is, to acquire stock for the treasury or for retirement).

6. Fair value of assets received or transferred in a nonreciprocal transfer shall be measured based on
statutory accounting principles for the type of asset transferred. Accordingly, the value shall be
determined in accordance with SSAP No. 26R—Bonds, SSAP No. 30R—Unaffiliated Common Stock,
SSAP No. 32R—Preferred Stock, SSAP No. 37—Mortgage Loans, SSAP No. 39—Reverse Mortgages,
SSAP No. 40R—Real Estate Investments, SSAP No. 43R—Loan-Backed and Structured Securities, SSAP
No. 90—Impairment or Disposal of Real Estate Investments or other applicable statements. The guidance
provided in SSAP No. 25 shall be followed in accounting for nonreciprocal transactions with affiliates
and other related parties as defined in that statement.
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Modifications of the Basic Principle

7. A nonmonetary exchange shall be measured based on the recorded amount (after reduction, if
appropriate, for an indicated impairment of value) of the nonmonetary asset(s) relinquished, and not on
the fair values of the exchanged assets, if any of the following conditions apply:

a. Fair Value Not Determinable. The fair value of neither the asset(s) received nor the
asset(s) relinquished is determinable within reasonable limits (paragraph 14).

b. Exchange Transaction to Facilitate Sales to Customers. The transaction is an exchange
of a product or property held for sale in the ordinary course of business for a product or
property to be sold in the same line of business to facilitate sales to customers other than
the parties to the exchange.

c. Exchange Transaction That Lacks Commercial Substance. The“transagtion lacks
commercial substance (paragraph 8).

Commercial Substance

8. A nonmonetary exchange has commercial substance if the entity's future’cash flows are expected
to significantly change as a result of the exchange. The entity's_future cash flows are expected to
significantly change if either of the following criteria is met:

a. The configuration (risk, timing, and amount)' of. the future cash flows of the asset(s)
received differs significantly from the eonfiguration of the future cash flows of the
asset(s) transferred.

b. The entity-specific value? of the asset(s) received differs from the entity-specific value of
the asset(s) transferred, andshe difference is significant in relation to the fair values of the
assets exchanged.

A qualitative assessment will, in some(Cases, be conclusive in determining that the estimated cash flows
of the entity are expected to significantlyychange as a result of the exchange.

9. In the United States afid'some other tax jurisdictions, a transaction is not given effect for tax
purposes unless it serves a legitimate business purpose other than tax avoidance. In assessing the
commercial substance of@n exchange, tax cash flows that arise solely because the tax business purpose is
based on achieving a _specified financial reporting result shall not be considered.

Additional Guidance

10. Stockyreceived in the form of a stock dividend or stock split shall not result in the recognition of
income. The costbasis of stock held shall be reallocated ratably to the total shares held after receipt of the
stock dividend or stock split.

! The configuration of future cash flows is composed of the risk, timing, and amount of the cash flows. A change in any one of
those elements would be a change in configuration.

2 An entity-specific value (referred to as an entity-specific measurement in Concepts Statement 7) is different from a fair value
measurement. As described in paragraph 24.b. of Concepts Statement 7, an entity-specific value attempts to capture the value of
an asset or liability in the context of a particular entity. For example, an entity computing an entity-specific value of an asset
would use its expectations about its use of that asset rather than the use assumed by marketplace participants. If it is determined
that the transaction has commercial substance, the exchange would be measured at fair value, rather than at the entity-specific
value.
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11. The exchanges of nonmonetary assets that would otherwise be based on recorded amounts
(paragraphs 7 and 8) may include an amount of monetary consideration. The recipient of the monetary
consideration has realized gain on the exchange to the extent that the amount of the monetary receipt
exceeds a proportionate share of the recorded amount of the asset surrendered. The portion of the cost
applicable to the realized amount should be based on the ratio of the monetary consideration to the total
consideration received (monetary consideration plus the estimated fair value of the nonmonetary asset
received) or, if more clearly evident, the fair value of the nonmonetary asset transferred. However, the
entity paying the monetary consideration should not recognize any gain on a transaction covered in
paragraphs 7 and 8, but should record the asset received at the amount of the monetary consideration paid
plus the recorded amount of the nonmonetary asset surrendered. If a loss is indicated by the terms of a
transaction described in this paragraph or in paragraphs 7 and 8, the entire indicated loss on the exchange
should be recognized.

12. Nonreciprocal Transfers to Owners. Accounting for the distribution of nonmonetary assets to
owners of an enterprise in a spin-off (NT 06-13 and INT.08-05) - gther form of reorganization otliquidation or in
a plan that is in substance the rescission of a prior business combination should bg based on the recorded
amount (after reduction, if appropriate, for an indicated impairment of value) (An indicated impairment of
value of a long-lived asset covered by SSAP No. 90 shall be determined in'accordance with paragraph 4
of SSAP No. 90) of the nonmonetary assets distributed. A pro rata distribution tesowners of an enterprise
of shares of a subsidiary or other investee company that has been or is being controlled or that has been or
is being accounted for under the equity method is to be considered toybe‘equivalent to a spin-off. Other
nonreciprocal transfers of nonmonetary assets to owners should be,accounted for at fair value if the fair
value of the nonmonetary asset distributed is objectively measurableland would be clearly realizable to
the distributing entity in an outright sale at or near the timesof'the distribution

Applying the Basic Principle

13. Fair value of a nonmonetary asset transferred €0 or from a reporting entity in a nonmonetary
transaction should be determined in accordance with SSAP No. 100R—Fair Value. If one of the parties in
a nonmonetary transaction could have elected to receive cash instead of the nonmonetary asset, the
amount of cash that could have been regeived may be evidence of the fair value of the nonmonetary assets
exchanged.

14. Fair value should betegarded as not determinable within reasonable limits if major uncertainties
exist about the realizability of the value that would be assigned to an asset received in a nonmonetary
transaction accounted forsat fair value. An exchange involving parties with essentially opposing interests
is not considered a prerequisite to determining a fair value of a nonmonetary asset transferred; nor does an
exchange insure that a fair value for accounting purposes can be ascertained within reasonable limits. If
neither the fair value, of/a nonmonetary asset transferred nor the fair value of a nonmonetary asset
received ingexehange 1s determinable within reasonable limits, the book adjusted carrying value of the
nonmonetary-asset transferred from the enterprise may be the only available measure of the transaction.

15. A difference between the amount of gain or loss recognized for tax purposes and that recognized
for accounting purposes may constitute a temporary difference to be accounted for according to SSAP No.
101—Income Taxes.

16. Involuntary conversions of nonmonetary assets to monetary assets (for example, as a result of
total or partial destruction, theft, seizure, or condemnation) are monetary transactions for which gain or
loss shall be recognized even though a reporting entity reinvests or is obligated to reinvest the monetary
assets in replacement nonmonetary assets. In some cases, a nonmonetary asset may be destroyed or
damaged in one accounting period, and the amount of monetary assets to be received is not determinable
until a subsequent accounting period. In those cases, gain or loss shall be recognized in accordance with
the conclusions in SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets. Gain or loss
resulting from an involuntary conversion of a nonmonetary asset to monetary assets shall be reported
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consistently with the reporting entity's reporting of continuing operations and disclosed in the notes to
financial statements in accordance with SSAP No. 24—Discontinued Operations and Unusual or
Infrequent Items.

Accounting for a Convertible Instrument Granted or Issued to a Nonemployee for Goods or
Services, or Services and Cash (in Combination or Individually), or a-Cembination—ef Geeds—er
Services-and-Cashas Consideration Payable to a Customer

17. The guidance in paragraph 18 addresses a convertible instrument that is issued or granted to a
nonemployee in exchange for goods or services, or a combination of goods or services and cash, or
consideration payable to a customer. The convertible instrument contains a nondetachable conversion
option that permits the holder to convert the instrument into the issuer's stock.

18. Once an instrument is considered "issued" for accounting purposes, pursuant to/fSSAP No. 104R,
distributions paid or payable should be characterized as financing costs (that is, as intetrest oridividends).
Before that time, distributions paid or payable under the instrument should be chéracterized as a cost of
the underlying goods or services. If the convertible instrument is issued for cashyproceeds that indicate
that the instrument includes a beneficial conversion feature and the purchaseryof the instrument also
provides (receives) goods or services to (from) the issuer that are the subjectief.a separate contract, the
convertible instrument shall be recognized with a corresponding increase orjdecrease in the purchase or
sales price of the goods or services.

19. To determine the fair value of a convertible instrument granted‘as part of a share-based payment
transaction to a nonemployee in exchange for goods or seryices oras consideration payable to a customer
that is equity in form or, if debt in form, that can be convertedyinto equity instruments of the issuer, the
entity shall first apply SSAP No. 104R.

20. The requirements of this statement_shall then4b€ applied such that the fair value determined
pursuant to SSAP No. 104R is considered the proceeds from issuing the instrument for purposes of
determining whether a beneficial conversion‘eption exists. The measurement of the intrinsic value, if any,
of the conversion option (for separate recognition’as additional paid-in capital) shall then be computed by
comparing the proceeds received for the instrument (the instrument's fair value under SSAP No. 104R) to
the fair value of the common stockythat the grantee would receive upon exercising the conversion
option. For purposes of detérmining whether a convertible instrument contains a beneficial conversion
feature for separate recognitionyas additional paid-in capital, an entity shall use the effective conversion
price based on the proceeds allocated to the convertible instrument to compute the intrinsic value, if any,
of the embedded conversion option.

21. SSAP Ne. 104R jshall be used to measure the fair value of the convertible instrument and to
measure the intrinsic value, if any, of the conversion option as of the date the convertible instrument
granted as patt of the'share-based payment award becomes fully vested. That is, in measuring the intrinsic
value of the conyersion option for separate recognition as additional paid-in capital, the fair value of the
issuer’s equity securities into which the instrument can be converted shall be determined as of the date the
convertible instrument granted as part of a share-based payment award becomes fully vested, and not on
the commitment date. Both of the following guidelines for determining the fair value of convertible
instruments shall be used:

a. Recent issuances of similar convertible instruments for cash to parties that only have an
investor relationship with the issuer may provide the best evidence of fair value of the
convertible instrument.

b. If reliable information about paragraph 21.a. is not available, the fair value of the
convertible instrument should be deemed to be no less than the fair value of the equity
shares into which it can be converted.
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22. In cases where a reporting entity issues a convertible instrument for cash proceeds that indicate
that the instrument includes a beneficial conversion option, and the purchaser of the instrument provides
(receives) goods or services to (from) the issuer that are the subject of a separate contract, the terms of
both the agreement for goods or services and the convertible instrument shall be evaluated to determine
whether their separately stated pricing is equal to the fair value of the goods or services and convertible
instrument. If that is not the situation, the terms of the respective transactions should be adjusted by
measuring the convertible instrument initially at its fair value with a corresponding increase or decrease in
the purchase or sales price of the goods or services. It may be difficult to evaluate whether the separately
stated pricing of a convertible instrument is equal to its fair value. If an instrument issued to a goods or
services provider (or purchaser) is part of a larger issuance, a substantive investment in the issuance by
unrelated investors (who are not also providers or purchasers of goods or services) may provide evidence
that the price charged to the goods or services provider represents the fair value of the convertible
instrument.

Disclosures

23. A reporting entity that engages in a nonmonetary transaction during a, period shall disclose the
following in the financial statements:

a. The nature of the transaction;
b. The basis of accounting for the assets transfersed;iand
c. Gains or losses recognized on transfers.
24, Refer to the Preamble for further discussion regarding disclosure requirements. The disclosure in

paragraph 23 shall be included in the annual audited statutoty financial reports only.

25. Entities shall disclose the amountsof revenueyand expense recognized from advertising barter
transactions for each income statement period presented. In addition, if an entity engages in advertising
barter transactions for which the fair value is not.determinable within the limits of this Issue, information
regarding the volume and type of advertising surrendered and received (such as the number of equivalent
pages, the number of minutes, or thesoverall percentage of advertising volume) shall be disclosed for each
income statement period presénted.

Relevant Literature

26. Although notsmeant, to be all inclusive, accounting for specific nonmonetary transactions and
unique circumstances is addressed in the following statements of statutory accounting principles:

o SSAPNoy 1 2—Employee Stock Ownership Plans

SSAP No. 25—Alffiliates and Other Related Parties
o  SSAP No. 68—Business Combinations and Goodwill
o  SSAP No. 72—Surplus and Quasi-Reorganizations

o SSAP No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities

o  SSAP No. 104R—Share-Based Payments

e INT 00-26: EITF 98-3: Determining Whether a Nonmonetary Transactions Involves Receipt
of Productive Assets or of a Business

© 1999-2024 National Association of Insurance Commissioners 95-6 Page 674 of 2278



Nonmonetary Transactions SSAP No. 95

27. This statement updates general statutory guidance for accounting for nonmonetary transactions
not specifically addressed in the statements of statutory accounting principles noted above and carries
forward current statutory guidance for stock dividends and stock splits received, other types of
nonmonetary transactions and involuntary conversions of nonmonetary assets to monetary assets. The
guidance in this statement remains consistent with the guidance provided in SSAP No. 30R, which
addresses cash dividends and requires that dividends on common stock be recorded as investment income
when declared with a corresponding receivable to be extinguished upon receipt of cash. This statement
carries forward the disclosure requirements related to nonmonetary transactions from SSAP No. 28.

28. This statement adopts Accounting Principles Board Opinion No. 29, Accounting for Nonmonetary
Transactions (APB 29) as modified by FASB No. 153: Exchanges of Nonmonetary Assets, an amendment
of APB Opinion No. 29 (FAS 153).

29. This statement adopts FAS 153 with modifications for references to statenients, of statutory
accounting principles.

30. This statement continues the adoption of Accounting Research Bulletin No. 43, Restatement and
Revision of Accounting Research Bulletins (ARB 43), Chapter 7, Section B} Stock Dividends and Stock
Split-ups paragraphs 1-9 as such relates to the receipt of stock in the form 6f a'stock in the form of a stock
dividend or stock split. This conclusion is consistent with the recegnition concept included in the
Statement of Concepts, which states, “Revenue should be recognizedwenly, as' the earnings process of the
underlying underwriting or investment business is completed’?

31. This statement continues the adoption of FASB Intefpretation No. 30, Accounting for Involuntary
Conversions of Nonmonetary Assets to Monetary Assets<«(EIN 30) with modification to provide that gain
or loss contingencies be recognized in accordance with the cenclusion in SSAP No. 5R and that gain or
loss resulting from an involuntary conversion of nenmenetary assets to monetary assets be accounted for
in continuing operations and disclosed in accerdance with"SSAP No. 24.

32. This statement continues the adoption of FASB Emerging Issues Task Force Issue No. 86-29:
Nonmonetary Transactions: Magnitude,of Bootand the Exceptions to the Use of Fair Value (EITF 86-29)
and FASB Emerging Issues Task Foree Issue No. 93-11: Accounting for Barter Transactions Involving
Barter Credits (EITF 93-11) consistent with the general rule discussed in paragraph 27 of this statement.
This statement also adopts(with, modification FASB Emerging Issues Task Force Issue No. 99-17,
Accounting for Advertising Barter Transactions.

33. This statement fidllifies INT 99-21: EITF No. 98-7, Accounting for Exchanges of Similar Equity
Method Investments;

34, This_statement*continues the rejection of paragraph 16 of Accounting Principles Board Opinion
No. 6, Statusiof Aéeounting Research Bulletins and Emerging Issues Task Force No. 96-4, Accounting for
Reorganizationsynvolving a Non-Pro Rata Split-off of Certain Nonmonetary Assets to Owners.

35. This statement adopts with modification ASU 2019-08, Compensation—Stock Compensation
(Topic 718) and Revenue from Contracts with Customers (Topic 606): Codification Improvements—
Share-Based Consideration Payable to a Customer.

Effective Date and Transition

35.36. The provisions of this statement shall be effective for nonmonetary asset exchanges occurring in
fiscal periods beginning after January 1, 2007. Earlier application is permitted for nonmonetary asset
exchanges occurring in fiscal periods beginning after the date this statement is issued. The provisions of
this statement shall be applied prospectively. The guidance in paragraph 21 related to long-lived assets to
be disposed of other than by sale was previously included within SSAP No. 90—Impairment or Disposal
of Real Estate Investments. In 2012, the guidance from SSAP No. 95 was incorporated within SSAP No.
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90, with those paragraphs in SSAP No. 95 being nullified. The original guidance included in this
statement, as well as the original guidance adopted in SSAP No. 90 for long-lived assets to be disposed of
other than by sale, are retained for historical purposes in Issue Paper No. 127.

36-37. This statement adopts the consensus positions of EITF 01-1: Accounting for a Convertible
Instrument Granted or Issued to a Nonemployee for Goods or Services or a Combination of Goods or
Services and Cash with certain modifications to incorporate guidance in EITF 96-18 regarding the
measurement date. EITF 96-18 was previously rejected by the working group in INT 99-13: EITF 96-18:
Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in
Conjunction with Selling, Goods or Services in the context of SSAP No. 13—Stock Options and Stock
Purchase Plans; however, the measurement guidance included in Issue 1 of EITF 96-18 is adopted in this
statement. The reference in paragraph 4 to INT 03-16: Contribution of Stock, was deleted as guidance was
incorporated into SSAP No. 25 and SSAP No. 68. The guidance in paragraph 25 of this statement was
originally contained within INT 00-29: EITF 99-17: Accounting for Advertising Barter{Transactions and
was effective June 12, 2000. The guidance in paragraphs 21-22 was originally contained within /NT 02-
19: EITF 01-1: Accounting for a Convertible Instrument Granted or Issued to a Nonemployee for Goods
or Services or a Combination of Goods or Services and Cash and was effectivetDecember 8, 2002.

REFERENCES
Relevant Issue Papers

. Issue Paper No. 127—Exchanges of Nonmone¢tary Assets, A Replacement of SSAP No.
28—Nonmonetary Transactions
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SCOPE OF STATEMENT

1. This statement establishes statutory accounting principles for investments in subsidiaries,
controlled and affiliated entities, hereinafter referred to as SCA entities.

2. This statement supersedes the conclusions reached in SSAP No. 88—Investnients imSubsidiary,
Controlled, and Affiliated Entities.

SUMMARY CONCLUSION
Definitions
3. Parent and subsidiary are defined as follows:
a. Parent—An entity that directly or indirectly ownsiand controls the reporting entity;
b. Subsidiary—An entity that is, directly or indirectly, owned and controlled by the reporting
entity.
4. An affiliate is defined as an entity thatis withinthe holding company system or a party that, directly

or indirectly, through one or more intermédiaries, ¢ontrols, 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 comipanies 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.

5. Control is defined as the possession, directly or indirectly, of the power to direct or cause the
direction of the managémient 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, ory(d) otherwise. Control shall be presumed to exist if a reporting entity and its
affiliates directly‘or imdirectly, own, control, hold with the power to vote, or hold proxies representing 10%
or more of thesvoting interests of the entity'.

! Investments in an exchange traded fund (ETF), a mutual fund (as defined by the SEC) or a foreign open-end investment fund
governed and authorized in accordance with regulation established by the applicable foreign jurisdiction does not reflect ownership
in an underlying entity, regardless of the ownership percentage the reporting entity (or the holding company group) has of the ETF,
mutual fund or foreign open-end investment fund unless ownership of the fund actually results in “control” with the power to direct
or cause the direction of management of an underlying company. ETFs, mutual funds and foreign open-end investment funds are
comprised of portfolios of securities subject to the regulatory requirements of the federal securities laws or the applicable foreign
jurisdictions laws. ETFs, mutual funds and foreign open-end investment funds held by a reporting entity shall be reported as
common stock, unless the fund qualifies for bond or preferred stock treatment per the Purposes and Procedures Manual of the
NAIC Investment Analysis Office. Reporting entities are not required to verify that SCAs (subject to SSAP No. 97) are represented
in the portfolio of securities held in ETFs, mutual funds or foreign open-end investment funds or to adjust the value of SCAs as a
result of investments in ETFs, mutual funds or foreign open-end investment funds.
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6. 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 prospectivelyslas ofythe date the
investment becomes qualified for equity method accounting. Examples of situations whereithe presumption
of control may be in doubt include the following:

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

b. An entity where the insurer owns less than 50% of amyentity and there is an unaffiliated
individual or group of investors who own a controlling 1aterest.

c. An entity where the insurer has given up ‘participating rights* as a shareholder to the
investee.
7. Investments in SCA entities meet the definition of assets as defined in SSAP No. 4—Assets and

Nonadmitted Assets and are admitted assets tosthewextent they conform to the requirements of this statement.
Applying the Market Valuation, Audited Statutory Equity and Audited GAAP Equity Methods

8. The admitted investments in§SCA entities shall be valued using either the market valuation
approach (as described in paragraph®8.a.), or one of the equity methods (as described in paragraph 8.b.)
adjusted as appropriate in a¢cordance with the guidance in SSAP No. 25—Alffiliates and Other Related
Parties, paragraph 18.d.

a. In order‘to,use the market valuation approach for SCA entities, the following requirements
apply:
1. The subsidiary must be traded on one of the following major exchanges: (1) the

New York Stock Exchange, (2) the NASDAQ, or (3) the Japan Exchange Group;

1. The reporting entity must submit subsidiary information to the NAIC SCA analysts
for calculation of the subsidiary’s market value. Such calculation could result in
further discounts in market value above the established base discounts based on
ownership percentages detailed below;

2 The term "participating rights" refers to the type of rights that allows an investor to effectively participate in significant decisions
related to an investee's ordinary course of business and is distinguished from the more limited type of rights referred to as “protective
rights”. Refer to the sections entitled: “Protective Rights” and “Substantive Participating Rights” in EITF 96-16, Investor's
Accounting for an Investee When the Investor Has a Majority of the Voting Interest but the Minority Shareholder or Shareholders
Have Certain Approval or Veto Rights. The term “participating rights” shall be used consistent with the discussion of substantive
participating rights in this EITF.
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Ownership percentages for determining the discount rate shall be measured at the
holding company level;

If an investment in a SCA results in an ownership percentage between 10% and
50%, a base discount percentage between 0% and 20% on a sliding scale basis is
required;

If an investment in a SCA results in an ownership percentage greater than 50% up
to and including 80%, a base discount percentage between 20% and 30% on a
sliding scale basis is required;

If an investment in a SCA results in an ownership percentage greater than 80% up
to and including 85%, a minimum base discount percentage of 30% is required.

Further, the SCA must have at least two million shares outstandingywith a total
market value of at least $50 million in the public’s control;.and

Any ownership percentages exceeding 85% will resultin the, SCA being recorded
on an equity method.

b. If a SCA investment does not meet the requirements forthe market valuation approach in
paragraph 8.a. or, if the requirements are met, but @ reporting entity elects not to use that
approach, the reporting entity’s proportionate share of its investments in SCAs shall be
recorded as follows:

il

Investments in U.S. insurance SCAtentities shall be recorded based on either 1) the
underlying audited statutory gquity, of'the respective entity’s financial statements,
adjusted for any unamortized goodwill as provided for in SSAP No. 68—Business
Combinations and Géodwill*er 2) the underlying audited statutory equity of the
respective entity’§ financial statements, adjusted for any unamortized goodwill,
modified to remove the impact of any permitted or prescribed accounting practices
that depart from the WAIC Accounting Practices and Procedures Manual.
Reporting entities shall record investments in U.S. insurance SCA entities on at
leastsa quartetly basis, and shall base the investment value on the most recent
quartefly “information available from the SCA. Entities may recognize their
investment in U.S. insurance SCA entities based on the unaudited statutory equity
ifi the SCAs year-end annual statement if the annual SCA audited financial
statements are not complete as of the filing deadline. The recorded statutory equity
shall be adjusted for audit adjustments, if any, as soon as the annual audited
financial statements have been completed. Annual consolidated or combined
audits are allowed if completed in accordance with the Model Regulation
Requiring Annual Audited Financial Reports as adopted by the SCA’s domiciliary
state;

Investments in both U.S. and foreign noninsurance SCA entities that are engaged
in the following transactions or activities:

3 If the insurance SCA employs accounting practices that depart from the NAIC accounting practices and procedures, and the
reporting insurance entity has not adjusted the valuation of the insurance SCA to be consistent with the NAIC accounting practices
and procedures, (i.e., retains the effect of the permitted or prescribed practice in its valuation), disclosure about those accounting
practices that affect the insurance SCA’s net income and surplus shall be made pursuant to paragraph 37. If the reporting entity has
adjusted the investment in the insurance SCA with the resulting valuation being consistent with the accounting principles of the
AP&P Manual, the disclosures in paragraph 37 are not required.
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(a) Collection of balances as described in SSAP No. 6—Uncollected Premium
Balances, Bills Receivable for Premiums, and Amounts Due From Agents
and Brokers

(b) Sale/lease or rental of EDP Equipment and Software as described in SSAP
No. 16R—Electronic Data Processing Equipment and Software

(©) Sale/lease or rental of furniture, fixtures, equipment or leasehold
improvements as described in SSAP No. [9—Furniture, Fixtures,
Equipment and Leasehold Improvements

(d) Loans to employees, agents, brokers, representatives of the reporting
entity or SCA as described in SSAP No. 20—Nonadmitted Assets

(e) Sale/lease or rental of automobiles, airplanes and“other “wehicles as
described in SSAP No. 20—Nonadmitted Assets

) Providing insurance services on behalf of'the reporting entity including
but not limited to accounting, actuarial, ‘auditing, data processing,
underwriting, collection of premiumsg payment of claims and benefits,
policyowner services

(2) Acting as an insurance or_ administrative agent or an agent for a
government instrumentality| perferming an insurance function (e.g.
processing of state workefs compensations plans, managing assigned risk
plans, Medicaid procesSing etc).

(h) Purchase or securitizationsof acquisition costs

and if 20% or moreyof the SCA’s revenue is generated from the reporting entity
and its affiliates, then thedinderlying equity of the respective entity’s audited U.S.
Generally Acegpted Accounting Principles (GAAP) financial statements shall be
adjusted toqalimited statutory basis of accounting in accordance with paragraph 9.
For purposes ofithis section, revenue means GAAP revenue reported in the audited
U.S.ZGAAR _financial statements excluding realized and unrealized capital
gains/losses. Foreign SCA entities are defined as those entities incorporated or
otherwise legally formed under the laws of a foreign country. Paragraphs 22-27
provide guidance for investments in holding companies;

111 Investments in both U.S. and foreign noninsurance SCA entities that do not qualify
under paragraph 8.b.ii., shall be recorded based on the audited U.S. GAAP equity
of the investee. Foreign SCA entities are defined as those entities incorporated or
otherwise legally formed under the laws of a foreign country. Additional guidance
on investments in downstream holding companies is included in paragraphs 22-27.
Additional guidance on the use of audited foreign GAAP basis financial statements
for the U.S. GAAP equity valuation amount is included in paragraph 23.b.

iv. Investments in foreign insurance SCA entities shall be recorded based on the
underlying U.S. GAAP equity from the audited U.S. GAAP basis financial
statements, adjusted to a limited statutory basis of accounting in accordance with
paragraph 9, if available. If the audited U.S. GAAP basis financial statements are
not available, the investment can be recorded on the audited foreign statutory basis
financial statements of the respective entity adjusted to a limited statutory basis of
accounting in accordance with paragraph 9 and adjusted for reserves of the foreign
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insurance SCA with respect to the business it assumes directly and indirectly from
a U.S. insurer using the statutory accounting principles promulgated by the NAIC
in the Accounting Practices and Procedures Manual. The audited foreign statutory
basis financial statements must include an audited footnote that reconciles net
income and equity on the foreign statutory basis of accounting to the U.S. GAAP
basis. Foreign insurance SCA entities are defined as alien insurers formed
according to the legal requirements of a foreign country.

c. The following provides guidance regarding the audits for entities covered under paragraph
8.b.:
1. The investment in the SCA shall be nonadmitted if the audited financial statements

include substantial doubt about the entity’s ability to continue as a going concern.
Additionally, the investment shall be nonadmitted on the basis/contents of the audit
opinion as detailed in paragraph 21.

il. The recorded GAAP equity shall be adjusted for any audit adjustments resulting
from either the annual audited GAAP financial statements ofithe respective entity
or, if the entity is a member of a consolidated or gombinedsgroup of insurers, the
annual audited GAAP financial statements of the consolidated or combined group
of companies, as soon as determined. GAAPR, is‘defined as those pronouncements
included in the FASB codification.

iil. Annual consolidated or combined auditsyare”allowed for the valuation of U.S.
insurance entities if completed in accordance with the Model Regulation Requiring
Annual Audited Reports as adeptedby the SCA’s domiciliary state.

iv. Consolidated or combined*financial statements are allowed for the valuation of
downstream SCA entities;) including downstream SCA entities, that directly or
indirectly own UZS. insurance entities, provided that the statutory financial
statements of such UiS.#insurance entities are audited. The audited financial
statements ofithe downstream SCA entities shall include, as other financial
informationg,consolidating or combining balance sheet schedule(s) showing the
equity of all relevant SCA entities, non-SCA SSAP No. 48 entities, and any
required intercompany eliminations. The consolidating or combining balance sheet
of the downstream SCA entities shall then be adjusted for GAAP to SAP
differences of the insurance entities and paragraph 8.b.ii. and 8.b.iv. entities owned
directly and indirectly by the downstream SCA entities.

A Investments in foreign SCA entities shall follow the guidance in paragraphs 8.b.ii.,
8.b.iii. and 8.b.iv. based upon the nature of the SCA as described in the respective
paragraphs. To fulfill the requirement for audited U.S. GAAP basis financial
statements, the value of foreign SCA investments may be based on the GAAP
equity from audited financial statements prepared on a foreign GAAP basis. The
audited foreign GAAP basis financial statements must include an audited footnote
that reconciles net income and equity on the foreign GAAP basis of accounting to
the U.S. GAAP basis. The statutory carrying value of foreign insurance SCA
entities (i.e., paragraph 8.b.iv. entities) and foreign noninsurance paragraph 8.b.ii.
SCA entities shall include the additional adjustments as described in paragraph 9.

9. The limited statutory basis of accounting for investments in noninsurance SCA entities, subject to

paragraph 8.b.ii. and foreign insurance SCA entities, subject to paragraph 8.b.iv., shall be adjusted for the
following:

© 1999-2024 National Association of Insurance Commissioners 97-6 Page 682 of 2278



Investments in Subsidiary, Controlled and Affiliated Entities SSAP No. 97

a. Nonadmit assets pursuant to the following statutory accounting principles as promulgated
by the NAIC in the Accounting Practices and Procedures Manual,

1. SSAP No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and
Amounts Due From Agents and Brokers

il. SSAP No. 16R—Electronic Data Processing Equipment and Software

iii. SSAP No. 19—Furniture, Fixtures, Equipment and Leasehold Improvements

1v. SSAP No. 20—Nonadmitted Assets

V. SSAP No. 21R—Other Admitted Assets (e.g., collateral loans secured by assets that
do not qualify as investments are nonadmitted under SAP)

vi. SSAP No. 29—Prepaid Expenses
Vii. SSAP No. 105R—Working Capital Finance Investments

b. Expense costs that are capitalized in accordance with GAAR,butiate expensed pursuant to
statutory accounting as promulgated by the NAIC in, the|Accounting Practices and
Procedures Manual (e.g., deferred policy acquisition costs, preoperating, development and
research costs, etc.);

c. Adjust depreciation for certain assets in a¢cordance with the following statutory accounting
principles:

1. SSAP No. 16R—ElectroniéyData Processing Equipment and Software
il. SSAP No. 19—Furniture, Kixtures, Equipment and Leasehold Improvements
iii. SSAP No. 68—BusinessilCombinations and Goodwill

d. Nonadmit the ampuntiof goodwill of the SCA in excess of 10% of the audited U.S. GAAP
equity of the!SCA’s last audited financial statements.

e. Nonadmit amountyof the net deferred tax assets (DTAs) of the SCA in excess of 10% of
the audited U.S. GAAP equity of the SCA’s last audited financial statements.

f. Nonadmit any surplus notes held by the SCA issued by the reporting entity.

g. Adjust the U.S. GAAP annuity account value reserves of a foreign insurance SCA, with
respect to the business it wrote directly, using the commissioners' annuity reserve valuation
method (CARVM) as defined in paragraphs 14 and 15 of Appendix A-820 (including the
reserving provisions in the various Actuarial Guidelines which support CARVM). The
valuation interest rate and mortality tables to be used in applying CARVM should be that
prescribed by the foreign insurance SCA's country of domicile. If the Foreign SCA’s
country of domicile does not prescribe the necessary tables and/or rates, no reserve
adjustment shall be made.

Note that the outcome of these adjustments can result in a negative equity valuation of the investment for
all paragraph 8.b.ii. entities. For a paragraph 8.b.iv. entity, the application of these adjustments will stop at
zero, and will not result in negative equity valuation unless the paragraph 8.b.iv. entity provides services to
the reporting entity or its affiliates or holds assets on behalf of the reporting entity. If such services,
including reinsurance transactions, are occurring, the adjustments required in this paragraph can result in a
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negative equity valuation. (See additional equity method application guidance in paragraph 13.e. regarding
guarantees and financial support.)

10. For investments in entities recorded on an equity method (paragraph 8.b.i. through 8.b.iv.), the
amount to be recorded at acquisition shall be defined as the initial investment in an investee at cost as
defined in SSAP No. 68, paragraph 3, adjusted to exclude any investments in an investee’s preferred stock
and/or surplus notes®. This guidance shall be followed for initial investments as well as subsequent
investments in the investee.

11. For investments in entities recorded on an equity method (paragraph 8.b.i. through 8.b.iv.) after the
date of acquisition, the investment amount shall be 1) adjusted for the amortization of statutory goodwill as
defined in SSAP No. 68, and 2) adjusted, with a corresponding unrealized gain or loss, for the reporting
entity’s share of undistributed earnings and losses of the investee (net of dividends declared®). (This results
in a reduction of the investment amount when dividends declared are in excess of sthéyundistributed
accumulated earnings attributable to the investee.) The following additional adjustment, based on the equity
method applied for the investment, shall also be made:

a. For investments in scope of paragraph 8.b.i. (based on‘andited statutory equity) the
investment amount shall be adjusted for the reporting entity’s share of the change in special
surplus funds, other than special surplus funds and unassigned funds (surplus), as defined
in SSAP No. 72—Surplus and Quasi-Reorganizationss, Additionally, the investment
amount shall be adjusted, with a corresponding unrealized gain or loss, for the reporting
entity’s share of other changes in the investee's‘surplus«(e.g., the change in the investee’s
nonadmitted assets);

b. For investments in scope of paragraphs 8b.ii., 8.b.iii. and 8.b.iv. (underlying audited
GAAP equity), the investment amount,shallbe adjusted for the reporting entity’s share of
adjustments recorded directly to,thelinvestee’s stockholder’s equity under GAAP, with a
corresponding entry to unrealized gain or loss. For investments in scope of paragraphs
8.b.ii. and 8.b.iv. (underlying audited GAAP with limited statutory adjustments), the
investment amount shall also beadjusted in accordance with paragraph 9.

12. If the reporting entity usessthe market valuation approach outlined in paragraph 8.a., changes in
that valuation after initial acquisition shall be included in unrealized gains and losses

13. On at least a quarterly basis, the procedures set forth below shall be followed by a reporting entity
in applying an equity method of accounting (as described in paragraphs 8.b.i. through 8.b.iv.), as applicable,
to investments in SCA"entities:

a. Aldifference between the cost of an investment and the underlying equity in the statutory
omGAAP book value, as applicable, of the acquired company at the date of acquisition
shall be accounted for in accordance with SSAP No. 68 however, positive goodwill for
noninsurance SCA entities subject to paragraph 8.b.ii. and foreign insurance SCA entities
subject to paragraph 8.b.iv. shall be subject to the admissibility criteria in paragraph 9.d.
rather than the admissibility criteria of paragraph 7 of SSAP No. 68.

b. A transaction of an investee of a capital nature that affects the reporting entity’s share of
stockholders’ equity of the investee shall be reflected as an unrealized gain or loss (e.g.,
where the investee issues additional stock or a new class of stock that impacts the reporting

4 The guidance in paragraphs 28-32 shall be applied for the separate reporting of preferred stock and surplus notes.

% Dividends are recognized in investment income when declared.
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entity’s equity ownership in the investee, the reporting entity’s recorded investment shall
be adjusted to reflect the transaction);

C. Realized gains or losses on the sale of an investment in a SCA entity shall be recorded in
an amount equal to the difference at the time of sale between the selling price and carrying
amount of the investment plus any previously recorded unrealized gain or loss;

d. If financial statements of an investee are not sufficiently timely for the reporting entity to
apply an equity method to the investee’s current results of operations, the reporting entity
shall record its share of the earnings or losses of an investee from the most recent available
financial statements. A lag in reporting shall be consistent from period to period. This
paragraph does not apply to a SCA valued under paragraph 8.b.i.;

e. For entities subject to paragraphs 8.b.i., 8.b.ii., 8.b.iii. and 8.b.iv., a reporting,entity’s share
of losses of an investee may equal or exceed the carrying amount ef an“investment
accounted for by an equity method plus advances made by the invesfor. The teporting entity
shall discontinue applying an equity method when the investment (including advances) is
reduced to zero® and shall not provide for additional losses, Whil&still continuing to track
the amount of unreported equity method losses, until any fiifurelequity method income can
be reported. If the reporting entity has guaranteed obligations of the investee or is otherwise
committed to provide further financial support for the'investee, the provisions of SSAP No.
SR—Liabilities, Contingencies and Impairments of Assets shall be followed. As the entire
equity method loss (subject to the financial guatantee/Commitment) shall be recognized
under SSAP No. 5R, it does not also need ‘to, be recognized under SSAP No. 97. If the
investee subsequently reports net income,ithe reporting entity shall resume applying an
equity method only after its share of'that net¥income equals the share of net losses not
recognized during the period that an equity/method was suspended;

f. When an investee has outstanding cumulative preferred stock, the reporting entity shall
compute its share of earningsy(losses) after deducting the investee’s preferred dividends,
whether or not such dividends ar€ declared;

g. An investment in”a%SCA, entity may fall below the level of ownership described in
paragraph 5 from the sale of a portion of an investment by the reporting entity, the sale of
additional interests™by an investee, or other transactions. The reporting entity shall
discontinue accruing its share of the earnings or losses of the investee for an investment
that no longer qualifies for an equity method. The earnings or losses that relate to the
investment interests retained by the reporting entity and that were previously accrued shall
remain as a part of the carrying amount of the investment. The investment account shall
notbe adjusted retroactively under the conditions described in this subparagraph. However,
dividends received by the investor in subsequent periods which exceed the reporting
entity’s share of earnings for such periods shall be applied as a reduction of the carrying
amount of the investment.

14. Once the reporting entity elects to use a valuation approach for a particular subsidiary, the reporting
entity may not change the valuation method to another method without the approval of the domiciliary
commissioner. For instance, if an entity selects the market valuation method, it may not change to an equity

6 Although the SCA is reported at zero in the investment schedule, a guarantee liability (either contingent or noncontingent) may
be required to be reported under SSAP No. 5R. Additionally, refer to the guidance related to discontinuance of an equity method
in paragraphs 15-17 and INT 00-24: EITF 98-13: Accounting by an Equity Method Investor for Investee Losses When the Investor
Has Loans to and Investments in Other Securities of the Investee and EITF 99-10: Percentage Used to Determine the Amount of
Equity Method Losses. As detailed in INT 00-24, a reporting entity’s share of losses in an SCA shall be applied to other investments
held in the SCA once the SCA (common stock) investment has been reduced to zero.
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method or vice versa without approval from the domiciliary commissioner. Further, in order for an entity
to transfer from a paragraph 8.a. or 8.b.ii. valuation to a paragraph 8.b.iii. valuation, the SCA shall not
exceed the 20% threshold (as defined in paragraph 8.b.ii.) for three consecutive years prior to making the
change. When an investment qualifies for use of another method of accounting, the reporting entity shall
adopt the new method of accounting and the investment shall be adjusted to reflect the reporting entity’s
equity interest in the SCA entity under the new method. A corresponding amount shall be recorded as an
unrealized gain or loss.

15. If an additional investment, in whole or in part, represents, in substance, the funding of prior losses,
the entity should recognize previously suspended losses only up to the amount of the additional investment
determined to represent the funding of prior losses. Whether the investment represents the funding of prior
losses depends on the facts and circumstances.

16. Judgment is required in determining whether prior losses are being funded andsthat all available
information should be considered in performing the related analysis. The following afe\certain factors to
consider in that regard. However, no one factor should be considered presumptive of determinative.

a. Whether the additional investment is acquired from a third partyter” directly from the
investee. When the additional investment is purchased from a‘thirdiparty and the investee
does not obtain additional funds either from the investor orithe third party, it is unlikely
that, in the absence of other factors, prior losses are being,funded.

b. The fair value of the consideration received ingrelation/to the value of the consideration
paid for the additional investment. For examplepif the fair value of the consideration
received is less than the fair value of the cofisideration paid, it may indicate that prior losses
are being funded to the extent that theresis digparity in the value of the exchange.

c. Whether the additional investment'zesults/in an increase in ownership percentage of the
investee. In instances in which the investment is made directly with the investee, the
investor should consider the:form ofthe investment and whether other investors are making
simultaneous investments propoxtionate to their interests. Investments made without a
corresponding increase in ownership or other interests, or a pro rata equity investment
made by all existingsinvestors, may indicate that prior losses are being funded.

d. The seniority, 6f the additional investment relative to existing equity of the investee. An
investment in an‘instrument that is subordinate to other equity of the investee may indicate
that prior losses are being funded.

17. Upon making the) additional investment, the investor should evaluate whether it has become
otherwise committed to,provide financial support to the investee.

18. A reporting entity that owns an interest in itself via direct ownership of shares of an upstream
intermediate or ultimate parent shall reduce the value of such shares for the reciprocal ownership. If the
shares of the parent are owned indirectly by a reporting entity, via a downstream SCA entity, the directly
held entity, which owns the parent’s shares, shall have its value reduced for the reciprocal ownership.

19. Any parent reporting entity that owns an interest in itself via either direct or indirect ownership of
a down-stream affiliate, which in turn owns shares of the parent reporting entity, shall eliminate its interest
in these shares from the valuation of such affiliate.

Investment in Parent-Issued Surplus Notes

20. Any parent reporting entity that has issued a surplus note, which has been acquired by an SCA
(held directly or indirectly) shall adjust the investment in the SCA to eliminate the issued surplus note to
prevent double counting of the surplus note at the parent reporting entity. Without adjustment, the issued
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surplus note would be reported both as an increase in surplus by the parent reporting entity, as well as an
admitted asset of the parent through the “investment in an SCA.” The surplus note shall also be eliminated
for instances in which the SCA acquires any portion of outstanding surplus notes issued by the parent
through any means (e.g., directly acquired from the parent, acquired through a third-party broker, or via the
market).

Qualified Versus Unqualified Opinions

21. Various opinions can be issued in which an entity can record certain investments under the GAAP
Equity method of accounting. The reporting entity shall record investments that require audited GAAP
equity in the manner described below when the audit opinion on the GAAP financial statements contains
the following language:

a. The investment shall be nonadmitted if the audit opinion contains a dis¢laimer of opinion
for the most recent statement of financial position presented in the finaneial statements.

b. The investment shall be nonadmitted if the audit opinion containsia qualified opinion due
to a scope limitation that impacts the most recent statement ‘of financial position presented
in the financial statements and the impact of the scope limitation“cannot be quantified.
However, if the impact of the scope limitation is quantified in the audited financial
statements or the audit opinion, the investment shallsbe admitted and the reporting entity’s
valuation of the investment shall be determined based onthe GAAP equity of the investee,
adjusted to exclude the impact of the quantified scope,limitation.

c. The investment shall be nonadmitted if the,audit opinion contains a qualified opinion due
to a departure from GAAP that impa€ts theymost recent statement of financial position
presented in the financial statements ‘and the impact of such departure is not quantified in
either the auditor’s report ortheyfootnotes to the financial statements (see quantification
exception related to the valuation of a U.S. insurance entity on the basis of U.S. statutory
accounting principles discussed below). However, if the impact of the departure from
GAAP is quantified in the audited financial statements or the audit opinion, the investment
shall be admitted and the reporting entity’s valuation of the investment shall be determined
based on the GAAP equity,of the investee, adjusted to exclude the impact of the quantified
departure from GAAP. EXCEPTION: There is no need to quantify the impact of a
departure fromyGAAP in either the auditor’s report or the footnotes to the financial
statements if a qualified audit opinion is issued due to a departure from GAAP and the
departureis related to the valuation of an U.S. insurance entity on the basis of U.S. statutory
accgunting principles. In such cases, the investment shall be admitted without quantifying
the departure.

d. The"investment shall be nonadmitted if the audit opinion contains an adverse opinion due
to a departure from GAAP that impacts the most recent statement of financial position
presented in the financial statements and the impact of such departure is not quantified in
either the auditor’s report or the footnotes to the financial statements (see quantification
exception related to the valuation of a U.S. insurance entity on the basis of U.S. statutory
accounting principles discussed below). However, if the impact of the departure from
GAAP is quantified in the audited financial statements or the audit opinion, the investment
shall be admitted and the reporting entity’s valuation of the investment shall be determined
based on the GAAP equity of the investee, adjusted to exclude the impact of the quantified
departure from GAAP. EXCEPTION: There is no need to quantify the impact of a
departure from GAAP in either the auditor’s report or the footnotes to the financial
statements if an adverse audit opinion is issued due to a departure from GAAP and the
departure is related to the valuation of an U.S. insurance entity on the basis of U.S. statutory
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accounting principles. In such cases, the investment shall be admitted without quantifying
the departure.

e. The investment shall be nonadmitted if the audit report or accompanying financial
statements/notes contains explanatory language indicating there is an unalleviated
substantial doubt about the investee’s ability to continue as a going concern.

Valuation of Investments in Downstream Holding Companies

22. SSAP No. 48 requires the financial statements of joint ventures, partnerships, and/or limited
liability companies in which the downstream noninsurance holding company has a minor ownership interest
or otherwise lacks control, i.e., ownership interest is less than 10% (hereinafter referred to as “non-SCA
SSAP No. 48 entities”), to be valued using U.S. GAAP basis financial statements. Valuation of a
downstream holding company, including its investments in SCA entities, depends upongthe nature of the
SCA entities and non-SCA SSAP No. 48 entities it holds in accordance with paragraph<® of this statement.
All liabilities, commitments, contingencies, guarantees or obligations of the dowmnstream noninsurance
holding company, which are required to be recorded under applicable statutory accounting guidance, shall
be reflected in the parent insurance reporting entity’s determination of the carrying valué of the investment
in the downstream noninsurance holding company, if not already recorded in the financial statements of the
downstream noninsurance holding company. If an SCA investment of the dewnstream holding company
does not meet the provisions of paragraph 8.a. or if it elects not to use the,guidance in paragraph 8.a., and
instead uses the guidance in paragraph 8.b., the downstream holding company would be valued as the sum
of the following (if applicable):

a. Investments by a downstream holding )¢ompany in U.S. insurance SCA entities are
recorded based upon the guidance in paragraph.8.b.i.;

b. Investments by a downstream_holding company in noninsurance SCA entities that are
engaged in transactions or activities,described in paragraph 8.b.ii., are recorded based upon
the guidance in paragraph 8.b.ii.;

c. Investments by a downstream holding company in noninsurance SCA entities that do not
qualify under paragraph,22.b. shall be recorded based upon the guidance in paragraph
8.b.iii.;

d. Investments by aydownstream holding company in foreign insurance SCA entities shall

be recorded based upon the guidance in paragraph 8.b.iv.; and

e. Any othepassets and/or liabilities of the downstream holding company (not addressed in
paragraphs 22.a. through 22.d.) shall be valued in accordance with the applicable SSAP.

For purposestef applying paragraphs 22-27 of this statement, a downstream holding company shall be
considered to beithe parent reporting entity’s investment in a SCA entity. See paragraphs 26 and 27 for a
limited exception to the audited financial statements requirement for downstream noninsurance holding
companies which meet specified conditions.

Admissibility Requirements of Investments in Downstream Holding Companies

23. To meet the admissibility requirements of this statement, unless the limited exception to the audited
financial statements requirement discussed in paragraphs 26 and 27 applies, an annual audit of the financial
statements of SCA entities, including the downstream holding company valued under paragraphs 8.b.i
through 8.b.iv. must be obtained. The requirement for audited financial statements may be met by utilizing
any one of the following methods:
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a. Audited US GAAP financial statements of the downstream SCA holding company.
(Consolidated or combined financial statements are allowed encompassing one or more
downstream holding companies, including such holding companies that directly own U.S.
insurance entities, provided that the statutory financial statements of such U.S. insurance
entities are audited. Annual consolidated or combined audits are allowed for insurance
entities if completed in accordance with the Model Regulation Requiring Annual Audited
Reports as adopted by the SCA’s domiciliary state.) The audited financial statements of
the downstream holding company shall include as other financial information,
consolidating or combining balance sheet schedule(s) showing the equity of all relevant
SCA entities and non-SCA SSAP No. 48 entities, and any required intercompany
eliminations. The consolidating or combining balance sheet schedule shall separately
present those entities owned directly by the downstream holding company. The
consolidating or combining balance sheet shall then be adjusted for GAAP to SAP
differences for paragraph 8.b.i., 8.b.ii. and 8.b.iv. entities owned directly ortindirectly by
the downstream holding company. The adjusted amount would thensbe the reported value
of the investment in the downstream holding company at the higher-level reporting entity;
or

b. Audited foreign GAAP-basis financial statements of the dewnstream SCA holding
company. (Consolidated or combined financial statements argiallowed encompassing one
or more downstream holding companies, including”sueh helding companies that directly
own U.S. insurance entities, provided that the statutory financial statements of such U.S.
insurance entities are audited. Annual consolidated ‘or combined audits are allowed for
insurance entities if completed in accordanee with the Model Regulation Requiring Annual
Audited Reports as adopted by the SCA’s domiciliary state.) The audited foreign GAAP
basis financial statements shall include ansaudited footnote disclosure within the financial
statements that reconciles each consolidated entity’s net income and equity on a foreign
basis of accounting to a U.S. GAAR basis. The audited financial statements of the
downstream holding company shall include as other financial information, consolidating
or combining balance sheet sehedule(s) showing the equity of all relevant SCA entities
non-SCA SSAP No, (48 entities, and any required intercompany eliminations. The
consolidating or combining balance sheet schedule shall separately present those entities
owned directly by theydownstream holding company. The consolidating or combining
balance sheet shallithen be adjusted for GAAP to SAP differences of the insurance entities
and paragraph 8.b.ii. and paragraph 8.b.iv. entities owned directly or indirectly by the
downstream holding company. The adjusted amount would then be the reported value of
the ipvestment in the downstream holding company at the higher-level reporting entity; or

C. Individual audits of the downstream holding company and the downstream holding
company’s investments in individual SCA entities.

24, If the downstream noninsurance holding company does not meet the requirements of paragraph 26,
audited GAAP financial statements, as described in paragraph 23, are required for the downstream
noninsurance holding company and its SCA and non-SCA investments in order for the investment in the
downstream noninsurance holding company to be classified as an admitted asset.

25. A purchased downstream holding company is valued in accordance with the provisions of
paragraphs 22-25 and the provisions of SSAP No. 68.

Limited Exceptions to the Audit Requirements for Downstream Noninsurance Holding Companies

26. This statement requires that investments in SCA entities be recorded using one of the valuation
methods described in paragraph 8 in order to be admitted assets. Each of the paragraph 8.b. valuation
methods require the financial statements of SCA entities, including downstream noninsurance holding
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companies, to be audited in order for the investments in SCA entities to be admitted assets. Likewise, SSAP
No. 48 requires the financial statements of joint ventures, partnerships, and/or limited liability companies
in which the downstream noninsurance holding company has a minor ownership interest or otherwise lacks
control, i.e., ownership interest is less than 10% to be audited (U.S. GAAP) in order to be admitted assets.
There is a limited exception to the requirement to have audited financial statements of a downstream
noninsurance holding company, provided that the entities owned by the downstream noninsurance holding
company (paragraph 8.b.iii. entity) have audited financial statements as described in paragraphs 26 and 27.

27. The process of admitting audited investments in entities owned by an unaudited downstream
noninsurance holding company SCA entity will be known as a “look through.” In order to admit the
investments in audited SCAs or the audited non-SCA SSAP No. 48 entities owned by an unaudited
downstream noninsurance holding company, a reporting entity may apply the look through approach,
provided all of the following conditions are met:

a. The downstream noninsurance holding company is an 8.b.iii entity, and

b. The downstream noninsurance holding company does not own any. other assets which are
material to the downstream holding company other than theauditedsSCA entities and/or
audited non-SCA SSAP No. 48 entities, and

C. The downstream noninsurance holding company is not subjectto liabilities, commitments,
contingencies, guarantees or obligations which are material to the downstream
noninsurance holding company.

If an investment in a downstream noninsurance holding ¢empany meets the requirements set forth above,
the reporting entity can admit the individual audited SCA entities and/or audited non-SCA SSAP No. 48
entities; however, unaudited immaterial assets ofthe downstream noninsurance holding company are to be
carried at the lesser of the paragraph 8 valuation or nonadmitted (e.g. some equity method investments are
required to be carried at a negative value due to eitherystatutory adjustments or to parental obligations to
keep funding the subsidiary). If a holding company structure has more than one downstream non-insurance
holding company, each downstream non-insurancetholding company may be looked through, provided each
downstream non-insurance holding company meets all of the conditions in paragraph 27.

Investment in Preferred Stock or Surplus Notes of a Subsidiary, Controlled and Affiliated Entity

28. Investments in commonistock, preferred stock and surplus notes are reported separately. Care
should be taken to avoid'double counting of the separate investments. When the SCA investee has issued
multiple equity compenentssuch as common stock, preferred stock and/or surplus note(s) the total reported
equity of the SEA investee must be separated into the respective components in order to determine the
equity attributableito eaeh class.

29. In order to establish the equity value of the common stock investment in an SCA, the reporting
entity reduces the'total equity of the SCA by the SCA's (issuer’s) value of the preferred stock and/or surplus
notes on the issuer’s balance sheet (not the reporting entity's book/adjusted carrying value for the SCA’s
preferred stock and/or surplus notes held).

30. Investments in the preferred stock of an SCA shall be accounted for and reported in accordance
with the provisions of SSAP No. 32R—~Preferred Stock.

31. Investments in the surplus notes of an SCA shall be accounted for and reported in accordance with
the provisions of SSAP No. 41R—Surplus Notes.

32. The following example is provided to illustrate the accounting and reporting. The reporting entity
holds 100% of the preferred stock. The SCA issued the preferred stock for $50,000. The investment in the
SCA, measured in accordance with this statement is $250,000 including the preferred stock of the SCA.
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The investment in the SCA is $200,000 ($250,000-50,000) and the preferred stock is measured and reported
in accordance with SSAP No. 32R.

Impairment

33. For any decline in the fair value of an investment in a SCA entity that is other than
temporary™T %0 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., 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. 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 th¢ catrying 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.

Consolidation

34, Majority-owned subsidiaries shall not be consolidated for individual entity statutory reporting. This
does not exempt certain reporting entities that are members of an affiliated, group from the requirement to
issue consolidated or combined annual statements as supplemental information in accordance with NAIC
guidelines.

Disclosures

35. All SCA investments within the scope of thissStatement (except paragraph 8.b.i. entities) shall
include disclosure of the SCA balance sheetsvaluei(admitted and nonadmitted) as well as information
received from the NAIC in response to the SCA filing (e.g., date and type of filing, NAIC valuation amount,
whether resubmission of filing is required). 4This disclosure shall include an aggregate total of all SCAs
(except paragraph 8.b.i. entities) with detail ofythe aggregate gross value under this statement with the
admitted and nonadmitted amounts reflected on the balance sheet. (As noted in paragraph 4, joint ventures,
partnerships and limited liability comipanies are accounted for under the guidance in SSAP No. 48. As such,
those entities are not subject o the disclosures in this statement, unless specifically directed by SSAP No.
48.)

a. For all periods presented, a reporting entity whose shares of losses in an SCA exceeds its
investment inrthe SCA shall disclose its share of losses. (This is required regardless of a
guarantee) or commitment of future financial support to the SCA.) This disclosure shall
include“the following:

1. The reporting entity’s accumulated share of the SCA losses not recognized during
the period that the equity method was suspended;

ii. The reporting entity’s share of the SCA’s equity, including negative equity;
iii. Whether a guaranteed obligation or commitment for financial support exists; and
iv. The amount of the recognized guarantee under SSAP No. 5R.

This disclosure shall apply beginning in the period the SCA’s equity initially falls below zero and
shall continue to be disclosed as long as the SCA investment is in a deficit position. Additionally,
the reporting entity shall detail in a narrative disclosure whether losses in the SCA have impacted
other investments as required by INT 00-24: EITF 98-13: Accounting by an Equity Method Investor
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for Investee Losses When the Investor Has Loans to and Investments in Other Securities of the
Investee and EITF 99-10: Percentage Used to Determine the Amount of Equity Method Losses.

36. The significance of an investment to the reporting entity’s financial position and results of
operations shall be considered in evaluating the extent of disclosures of the financial position and results of
operations of an investee. The following disclosures shall be made for all investments in SCA entities that
exceed 10% of the total admitted assets of the reporting entity:

a. Financial statements of a reporting entity shall disclose (i) the name of each SCA entity
and percentage of ownership of common stock, (ii) the accounting policies of the reporting
entity with respect to investments in SCA entities, and (iii) the difference, if any, between
the amount at which the investment is carried and the amount of underlying equity in net
assets (i.e., goodwill, other nonadmitted assets, fair value or discounted fair value
adjustments, adjustments pursuant to SSAP No. 25, paragraph 19.d.) andithe accounting
treatment of the difference;

b. For those SCA entities for which a quoted market price is available, the aggregate value of
each SCA investment based on the quoted price and the differencewif any, between the
amount at which the investment is carried and the quoted price,shalb be disclosed;

c. Summarized information as to assets, liabilities and results of operations shall be presented
for SCA entities, either individually or in groups;

d. Conversion of outstanding convertible secufities,, exercise of outstanding options and
warrants and other contingent issuances df‘an‘investee may have a significant effect on an
investor’s share of reported earnings osslosses. Accordingly, material effects of possible
conversions, exercises or contingent issuanges shall be disclosed in notes to the financial
statements of the reporting entity; and

e. For those SCA entities in which the reporting entity elected, or was required, to change its
valuation method as describedyin paragraph 14, a description of the reason for the change
and the amount of adjustment recorded as unrealized gains or losses shall be disclosed. The
entity shall also discloseywhether commissioner approval was obtained in accordance with
paragraph 14«

37. A reporting entity that réports an investment in an insurance SCA (per paragraph 8.b.i.) for which
the audited statutory equity reflects a departure from the NAIC statutory accounting practices and
procedures (e.g., permitted or prescribed practices) shall disclose the following:

a. Aydeseription of the accounting practice, with a statement that the practice differs from the
NAIC statutory accounting practices and procedures.

b. The monetary effect on net income and surplus reflected by the insurance SCA as a result
of using an accounting practice that differed from NAIC statutory accounting practices and
procedures.

c. Whether the RBC of the insurance SCA would have triggered a regulatory event had it not

used a prescribed or permitted practice.

d. The reported entity’s investment in the insurance SCA per the audited statutory equity, and
the investment in the insurance SCA the reporting entity would have reported if the
insurance SCA had completed statutory financial statements in accordance with the NAIC
statutory accounting practices and procedures.
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38. A reporting entity that calculates its investment in a foreign insurance subsidiary by adjusting
annuity GAAP account value reserves using CARVM and the related Actuarial Guidelines shall disclose
the interest rates and mortality assumptions used in the calculation as prescribed by the insurance
department of the foreign country.

39. Any commitment or contingent commitment to a SCA entity shall be disclosed (e.g., guarantees or
commitments to provide additional capital contributions).

40. A reporting entity that recognizes an impairment loss shall disclose the following in the financial
statements that include the period of the impairment write down:

a. A description of the impaired assets and the facts and circumstances leading to the
impairment; and

b. The amount of the impairment and how fair value was determined.

41. If a reporting entity holds an investment in a downstream noninsurance\holding company, the
reporting entity may look-through the downstream noninsurance holding company. to'the value of (i) SCA
entities having audited financial statements and/or (ii) joint ventures, partnerships, and/or limited liability
companies having audited financial statements in which the downstream noninsurance holding company
has a minor ownership interest or otherwise lacks control, i.e., ownesshipyinterest is less than 10% in lieu
of obtaining an audit of the financial statements of the dewnstreaminoninsurance holding company
(provided the limited exception to the audited financial statements requirement contained in paragraphs 26-
27 applies).

42. If a reporting entity utilizes the look-through®apptoach for the valuation of the downstream
noninsurance holding company instead of obtaininggatdited financial statements of the downstream
noninsurance holding company, the financial statements.ef the reporting entity shall include the following
disclosures:

a. The name of the downstream neninsurance holding company;
b. The carrying value,ef the,investment in the downstream non insurance holding company;

c. The fact that the financial statements of the downstream noninsurance company are not
audited;

d. The fact that the reporting entity has limited the value of its investment in the downstream
noninsurance holding company to the value contained in the audited financial statements,
meluding’adjustments required by this statement, of SCA entities and/or non-SCA SSAP
Ne. 48 entities owned by the downstream noninsurance holding company and valued in
accordance with paragraphs 22-25;

e. The fact that all liabilities, commitments, contingencies, guarantees or obligations of the
downstream noninsurance holding company, which are required to be recorded as
liabilities, commitments, contingencies, guarantees or obligations under applicable
accounting guidance, are reflected in the reporting entity’s determination of the carrying
value of the investment in the downstream noninsurance holding company, if not already
recorded in the financial statements of the downstream noninsurance holding company.

43, Investments reported using an equity method from paragraph 8.b.ii. through 8.b.iv. may have fiscal
year ends, not calendar year ends. To recognize a change to the reporting year-end of an equity method
investee, including changes in, or the elimination of, previously existing differences (lag period) due to the
reporting entity’s ability to obtain financial results from a reporting period that is more consistent with, or
the same as, that of the reporting entity, the guidance included in FASB Emerging Issues Task Force 06-9:
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Reporting a Change in (or the elimination of) a Previously Existing Difference between the fiscal Year-End
of a Parent Company and That of a Consolidated Entity or between the Reporting Period of an Investor
and That of an Equity Method Investee that defines such reporting period changes as a change in accounting
principle in accordance with SSAP No. 3—Accounting Changes and Corrections of Errors shall be
followed. For instances in which this change in accounting principle occurs, disclosure requirements of
SSAP No. 3 shall be followed.

44, Refer to the Preamble for further discussion regarding disclosure requirements. The disclosures in
paragraph 36.d. shall be included in the annual audited statutory financial reports only.

Relevant Literature

45. This statement adopts the Purposes and Procedures Manual of the NAIC Investment Analysis

Office.

46. This statement adopts ASU 2016-07, Investments—Equity and Joint Venturessmodified to reflect
statutory terms, including the definition of control and statutory reporting coneepts. This)statement adopts
FASB Interpretation No. 35, Criteria for Applying the Equity Method of Accountingdfor Investments in
Common Stock, an Interpretation of APB Opinion No. 18 as guidance to be‘considered in determining the
existence of control.

47. This statement adopts with modification EITF 06-9 to include:

a. Adopt the guidance that defines such reporting period’changes as a change in accounting
principle in accordance with SSAP No.#3,“modified to apply only to equity method
investments. For instances in which this,change in accounting principle occurs, disclosure
requirements of SSAP No. 3 shall befollewed-

b. The consolidation guidance it EITF 06-9 is rejected.

c. Changes affecting companies, reporting investments in SCA entities using the equity
method: Investments in paragraph 8.b.i. entities are required to be calendar year-end.
Investments in paragraphs 8.b.ii. through 8.b.iv. entities may have other fiscal year ends,
thus this issue could applyto equity method investments under paragraphs 8.b.ii. through
8.b.iv. or under equity method valued investments that fall within the scope of SSAP No.
48.

48. This statement rejects, ASU 2020-01, Investments—Equity Securities (Topic 321), Investments—
Equity Method and Joint Kentures (Topic 323), and Derivatives and Hedging (Topic 815), Clarifying the
Interactions between Topic 321, Topic 323 and Topic 815, ASU 2019-06, Intangibles—Goodwill and Other
Business Gombinations, and Non-for-Profit Entities, ASU 2011-10, Derecognition of in Substance Real
Estate, APB Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock, AICPA
Accounting Interpretations APB 18, The Equity Method of Accounting for Investments in Common Stock:
Accounting Interpretations of APB Opinion No. 18, FASB Technical Bulletin No. 79-19, Investor’s
Accounting for Unrealized Losses on Marketable Securities Owned by an Equity Method Investee, FASB
Emerging Issues Task Force No. 87-21, Change of Accounting Basis in Master Limited Partnership
Transactions, FASB Emerging Issues Task Force No. 96-16, Investor’s Accounting for an Investee When
the Investor Has a Majority of the Voting Interest but the Minority Shareholder or Shareholders Have
Certain Approval or Veto Rights, FASB Emerging Issues Task Force No. 98-2: Accounting by a Subsidiary
or Joint Venture for an Investment in the stock of Its Parent Company or Joint Venture Partner and FASB
Staff Position No. APB 18-1, Accounting by an Investor for Its Proportionate Share of Accumulated Other
Comprehensive Income of an Investee Accounted for under the Equity Method in Accordance with APB
Opinion No. 18 upon a Loss of Significant Influence.
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Effective Date and Transition

49. This statement is effective for reporting periods ending on and after December 31, 2007. A change
resulting from the adoption of this statement shall be accounted for as a change in accounting principle in
accordance with SSAP No. 3—Accounting Changes and Corrections of Errors. Detail of 2011 amendments
that relocated guidance from this statement to SSAP No. 32R and SSAP No. 68 is provided in those
statements respectively. Guidance reflected in paragraph 21, incorporated from INT 03-03: Admissibility of
Investments Recorded Based on the Audited GAAP Equity of the Investee when a Qualified Opinion is
Provided was originally effective December 7, 2003. Guidance reflected in paragraphs 15-17 incorporated
from INT 04-10: Accounting for Subsequent Investments in an Investee after Suspension of Equity Method
Loss Recognition was originally effective December 5, 2004. Guidance in paragraph 43 was previously
included within INT 08-03: EITF 06-9: Reporting a Change in (or the elimination of) a Previously Existing
Difference between the fiscal Year-End of a Parent Company and That of a Consolidated Entity or between
the Reporting Period of an Investor and That of an Equity Method Investee and was effective for periods
beginning May 31, 2008.

REFERENCES

Other

Purposes and Procedures Manual of the NAIC Investment Analysis Office
Relevant Issue Papers

Issue Paper No. 118—Investments in Subsidiary, Controlled andwAffiliated Entities, A Replacement of SSAP
No. 46
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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 thefinvestment; this
includes nonadmitted, zero-valued and immaterial SCAs. The NAIC will process thatifilinglin 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 valueyfor 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 reperts to verify an audit report
dated after August 31 in order to not be charged a late fee for a Sub 2filing that'is filed after the August 31
deadline. The value approved by the NAIC at the conclusionyofthe Sub 2 form filing is reported by the
insurance company on its financial statement blank. If the insurance'ecompany has reported a value for the
SCA investment on its financial statement blank that differs fromithe 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, valuatiert 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 August31, or one month after the audit report date for SCAs that
routinely receive their audits after Adgust 31 for existing SCA investments, and within 90 days of the
acquisition or formation of a new SCA inyestment.

Initial Reporting of SCA Investments

53. Reporting the acquisition or formation of a new investment is accomplished by submitting a
completed Sub 1 foun 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 paragtaph*8#vas used to arrive at the valuation, (iii) the factual context of the transaction, and
(iv) economig 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.
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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 Sub
1 form prior to the time it would be required to file a Sub 2 form. Where this is theicase, 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.

Consistency in Application of Chosen Valuation Method

60. The valuation method used for a specific SCA company shall be determined by the guidance in
paragraph 8. If a reporting insurance company previously*selected the Market Valuation Method and wished
to change to an Equity Method (or vice versa), they may only do so with the approval of the domiciliary
commissioner. Once the approval of the domiciliary @ommissioner has been obtained, the reporting
insurance company shall provide the NAI€ with ewidence of that approval as part of the Sub 1 or Sub 2
filing.

61. For reporting insurance companies that use the Market Valuation Method, the reporting insurance
company shall obtain the discount rate toibe applied from the NAIC. The discounts identified in Exhibit E
are minimum discounts. The(NAIC calgulation may result in discounts in market value higher than those
shown in Exhibit E.

Assessment and Review of Sub 1 Form

62. Upon receipt of the reporting insurance company's Sub 1 filing, the NAIC shall conduct an
assessment in the fellowifig manner:

a. If the NAIC is aware of any broad regulatory concerns or issues affecting the reporting
msurance company or the reported SCA investment, it shall determine whether such
concerns or issues are relevant to valuation of the SCA investment. If so, the NAIC shall
take such action as seems appropriate under the circumstances.

b. The NAIC shall ensure that the value reported by the insurance company on a Sub 1 form
has been arrived at by application of one of the permitted valuation methods described in
paragraph 8. If a reporting insurance company submits a Sub 1 form filing that reports a
value calculated under an inappropriate method, the NAIC shall contact the insurer to
resolve the discrepancy or it shall recalculate the value of the SCA investment under the
most appropriate valuation method and notify the reporting insurance company of such
action.
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C. The NAIC shall review the factual, business and economic context of the transaction to
determine whether, (i) the SCA investment appears to be an arms-length business
arrangement with a reasonable economic value to the reporting insurance company, (ii) the
valuation method chosen is reasonable in view of the factual, business and economic
context of the transaction, (iii) the transaction is reasonable in the context of all the known
facts surrounding the insurance company and its operations, and (iv) the value reported
appropriately reflects economic value to the insurance company. The NAIC may consider
other factors that appear relevant from the context of the transaction including:

1. The specific tax, accounting or other regulatory treatment sought.

ii. Whether the transaction effects a legally effective, binding and permanent transfer
of the risks and rewards of ownership.

iil. The effect of the SCA valuation on the solvency of the insurer

iv. The degree of affiliation between the insurer and«he party from whom such
company was acquired, the form of the consideration (cash, property or the
exchange of stock), evidence of ability to recover costiand whether the acquisition
price represented the result of arms-length dealing between economic equals.

V. The right to dividends or other paymentsifrom the SCA and any limitations thereto.
vi. The nature, extent and demonstrable financialivalue of the business operations of
the SCA.

vii. The value of the assets owned by.the SCA.

If the NAIC determines that the transagtion does not seem to present economic value to the
insurance company, or thatthe transaction tends to obscure issues that might be relevant to
an NAIC member or that thetinformation provided is insufficient or unreliable as a basis
upon which to make a @determination, then the NAIC shall notify the reporting insurance
company and the NAIC, member of the reporting insurance company's state of domicile
and request guidafice.

d. The NAIC shallikzeview whether the reporting insurance company has correctly applied the
correct ¥aluation guidance under paragraph 8 and made adjustments, if applicable, under
paragraph'9.

63. If the SCA myvestment reported on the Sub 1 form filing is deemed to meet the assessment and

reviews deseribed inyparagraph 62, the NAIC shall complete the filing in the VISION database. A completed
filing will beya Sub 1 filing where the reported SCA investment meets the tests described above. The
completed filingwill be revised to a value if and when the filer submits a Sub 2 form on the same transaction
and the NAIC approves a final value based on the information provided. (Assignment of completion to an
SCA investment does not mean, and shall not be interpreted to mean, that the NAIC is expressing an opinion
as to the value claimed by the reporting insurance company for the reported SCA investment. The
completion implies only that, based on the information provided, the NAIC has determined that the SCA
investment meets the tests described in paragraph 62.)

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
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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 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-TFwo—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. IE 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 year-end reporting cyele. The symbol IF is
assigned by the SVO and communicates that the insurer should self-designatehe security for year-end and
identify it with the symbol IF. IF, therefore, also communicates to the regulatorthatthe/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 fiecessary 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 todheidomiciliary state. Filers are able to download their review information
from the NAIC filing system.

Additional Reporting Instructions

68. A reporting entity that has direct ownership of shares of an upstream intermediate or ultimate parent
owns an interest in itself and is required to reduce the value of those shares from the value of the reporting
entity. This 1Sweferred to as elimination of reciprocal ownership.

69. If the shares of the parent are owned indirectly by a reporting entity, for example, because the
reporting entity owns a downstream SCA entity that directly owns shares in the parent, the entity that owns
the parent’s shares must reduce its value by the value of the shares in the parent. This is referred to as
elimination of the reciprocal ownership.

70. Any parent reporting entity that owns an interest in itself via either direct or indirect ownership of
a down-stream affiliate, which in turn owns shares of the parent reporting entity, shall eliminate its
proportionate interest in these shares from the valuation of such affiliate.

71. Pursuant to paragraph 22, in lieu of separate GAAP audits of SCA entities of the downstream
holding company, the insurer can choose to have a GAAP audit performed at the holding company level
with a consolidating balance sheet showing GAAP equity of all the SCA entities. The consolidating balance
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sheet shall then be adjusted for GAAP to SAP differences of the insurance entities as described in this
statement. This adjusted amount would then be the reported value of the investment in downstream holding
company at the higher-level insurance company.

72. Investments in the surplus notes of an SCA shall be accounted for in accordance with the provisions

of SSAP No. 41R. If the reporting entity also holds an investment in preferred stock or surplus notes, refer
to paragraphs 28-32 of this statement.
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EXHIBIT B - ILLUSTRATIONS
Accounting for SCAs

This illustration is intended to provide an example of the application of paragraphs 8.b.ii. and 8.b.iii. of this
statement. Where an SCA meets the criteria of paragraph 8.b.ii., the illustration further demonstrates the
necessary adjustments described in paragraph 9. While not all inclusive, the illustration is representative of
the process and adjustments necessary to comply with this statement. That is, the reporting entity must,
first, determine which sub-section of paragraph 8 applies with respect to each SCA. Secondly, where the
reporting entity has determined that an SCA meets the criteria of paragraph 8.b.ii. or 8.b.iv., then the
carrying amount is adjusted in accordance with the sub-section, which includes adjustments contained in
the provisions of paragraph 9.

The ABC Insurance Company owns 100% of three subsidiaries:

1. ABC Real Estate, Inc. — owns and manages real estate properties andg¢hasynojinter-company
transactions

2. U-Lease-It, Inc. — leases furniture and equipment to local businesses ineluding the insurance
company. Lease fees received from ABC were $10 million each in 20x2"and 20x1.

3. U-Rent-It, Inc. — leases EDP equipment to local businessesjincluding the insurance company. Lease
fees received from ABC were $2 million each in 20x2 and 20x 1

ABC Insurance Company

ABC Insurance Co.

I I
ABC U-Lease-It, Inc. U-Rent-It, Inc.
Real(Estate, Inc

Determination and application of adjustments to audited GAAP equity methods (paragraph 8.b. of this
statement)

ABC Real Estate, Ine. — the company is not engaged in any activities described in paragraph 8.b.ii. No
adjustments,are made, and ABC Insurance Company records its investment based upon audited GAAP
equity in accordancewith 8b.iii.

U-Lease-It, Inc. — the company is engaged in activities described in paragraph 8.b.ii., leasing furniture and
equipment. The fees paid by ABC and reflected in income of U-Lease-It, Inc. exceed 20% of GAAP revenue
calculated as follows:

U-Lease-It, Inc. (Millions)

20x1 20x2
GAAP revenue 46.5 46.4
Less:

Realized capital gains/(losses) 6 (.2)
Adjusted GAAP revenue 459 46.6
Lease fees from ABC 10.0 10.0
Fees/adjusted GAAP revenue 21.8% 21.5%
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U-Rent-It, Inc. — the company is engaged in activities described in paragraph 8.b.ii., leasing EDP
equipment. The fees paid by ABC and reflected in income of U-Rent-It, Inc. do not exceed 20% of GAAP
revenue. No adjustments are made, and ABC Insurance Company records its investment based upon audited

GAAP equity in accordance with 8b.iii. The calculation test is as follows:

U-Rent-It, Inc. (Millions)

20x2 20x1
GAAP revenue 32.6 30.5
Lease fees from ABC 2.0 2.0
Fees/GAAP revenue 6.1% 6.6%

Adjustments to audited GAAP equity for U-Lease-It, Inc.
(Millions)

20x2 20x1
Audited GAAP equity 129 130
Nonadmit furniture & equipment (250) (260)
Nonadmit excess goodwill * 2) @2
Adjusted GAAP equity (123) (132)

*Goodwill adjustment - 20x2=8$15- (10% x $130[20x1 GAAP equityand 20x1=$15-(10% x $129.9

[20x0 GAAP equity])

Note: No DTA adjustment since the amount is less than 10% of GAAP equity

Schedule D Affiliated Common Stocks for ABC Insuranee Company

(Millions)
20x2
ABC Real Estate Inc. 223
U-Lease-It, Inc. (123)
U-Rent-It, Inc. 30
Total 130

20x1
219

(132)
27
114

Note: The change in carrying value'between years of $16 million is reported as an unrealized gain in

20x2.

97-26
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Illustrated Balance Sheets

ABC Insurance Company
20x2 20x1 20x2 20x1
Net Admitted Assets Liabilities
Bonds 11,210 11,150 Policy reserves 12,516 12,394
Common stock
(unaffiliated) 325 315 Contract claims 30 29
Common Stock
(affiliated) 130 114
Expenses due
Real estate 120 125 and accrued 14 13
Mortgage loans 1,685 1,640 Misc. liabilities 250 245
Cash 10 7 Total liabilities 12,810 12,681
Sub-total 13,480 13,351 Commonystock 100 100
Unassigned
Other assets 20 14 funds 590 584
Total 13,500 13,365 Total equity 690 684
Total 13,500 13,365
ABC Real Estate, Inc.
20x2 20x1 20x2 20x1
Assets Liabilities
Cash 10 7 Notes payable 260 220
Bonds (available
for sale) 110 103 Misc. liabilities 17 11
Real estate
investments 330 280 Total liabilities 277 231
Other assets 50 60
Total 500 450 Common stock 15 15
Retained earnings 208 204
Total equity 223 219
Total 500 450
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20x2 20x1 20x2 20x1
Assets Liabilities
Accounts
Cash 5 7 payable 15 12
Bonds (available
for sale) 20 18 Notes payable 183 190
Furniture &
equipment 250 260 Total liabilities 198 202
Investments in
subs (15.0 mil.
Goodwill) 45 42 Common stock 15 15
Federal tax
recoverable Retained
(DTA) 7 5 earnings 114 115
Total 327 332 Total equity 129 130
Total 327 332
Summary of Operations
20x2 20x1
Revenues:
Interest income 8.1 9.0
Realized capital gains/(losses) 0.6 (0.2)
Investment in sub 3.0 2.6
Lease fees 34.8 35.0
Total 46.5 46.4
Expenses:
General Administration 6.4 6.2
Depreciation 42.4 41.0
Total 48.8 47.2
Net income before taxes 2.3) (0.8)
Federal income tax benefit 0.8 0.3
Net income (1.5) (0.5)
Unrealized capital gains/losses 0.4 0.6
© 1999-2024 National Association of Insurance Commissioners 97-28 Page 704 of 2278



Investments in Subsidiary, Controlled and Affiliated Entities SSAP No. 97

U-Rent-It, Inc.

20x2 20x1 20x2 20x1
Assets Liabilities
Cash 6 6 Accounts payable 3 4
Bonds
(available for
sale) 5 4 Notes payable 202 199
EDP equipment 220 216 Total liabilities 205 203
Other assets 4 4
Total 235 230 Common stock 10 10
Retained earnings 20 17
Total equity 30 27
Total 235 230
Summary of Operations
20x2 20x1
Revenues:
Interest income 0.5 04
Lease fees 32.1 30.1
Total 32.6 305
Expenses:
General
Administration 3.0 3.0
Depreciation 25.9 24.5
Total 28.7 27.5
Net income before
taxes 3.9 3.0
Federal income tax (1.3) (1.0)
Net income 2.6 2.0
Unrealized ¢apital
gains/losses 0.4 0.6
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EXHIBIT C - IMPLEMENTATION QUESTIONS AND ANSWERS

I. Q — Is the list of activities listed in paragraph 8.b.ii.(f) of SSAP No. 97 meant to be all-
inclusive? The guidance is as follows:

8.b.ii.(f) Providing insurance services on behalf of the reporting entity including but not
limited to accounting, actuarial, auditing, data processing, underwriting, collection of
premiums, payment of claims and benefits, policyowner services

1.1 A — No, the Working Group did not intend for this list to be all-inclusive, but rather to be used as
examples of the types of functions that can be performed by non-insurance companies. The purpose of the
list is to set forth examples of activities that are often performed by an insurer directly that can result in less
conservative values if performed by an entity that is not required to utilize statutory accounting as defined
within the NAIC Accounting Practices and Procedures Manual. Therefore, the reporting ghtity, the auditor,
and the regulator should consider whether the purpose of having the subsidiary is“to avoid statutory
accounting principles as discussed in SSAP No. 25—Alffiliates and Other Related Parties, paragraph 18.d.,
and adjust the value of the SCA as appropriate. SSAP No. 25, paragraph 19.d. reads as follows:

Transactions which are designed to avoid statutory accountingypractices shall be reported
as if the reporting entity continued to own the assets or to beebligated for a liability directly
instead of through a subsidiary.

2. Q — As illustrated below, would an audit of the upstream holding company with consolidating
balance sheets of the insurance company meet the requirements for auditing the subsidiaries under
SSAP No. 97?

Non-Insurance Holding
Cofpany
Parent

Insurance Company
(8.b.i. Reporting Entity)
Subsidiary

Downstream
Non-Insurance
Holding Company

8.b.iii. Sub 1 8.b.iii. Sub 2 8.b.i. Sub
(no audit) (no audit) (no audit)

GAAP GAAP | ‘ Statutory

2.1 A — No, SSAP No. 97 is specific in that it only allows audited GAAP financial statements of the
downstream holding company level (See paragraph 23).
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2.2 So, in the example provided above, the reporting entity cannot use an audit of the upstream holding
company as the basis for complying with the audit requirements of SSAP No. 97. The primary purpose of
the audit is to provide assurance that the valuation of the entity being considered is not materially misstated.
Although assurance of this type would be provided for within an unqualified opinion of an upstream holding
company, it would only be provided for in the context of the entity being audited. Since the materiality
level for an upstream holding company is likely to be set at a higher level, the potential for material
misstatement for the reporting entity’s subsidiary(ies) could still exist within that unqualified opinion. It
should also be noted, however, that individual state insurance holding company laws would still require an
audit of the ultimate controlling entity.

3. Q — Are consolidated, consolidating or combined audited financial statements allowed to meet
the requirements for SSAP No. 97? Definitions of these types of audited financial statements are
presented below:

. Consolidated Audited Financial Statements (ARB 51: Consolidated Financial Statements,
paragraph 1)

1. The purpose of consolidated statements is to present, primarily for'the benefit of the
shareholders and creditors of the parent company, the results of operations and the financial
position of a parent company and its subsidiaries essentially as if the'group were a single company
with one or more branches or divisions. There is a presumption‘that consolidated statements are
more meaningful than separate statements and thatiythey “are “usually necessary for a fair
presentation when one of the companies in the group directly.or indirectly has a controlling financial
interest in the other companies.

o Consolidating Audited Financial Statementsy(ARB 51: Consolidated Financial Statements,
paragraph 24)

24, In some cases, parent-companyystatements may be needed, in addition to consolidated
statements, to indicate adequately‘the position of bondholders and other creditors or preferred
stockholders of the parent. Consolidating statements, in which one column is used for the parent
company and other columns for particular subsidiaries or groups of subsidiaries, often are an
effective means of presentingdhe pertinent information.

. Combined Audited Financial Statements (ARB 51: Consolidated Financial Statements,
paragraphs 22 and 23)

23. To justify”the preparation of consolidated statements, the controlling financial interest
should rest directlyyor indirectly in one of the companies included in the consolidation. There are
circumstances, however, where combined financial statements (as distinguished from consolidated
statemenis) of commonly controlled companies are likely to be more meaningful than their separate
statementsy For example, combined financial statements would be useful where one individual
ownsya controlling interest in several corporations which are related in their operations. Combined
statements would also be used to present the financial position and the results of operations of a
group of unconsolidated subsidiaries. They might also be used to combine the financial statements
of companies under common management.

24, Where combined statements are prepared for a group of related companies, such as a
group of unconsolidated subsidiaries or a group of commonly controlled companies, intercompany
transactions and profits or losses should be eliminated, and if there are problems in connection
with such matters as minority interests, foreign operations, different fiscal periods, or income taxes,
they should be treated in the same manner as in consolidated statements.

3.1 A — In this example, only consolidating and combined financial statements are allowed under SSAP
No. 97. Combined audited financial statements are used to present the financial position and results
of operations of a group of unconsolidated commonly controlled enterprises. Although U.S.
Generally Accepted Auditing Standards requirements for combined statements are similar to those

© 1999-2024 National Association of Insurance Commissioners 97-31 Page 707 of 2278



SSAP No. 97 Statement of Statutory Accounting Principles

required for consolidated financial statements, combined statements are allowed for purposes of
meeting the requirements of this statement. (Consolidated or combined financial statements are
allowed encompassing one or more downstream SCA entities, including downstream SCA entities
that directly or indirectly own U.S. insurance entities provided that the statutory financial
statements of such U.S. insurance entities are audited. Annual consolidated or combined audits are
allowed for insurance entities if completed in accordance with the Model Regulation Requiring
Annual Audited Reports as adopted by the SCA’s domiciliary state.)

4. Q — Does a balance sheet audit meet the admissibility test within SSAP No. 97, or would a full
audit be required?

4.1 A — The Working Group intended for a full financial statement audit to be performed, rather than a
limited reporting engagement, in accordance with AU Section 508, paragraph 33 which states:

Limited reporting engagements. The auditor may be asked to.report on one basic
financial statement and not on the others. For example, he or.she/may be asked to report
on the balance sheet and not on the statements of income, retainedearnings or cash flows.
These engagements do not involve scope limitations if the auditor's access to information
underlying the basic financial statements is not limited afd ifithe ‘auditor applies all the
procedures he considers necessary in the circumstances;yrather, such engagements
involve limited reporting objectives. [Paragraph renumbered by the issuance of Statement
on Auditing Standards No. 79, December 1995.]

42 In addition, within SSAP No. 97, paragraph 8.c.ii. (ling 1), there’is a reference to the “annual GAAP
audit,” which indicates a full audit. A limited engagement atidit'was not the intent when SSAP No. 97 or its
predecessors, were developed.

4.3 Therefore, SSAP No. 97 requires the presentation of the balance sheet, income statement, statement
of surplus and cash flows of each admitted entity tojbe presented, along with the corresponding notes to the
financial statements (which can be accomplished asia whole).

5. Q — Does the audit opinion provided on the subsidiaries financial statements have to be clean or
unqualified in order for the SCA investment to be admitted?

5.1 A —Paragraph 21 addreSses,various opinions that can be issued in which an entity can record certain
investments under the GAAP Equity method of accounting. In certain cases, such as when the audit opinion
is a disclaimer of opinion or there is indication that there is substantial doubt about the entity’s ability to
continue as a going cencerny, the guidance states the investment shall be nonadmitted. In instances where
there is an unalleviated substantial doubt about the entity’s ability to continue as a going concern listed in
any part of the“Waudit,geport or accompanying financial statements/notes, the investment shall be
nonadmittéd. Tnmaddition, if there is a qualified opinion due to a departure from GAAP (or an adverse
opinion) or dugyto a scope limitation, the investment shall be nonadmitted unless the impact of the departure
is quantified within the audit opinion (see quantification exception related to the valuation of a U.S.
insurance entity on the basis of U.S. statutory accounting principles discussed below). In cases where the
departure is quantified, the reporting entity would admit the amount after adjusting for the quantified
departure from GAAP. An audit report that contains a qualified or adverse opinion for any other reason
than for what is stated within paragraph 21 would result in the nonadmissibility of the investment within
that subsidiary. There is no need to quantify the impact of a departure from GAAP in either the auditor’s
report or the footnotes to the financial statements if a qualified audit opinion is issued due to a departure
from GAAP and the departure is related to the valuation of an U.S. insurance entity on the basis of U.S.
statutory accounting principles. In such cases, the investment shall be admitted without quantifying the
departure.
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6. Q — Do GAAP audits for non-insurance entities need to be completed before the annual
statement or audited financial statements are filed? They are required to be completed annually, but
should there be clarification on when the audits are due?

6.1 A — Paragraph 13.d. of SSAP No. 97 allows for a lag time if the audits of the investees are not
completed as of the reporting date, as long as the lag is on a consistent annual basis and the SCA is not
valued under paragraph 8.b.i. The following is an excerpt from paragraph 13.d. (bolded for emphasis). The
SCA entity is still required to be audited annually.

13.d. If financial statements of an investee are not sufficiently timely for the reporting
entity to apply an equity method to the investee’s current results of operations, the reporting
entity shall record its share of the earnings or losses of an investee from the most recent
available financial statements. A lag in reporting shall be consistent from period to
period. This paragraph does not apply to a SCA valued under paragraph™8:b.i.

7. Q — Is it possible for an SCA investment valued using an equity method«to be reported as a
negative value?

7.1 A — Yes, the equity method noninsurance SCA could have a negativeyequity. For example, SSAP
No. 97, paragraph 8.b.ii., relating to noninsurance SCA entities may requirejsome’assets to be reported as
a negative value (nonadmitted) in paragraph 9. In this example, a paragraph 8.b.ii. SCA subsidiary that is
only holding furniture, which is nonadmitted, would be reflected With negative equity to the extent the value
of the nonadmitted asset(s) exceed(s) reported equity. It should be noted that although SSAP No. 97,
paragraph 13.e., discusses some situations in which the equity.methed should be discontinued, this does not
apply to SCA entities, which meet the requirements of paragraphy8.b.ii. In addition, SSAP No. 97, paragraph
13.e., lists some situations where the equity method fer paragraph 8.b.ii. and paragraph 8.b.iv. entities
would result in a valuation that is less than zero.

8. Q — Paragraph 13.e. of SSAP No. 97 lists)some situations where the equity method should be
discontinued. If the equity method is discontinued, does the reporting entity cease tracking equity
losses?

8.1 A — No, the reporting entity does not cease tracking losses related to the investment in the SCA if
an equity method is discontinued{If the equity method is discontinued, follow the guidance in paragraphs
15-17 and INT 00-24: EITF 98413%Accounting by an Equity Method Investor for Investee Losses When the
Investor Has Loans to and Investments in Other Securities of the Investee and EITF 99-10: Percentage
Used to Determine the Amount of Equity Method Losses.

8.2 INT 00;24 lists situations that might require the reporting entity to write down other investments
in the SCA subsidiaryysuch as loans, because of continuing losses in the SCA investment. Paragraphs 15-
17 provides guidance,to assist in determining whether prior losses are being funded if the reporting entity
purchases additional stock, etc. after suspending the equity method. Paragraphs 15-17 in INT 00-24 note
that even if the equity method is not being applied, the investment should be tracked to determine if
additional losses have to be applied to other items and to determine if the investment in the SCA has a
future recovery.

9. Q — SSAP No. 97, paragraphs 28-32, provides guidance on segregating the equity from
common stock from the equity in the form of preferred stock and surplus notes. This guidance is
required for reporting reasons and to prevent double counting of these items in the SCA equity. This
section indicates that preferred stock is deducted from the total equity. The guidance notes that
reporting entities report their investments in preferred stock in accordance with SSAP No. 32R—
Preferred Stock, which requires reporting at book value, fair value, or the lower of book value or fair
value. When deducting the preferred stock from the equity of the SCA, which measure of preferred
stock is to be utilized; the investor’s reporting valuation or the Issuer’s value in the equity section of
their balance sheet?
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9.1 A —In order to establish the equity value of the common stock investment in an SCA, the reporting
entity reduces the total equity of the SCA by the SCA's (Issuer’s) value of the preferred stock on the issuer’s
balance sheet (not the reporting entity's Book/Adjusted Carrying Value for the SCA’s preferred stock held).
Continuing from the example in paragraph 32, if the reporting entity's Book/Adjusted Carrying Value for
the SCA preferred stock is currently $40,000, the SCA's issuing value of the preferred stock ($50,000)
would still be used to calculate the total equity of the SCA ($250,000 - $50,000 = $200,000). It should be
noted this calculation does not affect the preferred stock valuation of $40,000 on the books of the investor.

10. Q - If a parent reporting entity owns another insurance company that has obtained a
permitted practice, or exemption or waiver from its state of domicile from the annual statutory audit
requirement, would the parent be automatically allowed to admit the investment in the unaudited
subsidiary?

10.1 A — No, the parent would need to obtain a permitted practice allowing the parent reporting entity
to admit the non-audited insurance company due to the admissibility requirements of SSAP No. 97.
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EXHIBIT D - DETERMINING THE VALUATION METHOD UNDER SSAP NO. 97

Is the SCA publicly traded? (1 of 4 exchanges, with 2 mil
shares O/S and $50 mil public control)

YES l NO
w—»

\4

For downstream holding

companies, the sum of all

investments in SCAs within
)\ (in accordance with the

NO YES valuation metheds by type of

SCAs)uare calculated as the

investment in the

Does ownership
percentage exceed 85%?

v

Are additional specific requirements downstréam holding
of SSAP No. 97, paragraph 8.a. met? company as detailed in
paragraph 22.
NO N\
Apply Market Use equity / >
Valuation Method method / g
(paragraph 8.a.) A

Is SCA an insurance entity?

!

YES NO
\ 4
Apply revenue and
. activity criteria from
Us. Isjentity U.S. or FOREIGN SSAP No. 97
foreign? ..
paragraph 8.b.ii.
! :
Use underlying audited Use audited US GAAP equity. If
statutory equity adjusted to not available, use audited foreign
any unamortized goodwill statutory basis adjusted to statutory Both YES Both NO or only
(paragraph 8.b.1.) basis (paragraph 8.b.iv.) 1 YES
y v
Use audited US GAAP Use audited US
equity adjusted to statutory GAAP equity
basis (paragraph 8.b.ii.) (paragraph 8.b.iii.)
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EXHIBIT E — SLIDING SCALE DISCOUNTING OF SCA ENTITIES USING THE MARKET
VALUATION APPROACH

This chart illustrates the sliding scale discounting by ownership percentage that is described in paragraphs
8.a.iv., 8.a.v. and 8.a.vi. of this statement for investments in subsidiary controlled or affiliated entities which
are carried using the market valuation approach.

Ownership Discount Ownership Discount

Percentage Percentage Percentage Percentage
10% 0.00% 48% 19.00%
11% 0.50% 49% 19.50%
12% 1.00% 50% 20.00%
13% 1.50% 51% 20.33%
14% 2.00% 52% 20.67%
15% 2.50% 53% 21:00%
16% 3.00% 54% 21.33%
17% 3.50% 55% 21567%
18% 4.00% 56% 22,00%
19% 4.50% 57% 22.33%
20% 5.00% 58% 22.67%
21% 5.50% 59% 23.00%
22% 6.00% 60% 23.33%
23% 6.50% 61% 23.67%
24% 7.00% 62% 24.00%
25% 7.50% 63% 24.33%
26% 8.00% 64% 24.67%
27% 8.50% 65% 25.00%
28% 9.00% 66% 25.33%
29% 9.50% 67% 25.67%
30% 10.00% 68% 26.00%
31% 10.50% 69% 26.33%
32% 11:00% 70% 26.67%
33% 11.50% 71% 27.00%
34% 12.00% 2% 27.33%
35% 12.50% 73% 27.67%
36% 13.00% 74% 28.00%
37% 13.50% 75% 28.33%
38% 14.00% 76% 28.67%
39% 14.50% 77% 29.00%
40% 15.00% 78% 29.33%
41% 15.50% 79% 29.67%
42% 16.00% 80% 30.00%
43% 16.50% 81% 30.00%
44% 17.00% 82% 30.00%
45% 17.50% 83% 30.00%
46% 18.00% 84% 30.00%
47% 18.50% 85% 30.00%
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EXHIBIT F — ILLUSTRATION OF THE APPLICATION OF INT 00-24
XYZ Investment in ABC Company
1. ABC Company is a life insurance company, formed January 2, 20X1, to sell health insurance in

the state of New York. On January 2, 20X1, XYZ Insurance Company invested $500,000 in ABC, and
purchased 100,000 shares of common stock at par, and 40,000 shares of preferred stock at par. ABC
Preferred stock is non-voting, 5% cumulative.

2. XYZ determined it has obtained a controlling interest in ABC as XYZ owns 50% of the voting
interests of ABC. XYZ accounted for its investment in ABC Insurance Company under the statutory equity
method of accounting. The following table is selected information from the financial statements of ABC
Insurance Company.

20X1 -20X4
1/2/20X1 12/31/20X1 12/31/20X2" 12/31/20X3 12/31/20X4
Capital and Surplus:
Common stock, $1 par,
200,000 shares issued
and outstanding $200,000 $200,000 $200,000 $200,000 $200,000
Preferred stock, $10 par,
100,000 shares issued
and outstanding $1,000,000 $1,000,000%, $1,000,000 $1,000,000 $1,000,000
Surplus Notes $500,000 $500,000 $500,000
Unassigned Funds
(Surplus) $130,000 ($180,000) ($630,000) ($1,430,000)
Total Capital and Surplus  $1,200,0004 $1,330,000 $1,520,000 $1,070,000 $270,000
20X5 —-20X9
12/31/20X5 12/31/20X6 12/31/20X7 12/31/20X8 12/31/20X9
Capital and Surplus:
Common stoek, $lypar,
200,000 shares issued
and outstanding $200,000 $200,000 $200,000 $200,000 $200,000
Preferred stock, $10 par,
100,000, shares issued
and outstanding $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000
Surplus Notes $500,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000
Unassigned Funds
(Surplus) ($1,980,000) ($1,830,000) ($1,280,000) ($430,000) $820,000
Total Capital and
Surplus ($280,000) $370,000 $920,000 $1,770,000 $3,020,000
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3. At 1/2/20X1, XYZ recorded the following entry to record its investment in ABC:
Investment in ABC Common stock $100,000
Investment in ABC Preferred stock $400,000
Cash $500,000

To record initial investment in ABC Insurance Company

4. During the year ended 12/31/20X1, ABC had statutory net income before dividends of $200,000.
At 12/31/20X1, ABC declared and paid a 5% preferred dividend, and a common stock dividend of $.10 per
share. XYZ recorded the following entries:

Cash $20,000
Dividend Income $20,000

To record preferred dividend income from ABC Insurance Company for20Xl.

Investment in ABC Common stock $75,000
Unrealized Gain/Loss $75,000

To record 20X1 unrealized gain on investment in ABE Cemmeon. (($200,000 - $50,000) * 50%)

Cash $10,000

Unrealized Gain/Loss $10,000
Dividend Income $10,000
Investment in ABC Common stock $10,000

To record 20X1 dividend on ABC Common. (100,000 shares * $.10)

5. During the year ended 12/31/20X2; ABC issued an 8% surplus note of $500,000. XYZ purchased
100% of the surplus note. During that/same year, ABC incurred a statutory net loss before dividends of
$250,000. At 12/31/20X2, ABC declared and paid a 5% preferred dividend, and a common stock dividend
of $.05 per share. No intetest or principal repayments of the surplus note were approved. XYZ recorded the
following entries:

Investmentin/ABC Surplus Notes $500,000
Cash $500,000

To record investment in ABC Insurance Company surplus notes.

Cash $20,000
Dividend Income $20,000

To record preferred dividend income from ABC Insurance Company for 20X2.
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Unrealized Gain/Loss $150,000
Investment in ABC Common stock $150,000

To record 20X2 unrealized loss on investment in ABC Common. (($-250,000 - $50,000) * 50%)

Cash $5,000

Unrealized Gain/Loss $5,000
Dividend Income $5,000
Investment in ABC Common stock $5,000

To record 20X2 dividend on ABC Common. (100,000 shares * $.05)

6. During the year ended 12/31/20X3, ABC Insurance Company incurred a statutosy net’loss before
dividends of $400,000. ABC Insurance Company did not declare any dividends, and no 1terest or principal
repayments of the surplus note were approved. XYZ recorded the following entties:

Dividends Receivable $20:000
Dividend Income $20,000

To record preferred dividend income from ABC Insurance Company for 20X3.

Unrealized Gain/Loss $182,000
Investment in ABC Preferred stock $172,000
Investment in ABC Common. stoek $10,000

To record 20X3 unrealized loss on mvestment in ABC Common and Preferred.

Total net loss and preferred stock dividend ($450,000).

Common stock component ‘teduces the Investment in ABC
Common stock component to $0. (20,000 * 50%)

Total net loss andpreferred dividend (-$400,000 - $50,000) $450,000
Less amount,used to reduce common stock investment to $0 20,000
Amount remaining to be allocated to investment in preferred 430,000
XY Zyownership % of preferred _ 40%
XYZ reduction in investment in preferred $172,000
7. During the year ended 12/31/20X4, ABC Insurance Company incurred a statutory net loss before

dividends of $750,000. ABC Insurance Company did not declare any dividends, and no interest or principal
repayments of the surplus note were approved. XYZ recorded the following entries:

Dividends Receivable $20,000
Dividend Income $20,000

To record preferred dividend income from ABC Insurance Company for 20X4.
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Unrealized Gain/Loss $458,000
Investment in ABC Preferred stock $228,000
Investment in ABC Surplus note $230,000

To record 20X4 unrealized loss on investment in ABC Preferred and Surplus Notes.

Total net loss and preferred stock dividend ($800,000).

Common stock component reduces the Investment in ABC Preferred
stock component to $0. (570,000 * 40%)

Preferred stock component calculated as:

Total net loss and preferred dividend (-$750,000 - $50,000) $800,000
Less amount used to reduce preferred stock investment to $0 570,000
Amount remaining to be allocated to investment in surplus note 230,000
XYZ ownership % of surplus note 100%
XYZ reduction in investment in ABC Surplus Notes $230,000
8. During the year ended 12/31/20X5, ABC Insurance Gompany incurred a statutory net loss before

dividends of $500,000. ABC Insurance Company did not declaré'any dividends, and no interest or principal
repayments of the surplus note were approved. XYZ recorded the following entries:

Dividends Receivable $20,000
Dividend Income $20,000

To record preferred dividend income from ABC Insurance Company for 20X5.

Unrealized Gain/Loss $270,000
Investment in ABE Surplus note $270,000

To record 20X5 unrealizedloss on investment in ABC Surplus Notes.

Total ABC netiloss and preferred stock dividend (-$500,000 - $50,000).

Surplus Note component calculated as:

Total netloss and preferred dividend (-$500,000 - $50,000) $550,000
XYZ ownership % of ABC Surplus Note 100%
$550,000
Amount of unrealized loss recognized in 20X5 $270.000
Amount of unrealized loss suspended $280,000
9. Since XYZ had not guaranteed any liabilities of ABC, the reduction they would recognize is limited

to their remaining investment in ABC Surplus Notes. Therefore, they would only recognize a 20X5
unrealized loss on their investment in ABC of $270,000.

10. During the year ended 12/31/20X6, ABC Insurance Company realigned their marketing efforts and
modified the products they were selling. ABC also issued an additional 8% surplus note of $500,000. This
surplus note was purchased by an unaffiliated third party. During the year ended 12/31/X6, ABC Insurance
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Company had statutory net income before dividends of $200,000. ABC Insurance Company did not declare
any dividends on common stock but declared and paid current and dividends in arrears on preferred. XYZ
recorded the following entries:

Cash $80,000
Dividends Receivable $60,000
Dividend Income $20,000

To record preferred dividend income from ABC Insurance Company for 20X6, and receipt of
preferred dividends receivable for 20X3, 20X4 and 20X5.

11. XYZ did not record any change in their investment in ABC Surplus Notes, ABC Preferred or ABC
Common, since ABCs’ net income after preferred dividends did not exceed the losses accumulated during
the period that XYZ suspended recording unrealized losses.

12. The following amounts were tracked:

Total ABC net income and preferred stock dividend ($200,000 - $50,000).

Surplus Note component calculated as:

Total net income and preferred dividend ($200,000 -'$50,000) $150,000
XYZ ownership % of ABC Surplus Note __50%
$75,000

Amount of unrealized loss suspended in20X5 $280,000
Remaining amount of unrealized lossssuspended $205,000

13. During the year ended 12/31/20X7, ABC Insurance Company had statutory net income before
dividends of $600,000. At 12/31/20X7, ABC declared and paid a 5% preferred dividend. No interest or
principal repayments of the surplusaotewere approved. XYZ recorded the following entries:

Cash $20,000
Dividend Income $20,000

To record préferred dividend income from ABC Insurance Company for 20X7.

Investment,in ABC Surplus Notes $70,000
Unrealized Gain/Loss $70,000
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To record 20X7 unrealized gain on investment in ABC Surplus Notes.

Total ABC net income and preferred stock dividend ($600,000 -

$50,000).
Surplus Note component calculated as:
Total net income and preferred dividend ($600,000 - $50,000) $550,000
XYZ ownership % of ABC Surplus Note 50%
$275,000
Remaining amount of unrealized loss suspended in 20X5 $205.000
20X7 amount of unrealized gain on investment in ABC Surplus Note $ 70,000

14. During the year ended 12/31/20X8, ABC Insurance Company had statutory net income before
dividends of $900,000. At 12/31/20X8, ABC declared and paid a 5% prefewred dividend."No interest or
principal repayments of the surplus note were approved. XYZ recorded the following entries:

Cash $20,000
Dividend Income $20,000

To record preferred dividend income from ABC Insurange Company for 20X8.

Total ABC net income and preferred stock. dividend ($900,000 -

$50,000).
Surplus Note component calculated as:

Total net income and preferred dividend ($900,000 - $50,000) $850,000
XYZ ownership % of ABC Surplus Note 50%
20X8 amount of unrealized gain on investment in ABC Surplus Note $425,000
Investment in ABC Stirplus Notes $425,000

Unrealized\Gain/lsoss $ 425,000

To record 20X8unrealized gain on investment in ABC Surplus Notes.

15. During‘the year ended 12/31/20X9, ABC Insurance Company had statutory net income, before
interest on surplusinotes”and dividends, of $1,400,000. The commissioner approved one year’s interest
payment on the surplus notes. At 12/31/20X9, ABC declared and paid a 5% preferred dividend, and a $.10
dividend per share on Common stock. XYZ recorded the following entries:

Cash $ 20,000
Dividend Income $ 20,000

To record preferred dividend income from ABC Insurance Company for 20X9.

Cash $ 40,000
Interest Income $ 40,000
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To record surplus notes interest income from ABC Insurance Company for 20X9. ($500,000 *

8%)
Investment in ABC Surplus Notes $ 5,000
Investment in ABC Preferred Stock $ 400,000
Investment in ABC Common Stock $ 130,000

Unrealized Gain/Loss $ 535,000

To record 20X9 unrealized gain on investment in ABC Common, Preferred and Surplus Notes.
Components computed as follows:

Total Net Income net of preferred stock dividend and interest on surplus  $ 1,270,000
notes ($1,400,000 - $50,000 - $80,000)

Less amount needed to restore investment in surplus notes ($%. 10,000)
Amount available for preferred stock and common stock investment 4§ 1,260,000
restoration
Amount needed to restore preferred stock component ($ 1.000.000)
Amount available to restore common stock component $ 260,000
Surplus Notes Component ($10,000 * 50%) $ 5,000
Preferred Stock Component ($1,000,000 * 40%) $ 400,000
Common Stock Component ($260,000# 50%) $ 130,000
Cash $5. 10,000
Unrealized Gain/Loss $ 710,000
Dividend Income $ 10,000
Investment in ABC Common Stoek $ 10,000

To record 20X9 dividend on ABC Cemmon, (100,000 shares * $.10)
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SCOPE OF STATEMENT

1. This statement defines fair value, establishes a framework for measuring fair value and

establishes disclosure requirements about fair value.
SUMMARY CONCLUSION

2. This standard applies under other accounting pronouncements that require or permit fair value
measurements, but this standard does not require any new fair value amendments. However, the
application of this standard may change current practice. This standard does not eliminate the
practicability exceptions to fair value measurements in accounting pronouncements within the scope of
this standard.
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3. This standard applies under other statutory accounting pronouncements that require or permit fair
value measurements, except as follows:

a. This standard does not eliminate the practicality exceptions to fair value measurements in
accounting pronouncements within the scope of this standard.

b. This standard does not apply under SSAP No. 22R—Leases and other accounting
pronouncements that address fair value measurements for purposes of lease classification
to measurement under SSAP No. 22R. This scope exception does not apply to assets
acquired or liabilities assumed in a business combination that are required to be measured
at fair value under SSAP No. 68—Business Combinations and Goodwill, regardless of
whether those assets and liabilities are related to leases. This standard does not apply to
share-based payment transactions captured within SSAP No. 104R—Share-Based
Payments.

Definition of Fair Value

4. Fair value is the price that would be received to sell an asset or paid toytransfer a liability in an
orderly transaction between market participants at the measurement date.

Components of the Fair Value Definition

5. Asset/Liability — A fair value measurement is for a particular/asset or liability. Therefore, the
measurement should consider attributes specific to the asset.or liability, for example, the condition and/or
location of the asset or liability and restrictions, if any, on‘thesale or use of the asset at the measurement
date. The asset or liability might be a standalone assetsor liability (for example, a financial instrument or
an operating asset) or a group of assets and/or liabilitiess(for example, an asset group, a reporting unit, or
a business).

6. Price — A fair value measurement ‘agsumes that the asset or liability is exchanged in an orderly
transaction between market participants to sellithe¢ asset or transfer the liability at the measurement date.
An orderly transaction is a transaction that assumes exposure to the market for a period prior to the
measurement date to allow for marketingiactivities that are usual and customary for transactions involving
such assets or liabilities; it ig'not a forced transaction (for example, a forced liquidation or distress sale).
The transaction to sell the asset or‘transfer the liability is a hypothetical transaction at the measurement
date, considered from the perspective of a market participant that holds the asset or owes the liability.
Therefore, the objective’of a fair value measurement is to determine the price that would be received to
sell the asset or paid 0 transfert the liability at the measurement date (an exit price).

7. Principal “(or “Most Advantageous) Market — A fair value measurement assumes that the
transaction to, sellstheyasset or transfer the liability occurs in the principal market for the asset or liability
or, in the absence of a principal market, the most advantageous market for the asset or liability. The
principal market'is the market in which the reporting entity would sell the asset or transfer the liability
with the greatest volume and level of activity for the asset or liability. The most advantageous market is
the market in which the reporting entity would sell the asset or transfer the liability with the price that
maximizes the amount that would be received for the asset or minimizes the amount that would be paid to
transfer the liability, considering transaction costs in the respective market(s). In either case, the principal
(or most advantageous) market (and thus, market participants) should be considered from the perspective
of the reporting entity, thereby allowing for differences between and among entities with different
activities. If there is a principal market for the asset or liability, the fair value measurement shall represent
the price in that market (whether that price is directly observable or otherwise determined using a
valuation technique), even if the price in a different market is potentially more advantageous at the
measurement date.
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8. The price in the principal (or most advantageous) market used to measure the fair value of the
asset or liability shall not be adjusted for transaction costs. Transaction costs represent the incremental
direct costs to sell the asset or transfer the liability in the principal (or most advantageous) market for the
asset or liability. Transaction costs are not an attribute of the asset or liability; rather, they are specific to
the transaction and will differ depending on how the reporting entity transacts. However, transaction costs
do not include the costs that would be incurred to transport the asset or liability to (or from) its principal
(or most advantageous) market. If location is an attribute of the asset or liability (as might be the case for
a commodity), the price in the principal (or most advantageous) market used to measure the fair value of
the asset or liability shall be adjusted for the costs, if any, that would be incurred to transport the asset or
liability to (or from) its principal (or most advantageous) market.

9. Market Participants — Market participants are buyers and sellers in the principal (or most
advantageous) market for the asset or liability that are:

a. Independent of the reporting entity; that is, they are not related parties;

b. Knowledgeable, having a reasonable understanding about the, asset or liability and the
transaction based on all available information, including{information that might be
obtained through due diligence efforts that are usual and ctstomary;

c. Able to transact for the asset or liability; and

d. Willing to transact for the asset or liability; that,is;ithey are motivated but not forced or
otherwise compelled to do so.

10. The fair value of the asset or liability shall besdetermined based on the assumptions that market
participants would use in pricing the asset or liabilitys/In)developing those assumptions, the reporting
entity need not identify specific market pasticipantss#Rather, the reporting entity should identify
characteristics that distinguish market parti€ipants generally, considering factors specific to (a) the asset
or liability, (b) the principal (or most advantageous) market for the asset or liability, and (c) market
participants with whom the reporting entity would'transact in that market.

11. Application to Assets — A fair value measurement assumes the highest and best use of the asset
by market participants, considering the'use of the asset that is physically possible, legally permissible, and
financially feasible at the measurement date. In broad terms, highest and best use refers to the use of an
asset by market participants thatywould maximize the value of the asset or the group of assets within
which the asset would beused. Highest and best use is determined based on the use of the asset by market
participants, even if the intended use of the asset by the reporting entity is different.

12. The highest andsbest use of the asset establishes the valuation premise used to measure the fair
value of the'asset=Specifically:

a. In-use — The highest and best use of the asset is in-use if the asset would provide
maximum value to market participants principally through its use in combination with
other assets as a group (as installed or otherwise configured for use). For example, that
might be the case for certain nonfinancial assets. If the highest and best use of the asset is
in-use, the fair value of the asset shall be measured using an in-use valuation premise.
When using an in-use valuation premise, the fair value of the asset is determined based
on the price that would be received in a current transaction to sell the asset assuming that
the asset would be used with other assets as a group and that those assets would be
available to market participants. Generally, assumptions about the highest and best use of
the asset should be consistent for all of the assets of the group within which it would be
used.
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b. In-exchange — The highest and best use of the asset is in-exchange if the asset would
provide maximum value to market participants principally on a standalone basis. For
example, that might be the case for a financial asset. If the highest and best use of the
asset is in-exchange, the fair value of the asset shall be measured using an in-exchange
valuation premise. When using an in-exchange valuation premise, the fair value of the
asset is determined based on the price that would be received in a current transaction to
sell the asset standalone.

13. Because the highest and best use of the asset is determined based on its use by market
participants, the fair value measurement considers the assumptions that market participants would use in
pricing the asset, whether using an in-use or an in-exchange valuation premise.

14. Application to Liabilities — Consideration of non-performance risk (own credit-risk) should not be

reflected in the fair value calculation for liabilities (including derivative liabiliti subsequent

measurement. At initial recognition, it is perceived that the consideration of own- k may be

inherent in the contractual negotiations resulting in the liability. The consigerat' -performance

risk for subsequent measurement is inconsistent with the conservatism and recn% ncepts as well as
ta

the assessment of financial solvency for insurers, as a decrease in cre ing would effectively
decrease reported liabilities and thus seemingly increase the appeara vency. Furthermore,
liabilities reported or disclosed at “fair value” shall not reflect any third4pa edit guarantee of debt.

Equity Securities Subject to Contractual Sale Restrictions¢

15. An equity security that an entity cannot sell o AncaScement date because of a contractual
sale restriction shall be measured at fair value on thé of the price in the principal (or most
advantageous) market'. A contractual sale restriction@ocs Rg# change the market in which that equity
security would be sold. A discount applied to the pri equity security because of a contractual sale
restriction is not a characteristic of the equityssee ontractual sale restriction is a characteristic of
the reporting entity holding the equity sea @ an a characteristic of the asset and, therefore, is
not considered in measuring the fair value ofan eglity security. A contractual sale restriction prohibiting
the sale of an equity security is a charagseristic dfthe reporting entity holding the equity security and shall

not be separately recognized as its owiRunit of account.

rement arising from a restriction on the sale or use of an asset by
& on whether the restriction would be taken into account by market
. When the restriction is a characteristic of the asset, the restriction

through a private p s not registered and is legally restricted from being sold on a national
securities _exchatg over-the-counter market until the shares are registered or the conditions

private placSment equity securities in a different market than the market used for registered equity
securities on the, measurement date. Because that restriction would be a characteristic of the equity
security, a market participant would consider the inability to resell the security on a national securities
exchange or an over-the-counter market when pricing the equity security; therefore, the reporting entity
that holds the Class A shares acquired through a private placement transaction would consider that
restriction a characteristic of the asset, and the reporting entity should measure the fair value of the equity
security on the basis of the market price of the similar unrestricted equity security adjusted to reflect the
effect of the restriction'.

! Refer to SSAP No. 4—Assets and Nonadmitted Assets for admissibility guidance for restricted equity securities.
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Fair Value at Initial Recognition

1+5:17. When an asset is acquired or a liability is assumed in an exchange transaction for that asset or
liability, the transaction price represents the price paid to acquire the asset or received to assume the
liability (an entry price). In contrast, the fair value of the asset or liability represents the price that would
be received to sell the asset or paid to transfer the liability (an exit price). Conceptually, entry prices and
exit prices are different. Entities do not necessarily sell assets at the prices paid to acquire them. Similarly,
entities do not necessarily transfer liabilities at the prices received to assume them.

1+6-18. In many cases, the transaction price will equal the exit price and, therefore, represent the fair
value of the asset or liability at initial recognition. In determining whether a transaction price represents
the fair value of the asset or liability at initial recognition, the reporting entity shall consider factors
specific to the transaction and the asset or liability. For example, a transaction price might not represent
the fair value of an asset or liability at initial recognition if:

a. The transaction is between related parties.

b. The transaction occurs under duress or the seller is forced tojaccept the price in the
transaction. For example, that might be the case if the sellen,is, ‘experiencing financial
difficulty.

c. The market in which the transaction occursyis different from the market in which the

reporting entity would sell the asset or transferfthe liability, that is, the principal or most
advantageous market. For example, those amarkets might be different if the reporting
entity is a securities dealer that transacts'in different markets, depending on whether the
counterparty is a retail customer (retail"market) or another securities dealer (inter-dealer

market).

d. For liabilities, differencesgmay eXist ‘as non-performance risk (own credit risk) is not
reflected in the fair value“(i.e., exit price) determination of all liabilities (including
derivatives).

Valuation Techniques

+7:19. Valuation techniques’consistent with the market approach, income approach, and/or cost
approach shall be used to measure,fair value. Key aspects of those approaches are summarized below:

a. Marketyapproach. The market approach uses prices and other relevant information
generated by market transactions involving identical or comparable assets or liabilities
(including a business). For example, valuation techniques consistent with the market
approach often use market multiples derived from a set of comparables. Multiples might
lie in ranges with a different multiple for each comparable. The selection of where within
the range the appropriate multiple falls requires judgment, considering factors specific to
the measurement (qualitative and quantitative). Valuation techniques consistent with the
market approach include matrix pricing. Matrix pricing is a mathematical technique used
principally to value debt securities without relying exclusively on quoted prices for the
specific securities, but rather by relying on the securities' relationship to other benchmark
quoted securities.

b. Income approach. The income approach uses valuation techniques to convert future
amounts (for example, cash flows or earnings) to a single present amount (discounted).
The measurement is based on the value indicated by current market expectations about
those future amounts. Those valuation techniques include present value techniques;
option-pricing models, such as the Black-Scholes-Merton formula (a closed-form model)
and a binomial model (a lattice model), which incorporate present value techniques; and
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the multiperiod excess earnings method, which is used to measure the fair value of
certain intangible assets.

c. Cost approach. The cost approach is based on the amount that currently would be
required to replace the service capacity of an asset (often referred to as current
replacement cost). From the perspective of a market participant (seller), the price that
would be received for the asset is determined based on the cost to a market participant
(buyer) to acquire or construct a substitute asset of comparable utility, adjusted for
obsolescence.  Obsolescence  encompasses physical deterioration, functional
(technological) obsolescence, and economic (external) obsolescence and is broader than
depreciation for financial reporting purposes (an allocation of historical cost) or tax
purposes (based on specified service lives).

4+8:20. Valuation techniques that are appropriate in the circumstances and for which gufficient data are
available shall be used to measure fair value. In some cases, a single valuation technique will be
appropriate (for example, when valuing an asset or liability using quoted pricesn anjactive market for
identical assets or liabilities). In other cases, multiple valuation techniques,will be appropriate (for
example, as might be the case when valuing a reporting unit). If multiple valaation, techniques are used to
measure fair value, the results (respective indications of fair value) shall‘be evaluated and weighted, as
appropriate, considering the reasonableness of the range indicatedyby those results. A fair value
measurement is the point within that range that is most representative"of. faisvalue in the circumstances.

19:21. Valuation techniques used to measure fair value shallbeiconsistently applied. However, a change
in a valuation technique or its application (for example, a,change in‘its weighting when multiple valuation
techniques are used) is appropriate if the change results, in“a measurement that is equally or more
representative of fair value in the circumstances. That mightsbe the case if, for example, new markets
develop, new information becomes available, information previously used is no longer available, or
valuation techniques improve. Revisions reSulting from a change in the valuation technique or its
application shall be accounted for as afchange|in accounting estimate pursuant to SSAP No. 3—
Accounting Changes and Corrections of Erroks. The disclosure provisions of SSAP No. 3 for a change in
accounting estimate are not required for revisions resulting from a change in a valuation technique or its
application.

Inputs to Valuation Techniques

20:22. In this standardyanputs refer broadly to the assumptions that market participants would use in
pricing the asset or liability, including assumptions about risk, for example, the risk inherent in a
particular valuationftechnique used to measure fair value (such as a pricing model) and/or the risk
inherent in the inputsito the valuation technique. Inputs may be observable or unobservable:

a. Observable inputs are inputs that reflect the assumptions market participants would use in
pricing the asset or liability developed based on market data obtained from sources
independent of the reporting entity.

b. Unobservable inputs are inputs that reflect the reporting entity's own assumptions about
the assumptions market participants would use in pricing the asset or liability developed
based on the best information available in the circumstances.

Valuation techniques used to measure fair value shall maximize the use of observable inputs and
minimize the use of unobservable inputs.
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Fair Value Hierarchy

2+23. To increase consistency and comparability in fair value measurements and related disclosures, the
fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three
broad levels. The fair value hierarchy gives the highest priority to quoted prices (unadjusted) in active
markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level
3). In some cases, the inputs used to measure fair value might fall in different levels of the fair value
hierarchy. The level in the fair value hierarchy within which the fair value measurement in its entirety
falls shall be determined based on the lowest level input that is significant to the fair value measurement
in its entirety. Assessing the significance of a particular input to the fair value measurement in its entirety
requires judgment, considering factors specific to the asset or liability.

22.24. The availability of inputs relevant to the asset or liability and the relative reliability of the inputs
might affect the selection of appropriate valuation techniques. However, the fair” value hierarchy
prioritizes the inputs to valuation techniques, not the valuation techniques. For example, a fair value
measurement using a present value technique might fall within Level 2 or, Level 3;idepending on the
inputs that are significant to the measurement in its entirety and the level in thedairivalue hierarchy within
which those inputs fall.

Level 1 Inputs

23.25. Level 1 inputs are quoted prices (unadjusted) in active markets\for identical assets or liabilities
that the reporting entity has the ability to access at the measurementidate. An active market for the asset
or liability is a market in which transactions for the asset orliability occur with sufficient frequency and
volume to provide pricing information on an ongoing basis. A'quoted price in an active market provides
the most reliable evidence of fair value and shall be used to measure fair value whenever available, except
as discussed in paragraphs 2426 and 2527.

24.26. If the reporting entity holds a large number of similar assets or liabilities (for example, debt
securities) that are required to be measurediat fair value, a quoted price in an active market might be
available but not readily accessible fopeach ofithose assets or liabilities individually. In that case, fair
value may be measured using an alfernative pricing method that does not rely exclusively on quoted
prices (for example, matrix pricing) as, a‘practical expedient. However, the use of an alternative pricing
method renders the fair value. measurement a lower level measurement.

25:27. In some situations, a quoted price in an active market might not represent fair value at the
measurement date. That ‘might be the case if, for example, significant events (principal-to-principal
transactions, brokeréd trades, or announcements) occur after the close of a market but before the
measurement date. The reporting entity should establish and consistently apply a policy for identifying
those eventssthat might affect fair value measurements. However, if the quoted price is adjusted for new
information, the adjustment renders the fair value measurement a lower level measurement.

26:28. If the reporting entity holds a position in a single financial instrument (including a block) and the
instrument is traded in an active market, the fair value of the position shall be measured within Level 1 as
the product of the quoted price for the individual instrument times the quantity held. The quoted price
shall not be adjusted because of the size of the position relative to trading volume (blockage factor). The
use of a blockage factor is prohibited, even if a market's normal daily trading volume is not sufficient to
absorb the quantity held and placing orders to sell the position in a single transaction might affect the
quoted price.

Level 2 Inputs

27.29. Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly. If the asset or liability has a specified (contractual) term,
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a Level 2 input must be observable for substantially the full term of the asset or liability. Level 2 inputs
include the following:

a. Quoted prices for similar assets or liabilities in active markets

b. Quoted prices for identical or similar assets or liabilities in markets that are not active,
that is, markets in which there are few transactions for the asset or liability, the prices are
not current, or price quotations vary substantially either over time or among market
makers (for example, some brokered markets), or in which little information is released
publicly (for example, a principal-to-principal market)

c. Inputs other than quoted prices that are observable for the asset or liability (for example,
interest rates and yield curves observable at commonly quoted intervals, volatilities,
prepayment speeds, loss severities, credit risks, and default rates)

d. Inputs that are derived principally from or corroborated by obsetvable ‘market data by
correlation or other means (market-corroborated inputs).

28:30. Adjustments to Level 2 inputs will vary depending on factors specific torthe asset or liability.
Those factors include the condition and/or location of the asset or liability, the extent to which the inputs
relate to items that are comparable to the asset or liability, and theyvolume'and level of activity in the
markets within which the inputs are observed. An adjustment! that)is significant to the fair value
measurement in its entirety might render the measurement a Level 3imeasurement, depending on the level
in the fair value hierarchy within which the inputs used to determine,the adjustment fall.

29:31. The reporting entity should evaluate the following factors to determine whether there has been a
significant decrease in the volume and level of*activity” for the asset or liability when compared with
normal market activity for the asset or liability.(er similagassets or liabilities). The factors include, but are
not limited to:

a. There are few recent transactions:
b. Price quotations aresnot'based on current information.
c. Price quotations “vary/ substantially either over time or among market makers (for

example, some brokered markets).

d. Indexes,that,previously were highly correlated with the fair values of the asset or liability
are (demonstrably uncorrelated with recent indications of fair value for that asset or
l1ability.

e. There is a significant increase in implied liquidity risk premiums, yields, or performance

indicators (such as delinquency rates or loss severities) for observed transactions or
quoted prices when compared with the reporting entity’s estimate of expected cash flows,
considering all available market data about credit and other nonperformance risk for the
asset or liability.

f. There is a wide bid-ask spread or significant increase in the bid-ask spread.

g. There is a significant decline or absence of a market for new issuances (that is, a primary
market) for the asset or liability or similar assets or liabilities.

h. Little information is released publicly (for example, a principal-to-principal market).
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The reporting entity shall evaluate the significance and relevance of the factors to determine whether,
based on the weight of the evidence, there has been a significant decrease in the volume and level of
activity for the asset or liability.

30:32. If the reporting entity concludes there has been a significant decrease in the volume and level of
activity for the asset or liability in relation to normal market activity for the asset or liability (or similar
assets or liabilities), transactions or quoted prices may not be determinative of fair value (for example,
there may be increased instances of transactions that are not orderly). Further analysis of the transactions
or quoted prices is needed, and a significant adjustment to the transactions or quoted prices may be
necessary to estimate fair value in accordance with this standard. Significant adjustments also may be
necessary in other circumstances (for example, when a price for a similar asset requires significant
adjustment to make it more comparable to the asset being measured or when the price is stale).

3433, This standard does not prescribe a methodology for making significant adjustments to
transactions or quoted prices when estimating fair value. Paragraphs +74919-21 discuss the use of
valuation techniques in estimating fair value. If there has been a significant,decrease in the volume and
level of activity for the asset or liability, a change in valuation technique or théyuse,of multiple valuation
techniques may be appropriate (for example, the use of a market approach and a ptesent value technique).
When weighting indications of fair value resulting from the use of multipletyaluation techniques, the
reporting entity shall consider the reasonableness of the range of fair value estimates. The objective is to
determine the point within that range that is most representative of, fain‘value under current market
conditions. A wide range of fair value estimates may be an indication that further analysis is needed.

32.34. Even in circumstances where there has been a significantidecrease in the volume and level of
activity for the asset or liability and regardless of the valuation‘technique(s) used, the objective of a fair
value measurement remains the same. Fair value is thé price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction (thatiis, not a forced liquidation or distressed sale) between
market participants at the measurement date”under current market conditions. Determining the price at
which willing market participants would, transact at the measurement date under current market
conditions if there has been a significant dec¢rease in the volume and level of activity for the asset or
liability depends on the facts and circumstances and requires the use of significant judgment. However,
the reporting entity’s intention to hold“the asset or liability is not relevant in estimating fair value. Fair
value is a market-based measurenient, not'an entity-specific measurement.

33.35. Even if there has been aysignificant decrease in the volume and level of activity for the asset or
liability, it is not approptiéte to conclude that all transactions are not orderly (that is, distressed or forced).
Circumstances that may,indicate that a transaction is not orderly include, but are not limited to:

a. There,was not adequate exposure to the market for a period before the measurement date
to allow for marketing activities that are usual and customary for transactions involving
such assets or liabilities under current market conditions.

b. There was a usual and customary marketing period, but the seller marketed the asset or
liability to a single market participant.

C. The seller is in or near bankruptcy or receivership (that is, distressed), or the seller was
required to sell to meet regulatory or legal requirements (that is, forced).

d. The transaction price is an outlier when compared with other recent transactions for the
same or similar asset or liability.

The reporting entity shall evaluate the circumstances to determine whether the transaction is orderly based
on the weight of the evidence.
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34.36. The determination of whether a transaction is orderly (or not orderly) is more difficult if there has
been a significant decrease in the volume and level of activity for the asset or liability. Accordingly, the
reporting entity shall consider the following guidance:

a. If the weight of the evidence indicates the transaction is not orderly, the reporting entity
shall place little, if any, weight (compared with other indications of fair value) on that
transaction price when estimating fair value or market risk premiums.

b. If the weight of the evidence indicates the transaction is orderly, the reporting entity shall
consider that transaction price when estimating fair value or market risk premiums. The
amount of weight placed on that transaction price when compared with other indications
of fair value will depend on the facts and circumstances such as the volume of the
transaction, the comparability of the transaction to the asset or liability being measured at
fair value, and the proximity of the transaction to the measurement date:

C. If the reporting entity does not have sufficient informationgto “eonelude that the
transaction is orderly or that the transaction is not orderly,%it shall consider that
transaction price when estimating fair value or market risk premiums. However, that
transaction price may not be determinative of fair valuef(that, is, that transaction price
may not be the sole or primary basis for estimating faix value or market risk premiums).
The reporting entity shall place less weight on transactions en which the reporting entity
does not have sufficient information to conclude'whether the transaction is orderly when
compared with other transactions that are knownito be-erderly.

In its determinations, the reporting entity need not undertakedall possible efforts, but shall not ignore
information that is available without undue cost andseffort:4¥Fhe reporting entity would be expected to
have sufficient information to conclude whether a transaction is orderly when it is party to the transaction.

35.37. Regardless of the valuation technique(s) used, the reporting entity shall include appropriate risk
adjustments. Risk-averse market participants, generally seek compensation for bearing the uncertainty
inherent in the cash flows of an asset opgliabilityi(risk premium). A fair value measurement should include
a risk premium reflecting the amount market participants would demand because of the risk (uncertainty)
in the cash flows. Otherwise, thesmeasurement would not faithfully represent fair value. In some cases,
determining the appropriate tisk premium might be difficult. However, the degree of difficulty alone is
not a sufficient basis on whichito exclude a risk adjustment. Risk premiums should be reflective of an
orderly transaction (that is, not*a forced or distressed sale) between market participants at the
measurement date under cusrent market conditions.

36:38. When estimating fair value, this standard does not preclude the use of quoted prices provided by
third partiesmsuch as,pricing services or brokers, when the reporting entity has determined that the quoted
prices provided by those parties are determined in accordance with this standard. However, when there
has been a significant decrease in the Volume or level of activity for the asset or liability, the reporting
entity should evaluate whether those quoted prices are based on current information that reflects orderly
transactions or a valuation technique that reflects market participant assumptions (including assumptions
about risks). In weighting a quoted price as an input to a fair value measurement, the reporting entity
should place less weight (when compared with other indications of fair value that are based on
transactions) on quotes that do not reflect the result of transactions. Furthermore, the nature of the quote
(for example, whether the quote is an indicative price or a binding offer) should be considered when
weighting the available evidence, with more weight given to quotes based on binding offers.

Level 3 Inputs

37.39. Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used
to measure fair value to the extent that relevant observable inputs are not available, thereby allowing for
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situations in which there is little, if any, market activity for the asset or liability at the measurement date.
However, the fair value measurement objective remains the same, that is, an exit price from the
perspective of a market participant that holds the asset or owes the liability. Therefore, unobservable
inputs shall reflect the reporting entity's own assumptions about the assumptions that market participants
would use in pricing the asset or liability (including assumptions about risk). Unobservable inputs shall be
developed based on the best information available in the circumstances, which might include the
reporting entity's own data. In developing unobservable inputs, the reporting entity need not undertake all
possible efforts to obtain information about market participant assumptions. However, the reporting entity
shall not ignore information about market participant assumptions that is reasonably available without
undue cost and effort. Therefore, the reporting entity's own data used to develop unobservable inputs shall
be adjusted if information is reasonably available without undue cost and effort that indicates that market
participants would use different assumptions.

Inputs Based on Bid and Ask Prices

38.40. If an input used to measure fair value is based on bid and ask prices (for example, in a dealer
market), the price within the bid-ask spread that is most representative of fair #xalue, in/the circumstances
shall be used to measure fair value, regardless of where in the fair value hierarchy‘the input falls (Level 1,
2, or 3). This standard does not preclude the use of mid-market pricing orethenpricing conventions as a
practical expedient for fair value measurements within a bid-ask spread:

Utilizing Net Asset Value Per Share as a Practical Expedient to Fair Value
39.41. A reporting entity may utilize net asset value per,share (NAV)? as a practical expedient to fair

value in either of the following situations, unless, as presctibediin paragraph 4440, it is probable that the
reporting entity will sell the investment for an amount different from the net asset value per share (or its

equivalent):
a. When a SSAP specificallyddentifies NAV as a permitted practical expedient.
b. When the conditions specified in/paragraph 4642 are met.

40:42. Pursuant to paragraph 394457 reporting entity is permitted to utilize NAV as a practical expedient
to fair value when the investmentimeets both of the following criteria:

a. The investment dees not have a readily determinable fair value as defined in paragraph
4443,
b. The investment is in an investment company or is an investment in a real estate fund for

which¥it’is industry practice to measure investment assets at fair value on a recurring
basisiand to issue financial statements consistent with the measurement principles of an
investment company.

4+43. An equity security has a readily determinable fair value if it meets any of the following
conditions:

a. The fair value of an equity security is readily determinable if sales prices or bid-and-
asked quotations are currently available on a securities exchange registered with the U.S.
Securities and Exchange Commission (SEC) or in the over-the-counter market, provided
that those prices or quotations for the over-the-counter market are publicly reported by

2 Net asset value per share is the amount of net assets attributable to each share of capital stock (other than senior equity
securities, that is, preferred stock) outstanding at the close of the period. It excludes the effects of assuming conversion of
outstanding convertible securities, whether or not their conversion would have a diluting effect. (This footnote reflects the
definition of Net Asset Value Per Share from the FASB Codification Master Glossary.)
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the National Association of Securities Dealers Automated Quotations systems or by OTC
Markets Group Inc. Restricted stock meets that definition if the restriction terminates
within one year’.

b. The fair value of an equity security traded only in a foreign market is readily
determinable if that foreign market is of a breadth and scope comparable to one of the
U.S. markets identified in paragraph 4443 .a.

C. The fair value of an equity security that is an investment in a mutual fund or in a structure
similar to a mutual fund (that is, a limited partnership or a venture capital entity) is
readily determinable if the fair value per share (unit) is determined and published and is
the basis for current transactions.

4244, An entity is considered an investment company if it qualifies under the following assessments:
a. An entity regulated under the Investment Company Act of 1940.

b. An entity that is not regulated under the Investment Company, Aet”of 1940, but that
possesses all of the following fundamental characteristics:

1. The entity, 1) obtains funds from one or mere investors and provides the
investors with investment management setvices, and 2) commits to its investors
that its business purpose and only substantive activities are investing the funds
solely for returns from capital appreeiationy investment income, or both.

il. The entity or its affiliates do net-obtain or have the objective of obtaining returns
or benefits from an investee(or tSaffiliates that are not normally attributable to
ownership interests or that, are_eother than capital appreciation or investment
income.

c. The following characteristics aresnot required, but are typically found in an investment
company. If the entity{does not possess one or more of these typical characteristics, the
reporting entity shall cenduct further assessments to determine whether the entity’s
activities arescongistentiwith those of an investment company:

1. The entity has more than one investment.

ii. The entity has more than one investor.

ik, The entity has investors that are not related parties of the parent or the investment
manager.

iv. The entity has ownership interests in the form of equity or partnership interests.

V. The entity manages substantially all of its investments on a fair value basis.

43-45. If a reporting entity is permitted under paragraph 3941 to utilize NAV as a practical expedient,
the reporting entity shall identify whether the holdings of the investment company, in determining NAV,
are measured at fair value as of the reporting entity’s measurement date. If the NAV of the investment
obtained from the entity is not as of the reporting entity’s measurement date, or is not based on a fair
value measurement of the underlying investments, the reporting entity shall consider whether an
adjustment to the most recent NAV is necessary. The objective of any adjustment is to estimate a net asset

3 If an investment would otherwise have a readily determinable fair value, except that the investment has a restriction expiring in
more than one year, the reporting entity is not permitted to use NAV for that investment.
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value per share for the investment that is calculated on the basis of underlying investments held at fair
value.

44-46. A reporting entity shall decide on an investment-by-investment basis whether to apply the
practical expedient in paragraph 3941 and shall apply that practical expedient consistently to the fair
value measurement of the reporting entity’s entire position in a particular investment, unless it is probable
at the measurement date that the reporting entity will sell a portion of an investment at an amount
different from NAV. In those situations, the reporting entity shall account for the portion of the
investment that is being sold at fair value, as defined in paragraph 4, without use of the NAV practical
expedient.

45-47. A reporting entity is not permitted to estimate the fair value of an investment (or a portion of the
investment) using the NAV of the investment (or its equivalent) as a practical expedient if, as of the
reporting entity’s measurement date, it is probable that the reporting entity will sell the/investment for an
amount different from the net asset value per share (or its equivalent). A sale is consideted probable only
if all of the following criteria have been met as of the reporting entity’s measurement date:

a. Management having the authority to approve the action gommits to a plan to sell the
investment.
b. An active program to locate a buyer and other, actions required to complete the plan to

sell the investment have been initiated.

C. The investment is available for immediate €ale subject only to terms that are usual and
customary for sales of such investments (for example, a requirement to obtain approval of
the sale from the investee or a buyer’sqdtie diligence procedures).

d. Actions required to complete_the plan indicate that it is unlikely that significant changes
to the plan will be made orthat the plan will be withdrawn.

46-48. An investment reported at NAV as a ptaetical expedient pursuant to paragraph 3941, shall not be
categorized within the fair value hierarchy. Although the investment is not categorized within the fair
value hierarchy, a reporting entitysshallyseparately identify NAV (or its equivalent) as required under
paragraphs 4850.a. and 48504b. to permit reconciliations.

Disclosures

47:49. The objectivesof the,disclosure requirements is to provide information about assets and liabilities
measured at faig value in'the financial statements as well as fair value amounts disclosed in the notes to
financial statements omgeporting schedules. To meet these objectives, the reporting entity shall disclose
the information“imparagraphs 4850 through 5759.

48.50. For each class of assets and liabilities measured and reported* at fair value or NAV in the
statement of financial position after initial recognition. The reporting entity shall determine appropriate
classes of assets and liabilities in accordance with the annual statement instructions.

a. The fair value/NAV measurements at the reporting date.

4 The term “reported” is intended to reflect the measurement basis for which the asset or liability is classified within its
underlying SSAP. For example, a bond with an NAIC designation of 2 is considered an amortized cost measurement and is not
included within this disclosure even if the amortized cost and fair value measurement are the same. An example of when such a
situation may occur includes a bond that is written down as other-then-temporarily impaired as of the date of financial position.
The amortized cost of the bond after the recognition of the other-than-temporary impairment may agree to fair value, but under
SSAP No. 26R this security is considered to still be reported at amortized cost.
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b. The level of the fair value hierarchy within which the fair value measurements are
categorized in their entirety (Level 1, 2 or 3). Investments reported at NAV shall not be
captured within the fair value hierarchy, but shall be separately identified.

C. For fair value measurements categorized within Level 2 and Level 3 of the fair value
hierarchy, a description of the valuation technique(s) and the inputs used in the fair value
measurement. If there has been a change in the valuation technique (for example,
changing from a market approach to an income approach or the use of an additional
valuation technique), the reporting entity shall disclose that change and the reason(s) for
making it.

d. For fair value measurements categorized within Level 3 of the fair value hierarchy a
reconciliation from the opening balances to the closing balances disclosing separately
changes during the period attributable to the following:

1. Total gains or losses for the period recognized in income ot sugplus.
il. Purchases, sales, issues, and settlements (each type‘disclosed’separately).
iii. The amounts of any transfers into or out of Levely3 and the reasons for those

transfers. Transfers into Level 3 shall be diselosed and discussed separately from
transfers out of Level 3.

€. A reporting entity shall consistently follow! its policy for determining when transfers
between levels are recognized. The policy about the timing of recognizing transfers shall
be the same for transfers into Level 3r#as that for transfers out of Level 3. Examples of
policies for when to recognize the transfersiare as follows:

1. The actual date of the event orichange in circumstances that caused the transfer.
ii. The beginning of the repofting period.
iii. The end of the teporting period.

49:51. For derivative assets ‘and liabilities, the reporting entity shall present both of the following:

a. The dis€losures required by paragraphs 4850.a. and 4850.b. on a gross basis.

b. Thef reconciliation disclosures required by paragraph 4850.c., 4850.d. and 4850.e. on
eithena gross or net basis.

50.52. The quantitative disclosures required in paragraphs 48-4950-51 of this standard shall be presented
using a tabular format.

5153, The reporting entity shall disclose the fair value hierarchy and the method used to obtain the fair
value measurement, or the use of NAV, for all items in which fair value is disclosed within the annual
statement investment schedules. This disclosure is satisfied by the completion of the investment schedules
in the Annual statement and is not required quarterly.

52.54. For investments measured using the NAV practical expedient pursuant to paragraph 3941, a
reporting entity shall disclose information that helps users of its financial statements to understand the
nature and risks of the investments and whether the investments, if sold, are probable of being sold at
amounts different from net asset value per share. A reporting entity shall disclose the following
information for instances in which the investment may be sold below NAV, or if there are significant
restrictions in the liquidation of an investment held at NAV:
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a. The NAV along with a description of the investment/investment strategy of the investee.

b. If the investment that can never be redeemed with the investees, but the reporting entity
receives distributions through the liquidation of the underlying assets of the investees, the
period of time over which the underlying assets are expected to be liquidated by the
investees if the investee has communicated the timing to the reporting entity or
announced the timing publicly. If the timing is unknown, the reporting entity shall
disclose that fact.

c. The amount of the reporting entity’s unfunded commitments related to investments in the
class.
d. A general description of the terms and conditions upon which the investor may redeem

the investment.

e. The circumstances in which an otherwise redeemable investment in the,class (or a portion
thereof) might not be redeemable (for example, investments subject to @ lockup or gate).
Also, for those otherwise redeemable investments that are‘westricted™from redemption as
of the reporting entity’s measurement date, the reportinggentity shall disclose when the
restriction from redemption might lapse if the investee, has ‘¢ommunicated that timing to
the reporting entity or announced the timing publiely.-3If the timing is unknown, the
reporting entity shall disclose that fact and how long the restriction has been in effect.

f. Any other significant restriction on the ability to, sell investments in the class at the
measurement date.

g. If a group of investments would otherwise meet the criteria in paragraph 4547 but the
individual investments to be_seld have.noét been identified (for example, if a reporting
entity decides to sell 20% pereent of its investments in private equity funds but the
individual investments to beysold have not been identified), so the investments continue
to qualify for the practical expediént in paragraph 3941, the reporting entity shall disclose
its plans to sell and any remaining actions required to complete the sale(s).

53.55. The reporting entity(is €ncouraged, but not required, to combine the fair value information
disclosed under this standard, withsthe fair value information disclosed under other accounting
pronouncements (for example, disclosures about fair value of financial instruments) in the periods in
which those disclosures are required, if practicable. The reporting entity also is encouraged, but not
required, to disclosenformation about other similar measurements, if practicable.

Disclosures aboutyFair=Value of Financial Instruments

54-56. A reporting entity shall disclose in the notes to the financial statements, as of each date for which
a statement of financial position is presented in the quarterly or annual financial statements, the aggregate
fair value or NAV for all financial instruments and the level within the fair value hierarchy in which the
fair value measurements in their entirety fall. This disclosure shall be summarized by type of financial
instrument, for which it is practicable to estimate fair value, except for certain financial instruments
identified in paragraph 5557. Fair value disclosed in the notes shall be presented together with the related
admitted values in a form that makes it clear whether the fair values and admitted values represent assets
or liabilities and to which line items in the Statement of Assets, Liabilities, Surplus and Other Funds they
relate. Unless specified otherwise in another SSAP, the disclosures may be made net of encumbrances, if
the asset or liability is so reported. A reporting entity shall also disclose the method(s) and significant
assumptions used to estimate the fair value of financial instruments. If it is not practicable for an entity to
estimate the fair value of the financial instrument or a class of financial instruments, and the investment

© 1999-2024 National Association of Insurance Commissioners 100R-15 Page 734 of 2278



SSAP No. 100R Statement of Statutory Accounting Principles

does not qualify for the NAV practical expedient, the aggregate carrying amount for those items shall be
reported as “not practicable” with additional disclosure as required in paragraph 4850.

55:57. The disclosures about fair value prescribed in paragraph 5456 are not required for the following:

a. Employers' and plans' obligations for pension benefits, other postretirement benefits
including health care and life insurance benefits, postemployment benefits, employee
stock option and stock purchase plans, and other forms of deferred compensation
arrangements, as defined in SSAP No. 12—Employee Stock Ownership Plans, SSAP No.
92—Postretirement Benefits Other Than Pensions, SSAP No. 102—Pensions and SSAP
No. 104R—Share-Based Payments.

b. Substantively extinguished debt subject to the disclosure requirements of SSAP No.
103R—Transfer and Servicing of Financial Assets and Extinguishmentsfof Liabilities.

c. Insurance contracts, other than financial guarantees and deposit-type contracts .

d. Lease contracts as defined in SSAP No. 22R—Leases.

e. Warranty obligations and rights.

f. Investments accounted for under the equity methed.

g. Equity instruments issued by the entity.

h. Deposit liabilities with no defined or confractualimaturities.

56:58. If it is not practicable for an entity to estimate the fair value of a financial instrument or a class of
financial instruments, and the investment doe§ noyqualify for the NAV practical expedient, the following
shall be disclosed:

a. Information pertinent to estimating the fair value of that financial instrument or class of
financial instruments, Such as the carrying amount, effective interest rate, and maturity;
and

b. The reasons why it 1§"not practicable to estimate fair value.

57%.59. In the context o0fithis standard, practicable means that an estimate of fair value can be made
without incurring ex€essiye ¢osts. It is a dynamic concept: what is practicable for one entity might not be
for another; what isynot/ practicable in one year might be in another. For example, it might not be
practicablefor an entity to estimate the fair value of a class of financial instruments for which a quoted
market price'is not available because it has not yet obtained or developed the valuation model necessary
to make the estimate, and the cost of obtaining an independent valuation appears excessive considering
the materiality of the instruments to the entity. Practicability, that is, cost considerations, also may affect
the required precision of the estimate; for example, while in many cases it might seem impracticable to
estimate fair value on an individual instrument basis, it may be practicable for a class of financial
instruments in a portfolio or on a portfolio basis. In those cases, the fair value of that class or of the
portfolio should be disclosed. Finally, it might be practicable for an entity to estimate the fair value only
of a subset of a class of financial instruments; the fair value of that subset should be disclosed.

Relevant Literature

60. For equity securities that are subject to contractual sales, disclose the fair value of equity securities subject
to contractual sale restrictions.
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58-61. This standard adopts with modification FAS 157, Fair Value Measurements; (FAS 157) FSP FAS
157-1, Application of FASB Statement No. 157 to FASB Statement No. 13 and Other Accounting
Pronouncements That Address Fair Value Measurements for Purposes of Lease Classification or
Measurement Under Statement 13, (FSP FAS 157-1) and FSP FAS 157-4, Determining Fair Value When
the Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying
Transactions That Are Not Orderly (FSP FAS 157-4). Modifications from FAS 157, FSP FAS 157-1 and
FSP FAS 157-4 include:

a. This standard does not adopt the scope exclusions within paragraph 3 of FAS 157 for
accounting pronouncements that require or permit measurements that are similar to fair
value but that are not intended to measure fair value, including (a) accounting
pronouncements that permit measurements that are based on, or otherwise use, vendor-
specific objective evidence of fair value and (b) inventory pricing. These items are
excluded as they are not prevalent within statutory accounting.

b. This standard does not adopt guidance from FAS 157 regarding the consideration of non-
performance risk (own credit risk) in determining the fair value, measurement of
liabilities. The consideration of own credit-risk in thelimeasurement of fair value
liabilities is inconsistent with the statutory accounting cdncept,of conservatism and the
assessment of financial solvency for insurers. The fairfiyalue determination for liabilities
should follow the guidance adopted from FAS™LS57with the exception of the
consideration of own-performance risk.

c. This standard includes revisions to reference statutory standards or terms instead of
GAAP standards or terms.

d. This standard incorporates the guidanee from SSAP No. 27 regarding disclosures about
fair value of financial instruments. This 4Acorporated SSAP No. 27 guidance was adopted
from FAS 107, Disclosurés about Fair Value of Financial Instruments (FAS 107) and
was revised to adopt F'SP FAS.107:1 and APB-1, Interim Disclosures about Fair Value of
Financial Instrumentsgp (FSP "EAS 107-1 and APB-1). For statutory purposes, the
incorporation of this guidance within one standard results in having one comprehensive
standard addressing fair value measurements and disclosures.

59.62. In August 2010, thisustatement adopted with modification the new and revised disclosure
requirements within ASUL2010-06y Fair Value Measurements and Disclosures — (Topic 820): Improving
Disclosures about Fair Value Measurements (ASU 2010-06). GAAP revisions within ASU 2010-06 that
modify the FASB Qodification on aspects originally added by ASU 2009-05, Fair Value Measurements
and DisclosuresyMeasuring Liabilities at Fair Value (ASU 2009-05). These revisions are not adopted, as
the underlying, GAAP guidance within ASU 2009-05 has not been considered for statutory accounting.
When ASU 2009-05"1s reviewed for statutory accounting, the GAAP guidance considered will reflect the
revisions from ASU 2010-06. Subsequent nonsubstantive revisions to the guidance adopted from ASU
2010-06 were incorporated within this statement in November 2010 to clarify the disclosure requirements
for statutory accounting. These revisions removed the distinction between recurring and non-recurring
fair value measurements and clarified disclosure requirements for assets and liabilities measured and
reported at fair value in the statement of financial position. In April 2019 this statement adopted with
modification disclosure revisions from ASU 2018-13, Changes to the Disclosure Requirements for Fair
Value Measurement. Modifications to ASU 2018-13 incorporate revisions to previously adopted GAAP
disclosures, and do not incorporate revisions related to disclosures not previously reflected for statutory
accounting.

60-63. In November 2017, substantive revisions, as detailed in Issue Paper No. 157, were incorporated
to this statement to adopt ASU 2009-12, Investments in Certain Entities That Calculate Net Asset Value
per Share (or Its Equivalent) and ASU 2015-07, Disclosures for Investments in Certain Entities that
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Calculate Net Asset Value per Share (or Its Equivalent). These substantive revisions incorporated new
guidance allowing reporting entities to utilize net asset value per share as a practical expedient to fair
value when certain conditions are met.

64. Paragraphs 54-5756-59 of this statement adopt FAS 107 as amended by FASB Statement No. 119,
Disclosure about Derivative Financial Instruments and Fair Value of Financial Instruments (FAS 119),
except that paragraph 15(c) of FAS 119 relating to disclosure of financial instruments held or issued for
trading is rejected and FASB Emerging Issues Task Force No. 85-20, Recognition of Fees for
Guaranteeing a Loan. Financial instruments named within paragraph 8 of FAS 107 that are exempt from
disclosure are adopted to the extent applicable for statutory accounting and are reflected in paragraph
5557 of this statement. This standard also adopts revisions to FAS 107 reflected in F'SP FAS 107-1 and
APB-1, Interim Disclosures about Fair Value of Financial Instruments (FSP FAS 107-1 and APB-1), and
thus requires disclosure in both annual and quarterly financial statements. In addition, this standard rejects
FASB Statement No. 126, Exemptions from Certain Required Disclosures about Financial, Instruments
for Certain Nonpublic Entities, an amendment of FAS 107. FAS 119 is addressed in SSAP No. 31.

61-65. This standard adopts ASU 2022-03, Fair Value Measurement of EquithSeghrities Subject to
Contractual Sale Restrictions, with modification to be consistent with statut®y [@aguage in the respective
statutory accounting statements.

62.66. This standard rejects ASU 2019-05, Financial Instruments==Creditd.osses: Targeted Transition
Relief, ASU 2018-03, Recognition and Measurement of Financial Assets and Financial Liabilities, ASU
2013-03, Financial Instruments — Clarifying the Scope and Applicability of a Particular Disclosure to
Nonpublic Entities (ASU 2013-03), ASU 2016-01, Financialinstruments — Overall (ASU 2016-01), F'SP
FAS 157-2: Effective Date of FASB Statement No. 157 (ESP FAS 157-2) and FSP FAS 157-3:
Determining the Fair Value of a Financial Asset When the Market for That Asset is Not Active (FSP FAS
157-3).

Effective Date and Transition

63-67. This standard shall be effective.for December 31, 2010, annual financial statements, with interim
and annual financial statement reporting thereafter. Early adoption is permitted for December 31, 2009,
annual financial statements, with”ifiterim and annual reporting thereafter. Nonsubstantive disclosure
revisions adopted in August _and November 2010 to paragraphs 48-4950-51 and the corresponding
disclosure illustrations are ifitially“effective for year-end 2010 financial statements, with interim and
annual reporting thereafter. Nonsubstantive revisions adopted March 2011 to paragraphs 4850.a.,
4850.d.ii., 5453 and 5456, of this statement are effective January 1, 2012, with interim and annual
reporting thereafter @s required in this statement. (Paragraph 5453 is satisfied by the annual statement
investment schedulesyand/is not required quarterly.) Revisions to adopt ASU 2009-12 and ASU 2015-07,
and providesguidanee for allowing net asset value per share as a practical expedient to fair value when
certain conditions are met as detailed in Issue Paper No. 157, is effective January 1, 2018, with early
adoption permitted.

REFERENCES
Relevant Issue Papers
. Issue Paper No. 138—Fuair Value Measurements

. Issue Paper No. 157—Use of Net Asset Value
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Income Taxes

STATUS
Type of ISSUC...cvvevveiieiierieeeeeee e, Common Area
Issued ....cooovveeiieeiieieeee e, August 31, 2011
Effective Date ........ccccevvvveevieniennnnnn, January 1, 2012
ATTECES..oieiieieeeee e, Supersedes SSAP No. 10 and SSAP No. 10R; Nullifies INT
00-21, INT 00-22, INT 01-19 and INT 01-20

Affected Dy..oovevvevierieeieceee e, No other pronouncements
Interpreted by .....ccvveeeveeeeiiiiieieeeees, INT 01-18; INT 06-12; INT 18-03; INT 22-025INT 23-03
Relevant Appendix A Guidance ......... None
STATUS 1
SCOPE OF STATEMENT 1
SUMMARY CONCLUSION 2
Current Income TaXes.......cecveevveereeneeneeneenneeneenrenee e BBt 2
Deferred INCOmME TaXES ......ceoveerieiriierieeniieniienieenienegie e T ettt ettt sb e b e bt e saeesatesaee et e 3
Admissibility of INCOMe Tax ASSELS.......eeewe @ e B 00ttt e e e st e et e e beesbeeseesseeseesaens 4
Realization Threshold Limitation Table — RBC Reporting Entities ...........ccocvvevveriienienienienieeieeieeieeiens 6
Realization Threshold Limitation Table — Financial Guaranty or Mortgage Guaranty Non-RBC

ReEPOItING ENTEIES ....eeiviieiiieeiieee e ittt e et e ettt e st e e st e eestbeessbeessbeeeseaeessseesssaessssaessseesssenans 6
Realization Threshold Limitation Table— Other Non-RBC Reporting Entities.........c.ccccveeveeviecieerieenieenienns 6
Realization of Tax Benefits and TaX Planfiing Strate@ies........c..cccveeviiieriieiiieiiieeie et e e 7
Intercompany InCOme TaxX TTAMSACLIONS...........ccvieeeiireirieeiiiesreeeeeerreesreeesreeesereessseeesseeensseessseessseeessseesssens 8
Intraperiod Tax AlOCAtiON. ... ... i ettt ettt ettt et e e e be e teesteesteesaaesssesssesssesssesssesssenssesnsennns 8
INEEIIM PETIOAS ... B ettt ettt sttt sttt et e st e bt et e b sae e 9
DIISCLOSUIES ...t ettt ettt b et e s b e st e e s htesate e st e eateeateeateeabeeate e be e bt e bt e bt e bt e b eesbeesbeesabesanesateenee 9
Relevant LIterature.fi ... .ottt ettt et et b et sb et e b e s bt est et e bt et et e ebeeneenees 11
Effective Date and TTANSIEION ........cc.eeotiitiriieieieitcetese sttt ettt ettt ettt be st sbe s st et e sbeemeeneas 13
REFERENCES 13
REIeVANt ISSUC PAPETS ....eoviiiiiiiiecie ettt ettt ettt e et e et e e beessaesseesaesseesseesseessnennsennses 13
EXHIBIT A - IMPLEMENTATION QUESTIONS AND ANSWERS 14
SCOPE OF STATEMENT
1. This statement establishes statutory accounting principles for current and deferred federal and

foreign income taxes and current state income taxes. This statement supersedes conclusions reached in
SSAP No. 10—Income Taxes and SSAP No. 10R—Income Taxes, A Temporary Replacement of SSAP No.
10.
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SUMMARY CONCLUSION

2. For purposes of accounting for federal and foreign income taxes, reporting entities shall adopt
FASB Statement No. 109, Accounting for Income Taxes (FAS 109) with modifications for state income
taxes™T 18-03) " the realization criteria for deferred tax assets, and the recording of the impact of changes in
deferred tax balances. One objective of accounting for income taxes is to recognize the estimated amount
of taxes payable or refundable for the current year as a tax liability or asset. A second objective is to
recognize deferred tax liabilities and assets for the future tax consequences of events that have been
recognized in a reporting entity’s statutory financial statements or tax returns. However, the second
objective is realistically constrained because (a) the tax payment or refund that results from a particular
tax return is a joint result of all the items included in that return, (b) taxes that will be paid or refunded in
future years are the joint result of events of the current or prior years and events of future years, and (c)
information available about the future is limited. As a result, financial statements will recognize current
and deferred income tax assets and liabilities in accordance with the provisions of this statement based
upon estimates and approximations. For purposes of this statement, only adjusted gress deferred tax
assets that are more likely than not (a likelihood of more than 50%-—pereent) to beyrealized shall be
considered in determining admitted adjusted gross deferred tax assets.

Current Income Taxes

3. “Income taxes incurred” shall include current income taxesmtheyamount of federal and foreign
income taxes paid (recovered) or payable (recoverable) for ¢he current,year. Current income taxes are
defined as:

a. Current year estimates (including quarterlyyestimates) of federal and foreign income taxes
payable or refundable, based on taxsreturnsyfor the current and prior years, except as
addressed in paragraph 3.b., and gax¥10ss contingencies (including related interest and
penalties) for current and allsprier years; computed in accordance with SSAP No. SR—
Liabilities, Contingencies and Impairments of Assets with the following modifications:

1. The term “probable” ‘asfused in SSAP No. 5R shall be replaced by the term
“more likely than not (a likelihood of more than 50%-pereent)” for federal and
foreign income tax loss contingencies only.

il. For pusposes#of the determination of a federal and foreign income tax loss
contingeney, it shall be presumed that the reporting entity will be examined by
the relevant taxing authority that has full knowledge of all relevant information.

iii. Ifi the estimated tax loss contingency is greater than 50% of the tax benefit
originally recognized, the tax loss contingency recorded shall be equal to 100%
of the original tax benefit recognized.

b. Amounts incurred or received during the current year relating to prior periods, to the
extent not previously provided, as such amounts are deemed to be changes in accounting
estimates as defined in SSAP No. 3—Accounting Changes and Corrections of Errors.

c. In determining when tax loss contingencies associated with temporary differences should
be included in current income taxes under paragraph 3.a., and therefore included in
deferred taxes under paragraph 7, a reporting entity is not required to “gross-up” its
current and deferred taxes until such time as an event has occurred that would cause a re-
evaluation of the contingency and its probability of assessment, e.g., the IRS has
identified the item as one which may be adjusted upon audit. Such an event could be the
reporting entity’s (or its affiliate or parent in a consolidated income tax return) receipt of
a Form 5701, Proposed Audit Adjustment, or could occur earlier upon receipt of an
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Information Document Request. At such time, the company must reassess the probability
of an adjustment, reasonably re-estimate the amount of tax contingency as determined in
accordance with paragraph 3.a., make any necessary adjustment to deferred taxes, and re-
determine the admissibility of any adjusted gross deferred tax asset as provided in
paragraph 11.

4. State taxes (including premium, income and franchise taxes) shall be computed in accordance
with SSAP No. 5R and shall be limited to (a) taxes due as a result of the current year’s taxable basis
calculated in accordance with state laws and regulations and (b) amounts incurred or received during the
current year relating to prior periods, to the extent not previously provided as such amounts are deemed to
be changes in accounting estimates. Property and casualty insurance companies shall report state taxes as
other underwriting expenses under the caption “Taxes, licenses, and fees.” Life and accident and health
insurance companies shall report such amounts as general expenses under the caption “Insurance taxes,
licenses, and fees, excluding federal income taxes.” Other health entities shall report/such, amounts as
general administration expenses under the caption “Taxes, licenses, and fees.” State taxrecoverables that
are reasonably expected to be recovered in a subsequent accounting period arg admittediassets. State taxes
are reasonably expected to be recovered if the refund is attributable to overpayment of estimated tax
payments, errors, carrybacks, or items for which the reporting entity has autherity‘to recover under a state
regulation or statute.

Deferred Income Taxes

5. Because tax laws and statutory accounting principles differ mstheir recognition and measurement
of assets, liabilities, equity, revenues, expenses, gains, and losses, differences arise between:

a. The amount of taxable income and pretax statutory financial income for a year, and
b. The tax bases of assets or liabilities and their reported amounts in statutory financial
statements.
6. A reporting entity’s balance sheet shallyiniclude deferred income tax assets (DTAs) and liabilities

(DTLs) related to the estimated futute tax consequences of temporary differences and carryforwards,
generated by statutory accounting sasidefined in paragraph 11 of FAS 109.

7. A reporting entity’s deferred,tax assets and liabilities are computed as follows:

a. Temporary differences are identified and measured using a “balance sheet” approach
wherebyystatutory and tax basis balance sheets are compared;

b. Temporsary differences include unrealized gains and losses and nonadmitted assets but do
not, include asset valuation reserve (AVR), interest maintenance reserve (IMR),
Schedule F penalties and, in the case of a mortgage guaranty insurer, amounts attributable
to its statutory contingency reserve to the extent that “tax and loss” bonds have been

purchased;
c. Total DTAs and DTLs are computed using enacted tax rates;
d. A DTL is not recognized for amounts described in paragraph 31 of FAS 109; and
e. Gross DTAs are reduced by a statutory valuation allowance adjustment if, based on the

weight of available evidence, it is more likely than not (a likelihood of more than 50%
pereent) that some portion or all of the gross DTAs will not be realized. The statutory
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valuation allowance adjustment!, determined in a manner consistent with paragraphs
20-25 of FAS 1092, shall reduce the gross DTAs to the amount that is more likely than
not to be realized (the adjusted gross deferred tax assets).

8. Changes in DTAs and DTLs, including changes attributable to changes in tax rates and changes
in tax status, if any, shall be recognized as a separate component of gains and losses in unassigned funds
(surplus)’. Admitted adjusted gross DTAs and DTLs shall be offset and presented as a single amount on
the statement of financial position.

Admissibility of Income Tax Assets

9. Current income tax recoverables shall include all current income taxes, including interest,
reasonably expected to be recovered in a subsequent accounting period, whether or not a return or claim
has been filed with the taxing authorities. Current income tax recoverables are reasonably expected to be
recovered if the refund is attributable to overpayment of estimated tax payments, erross, carrybacks, as
defined in paragraph 289 of FAS 109, or items for which the reporting entity has substantial authority, as
that term is defined in Federal Income Tax Regulations. T %-12)

10. Current income tax recoverables meet the definition of assets as specified in SSAP No. 4—Assets
and Nonadmitted Assets and are admitted assets to the extent they conformyto the requirements of this
statement.

11. The net admitted DTA shall not exceed the excess ofythejadjusted gross DTA, as determined
under paragraph 7.e., over gross DTL. Adjusted gross DTAs shall be admitted based upon the three-
component admission calculation at an amount equal to the,sumyof paragraphs 11.a., 11.b., and 11.c.:

a. Federal income taxes paid in prior yeacssthat can be recovered through loss carrybacks for
existing temporary differencessthat'zeverse during a timeframe corresponding with IRS

! The statutory valuation allowance adjustmentyis utilized strictly to calculate the “adjusted gross DTA”. (Admittance criteria in
paragraph 11 are applied to the “adjusted gress DTA”.) In determining the amount of adjusted gross DTA, the reporting entity
shall consider reversal patterns of gemporary differences to the extent necessary to support establishing or not establishing a
valuation allowance adjustment, determined in ‘accordance with paragraphs 228 and 229 of FAS 109. For purposes of this
accounting statement, consideration of'teversal patterns does not require scheduling beyond that necessary to support establishing
or not establishing a valuationyallowancepadjustment. The application of the statutory valuation allowance adjustment in this
statement shall not result in & statutory valuation allowance reserve within the statutory financial statements, but rather should
result in a reduction of the/gross DTA:

2 For purposes of determining the amount of adjusted gross DTA and the amount admitted under paragraph 11, the admission
calculation shall be made on a separate company, reporting entity basis. A reporting entity that files a consolidated federal
income tax return with%ts parent should look to the amount of taxes it paid (or were allocated to it) as a separate legal entity in
determining the admitted DTA under paragraph 11.a. Furthermore, the DTA under this paragraph may not exceed the amount
that the reporting entity could reasonably expect to have refunded by its parent. The taxes paid by the reporting entity represent
the maximum DTA that may be admitted under paragraph 11.a., although the amount could be reduced pursuant to the group’s
tax allocation agreement. The amount of admitted adjusted gross DTA under paragraph 11.b.i. is limited to the amount that the
reporting entity expects to realize within the applicable realization period, on a separate company basis. The reporting entity must
estimate its separate company taxable income and the tax benefit that it expects to receive from reversing deductible temporary
differences in the form of lower tax payments to its parent. A reporting entity that projects a tax loss in the applicable realization
period cannot admit a DTA related to the loss under paragraph 11.b., even if the loss could offset taxable income of other
members in the consolidated group and the reporting entity could expect to be paid for the tax benefit pursuant to its tax
allocation agreement.

3 Changes in DTAs and DTLs due to changes to tax rates and tax status shall be recorded as a “change in net deferred income
tax,” excluding any change reflected in unrealized capital gains. Tax effects previously reflected in unrealized capital gains (to
present unrealized gains and losses “net of tax”) shall be re-measured for the change in the tax rate in the same reporting line.
Changes in net deferred tax shall not include changes in nonadmitted DTAs, as changes in nonadmittance are reported on a
separate reporting line.
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tax loss carryback provisionst, not to exceed three years, including any amounts
established in accordance with the provision of SSAP No. 5R as described in paragraph
3.a. of this statement related to those periods.

b. If the reporting entity is subject to risk-based capital requirements or is required to file a
Risk-Based Capital Report with the domiciliary state, the reporting entity shall use the
Realization Threshold Limitation Table — RBC Reporting Entities (RBC Reporting Entity
Table) in this component of the admission calculation. The RBC Reporting Entity
Table’s threshold limitations are contingent upon the EXDTA ACL RBC Ratio®.

If the reporting entity is either a mortgage guaranty insurer or financial guaranty insurer
that is not subject to risk-based capital requirements and is not required to file a Risk-
Based Capital Report with the domiciliary state and the reporting entity meets the
minimum capital and reserve requirements for the state of domicile, thenythe reporting
entity shall use the Realization Threshold Limitation Table — Financial Guaranty or
Mortgage Guaranty Non-RBC Reporting Entities (Financial Guaranty» or Mortgage
Guaranty Non-RBC Reporting Entity Table) in this component of the admission
calculation. The Financial Guaranty or Mortgage Guaranty.Non=RBC Reporting Entity
Table’s threshold limitations are contingent upon the followingsratio: the numerator is
equal to the sum of 1) surplus to policyholders, 2) les$ythe amount of the admitted DTA
in paragraph 11.a. (ExDTA Surplus) plus, 3) contifigencyyseserves. The denominator is
equal to the required amount of minimum aggregate capital required to be maintained
under the applicable NAIC model law orgstate variation thereof based on the risk
characteristics and the amount of insurange in force(Required Aggregate Risk Capital)®.

If the reporting entity (1) is not subject_to‘risk-based capital requirements, (2) is not
required to file a Risk-Based Capital" Report with the domiciliary state, (3) is not a
mortgage guaranty or financidl guaranty“insurer, and (4) meets the minimum capital and
reserve requirements, then the reporting entity shall use the Realization Threshold
Limitation Table — Other Non=RBC Reporting Entities (Other Non-RBC Reporting Entity
Table). The Other Non-RBCY Reporting Entity Table’s threshold limitations are
contingent upon the ratio of adjusted gross DTA (Adjusted gross DTA less the amount of
DTA admitted ingparagraph 11.a.) to adjusted capital and surplus’.

4 For example, under thefFederalilnternal Revenue Code, ordinary losses can be carried back two years for entities taxed as
nonlife insurance cempanies, while capital losses for entities taxed both as nonlife and life insurance companies can be carried
back three years. Forylosses_arising in tax years after 2017, entities taxed as life insurance companies are not permitted to
carryback ordifiany,losses:

5 The December 31, Risk-Based Capital ratio is calculated based on the Authorized Control Level RBC for the current reporting
period, which is in the process of being filed with the state of domicile, and computed without net deferred tax assets (ExDTA
ACL RBC). The interim period (March 31, June 30, and September 30) ExXDTA ACL RBC ratio numerator shall use the Total
Adjusted Capital (TAC) with current quarter surplus ExDTA and current quarter TAC adjustments. The interim period
denominator shall use the Authorized Control Level RBC as filed for the most recent calendar year.

¢ If the reporting entity is a mortgage guaranty insurer, this ratio is based on the requirements of Section 12 of the NAIC
Mortgage Guaranty Insurance Model Law and state laws that, based on the risk characteristics and amount of insurance in force,
require aggregate capital to be maintained in a risk-to-capital ratio of not less than 25 to 1. If the reporting entity is a financial
guaranty insurer, this ratio is based on the requirements of Section 4C of the NAIC Financial Guaranty Insurance Model
Guideline 1626 and state laws that require aggregate capital to be maintained based on the risk characteristics and amount of
insurance in force.

7 Consistent with the requirements of paragraph 11.b.ii., adjusted statutory capital and surplus used in this calculation component

is based on statutory capital and surplus for the current reporting period excluding any net DTA, EDP equipment and operating
system software and any net positive goodwill.
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Realization Threshold Limitation Table — RBC Reporting Entities

Statement of Statutory Accounting Principles

ExDTA ACL RBC (%) 11.b.i. 11.b.ii.
Greater than 300% 3 years 15%
200 — 300% 1 year 10%
Less than 200% 0 years 0%

Realization Threshold Limitation Table — Financial Guaranty or Mortgage Guaranty Non-
RBC Reporting Entities

Realization Threshold Limitation Table — Other Non=RBC Reporting Entities

(See paragraph 11.b.)
Ex DTA Surplus plus
Contingency
Reserves/Required
Aggregate Risk Capital
(%)

11.b.i.

11.b.ii.

Greater than 115%

3 years

15%

100% to 115%

1 year

10%

Less than 100%

0 years

0%

Adjusted Gross DTA / 11.b.1. 117b.11.
Adjusted Capital &

Surplus (%)

Less than 50% 3 years 15%
50% to 75% 1 year 10%
Greater than 75% 0'years 0%

The reporting entity shall admit:

1.

11

The amount, oftadjusted gross DTAs, after the application of paragraph 11.a.8,
expected/to berealized within the applicable period (refer to the 11.b.i. column of
the applicable Realization Threshold Limitation Table above; the RBC Reporting
Entity Table, the Financial Guaranty or Mortgage Guaranty Non-RBC Reporting
Entity Table, or the Other Non-RBC Reporting Entity Table) following the
balance sheet date limited to the amount determined in paragraph 11.b.ii.

An amount that is no greater than the applicable percentage (refer to the 11.b.ii.
column of the applicable Realization Threshold Limitation Table above: the RBC
Reporting Entity Table, the Financial Guaranty or Mortgage Guaranty Non-RBC
Reporting Entity Table, or the Other Non-RBC Reporting Entity Table) of
statutory capital and surplus as required to be shown on the statutory balance
sheet of the reporting entity for the current reporting period’s statement filed
with the domiciliary state commissioner adjusted to exclude any net DTAs, EDP
equipment and operating system software and any net positive goodwill.(NT 01-18)
For financial guaranty or mortgage guaranty non-RBC reporting entities, the
amount of statutory capital and surplus utilized for this part of the calculation
does not include contingency reserves.

8 Under the Federal Internal Revenue Code, entities taxed as life insurance companies are not permitted to carryback ordinary
losses arising in tax years after 2017. As such, admittance of ordinary DTAs for such entities will be limited to paragraph 11.b.
and paragraph 11.c. for reporting periods ending with and subsequent to December 31, 2017.
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c. The amount of adjusted gross DTAs, after application of paragraphs 11.a. and 11.b. that
can be offset against existing gross DTLs. The reporting entity shall consider the
character (i.e., ordinary versus capital) of the DTAs and DTLs such that offsetting would
be permitted in the tax return under existing enacted federal income tax laws and
regulations. Additionally, for purposes of this component, the reporting entity shall
consider the reversal patterns of temporary differences; however, this consideration does
not require scheduling beyond that required in paragraph 7.e.

12. In computing a reporting entity’s admitted adjusted gross DTA pursuant to paragraph 11;

a. For purposes of paragraph 11.a., existing temporary differences that reverse during a
timeframe corresponding with IRS tax loss carryback provisions, not to exceed three
years, shall be determined in accordance with paragraphs 228 and 229 of FAS 109;

b. In determining the amount of federal income taxes that can be recovered through loss
carrybacks, the amount and character (i.e., ordinary versus capital) of'theloss carrybacks
and the impact, if any, of the Alternative Minimum Tax, shall be determined in
accordance with the provisions of the Internal Revenue Codes andyregulations thereunder;

C. The amount of carryback potential that may be consideredyin calculating the admitted
adjusted gross DTAs of a reporting entity in paragraphyllia. that files a consolidated
income tax return with one or more affiliates;ymay ‘not exceed the amount that the
reporting entity could reasonably expect to hay&sefunded by its parent; and

d. The phrases “reverse during a timeframe, cotesponding with IRS tax loss carryback
provisions, not to exceed three yearss “realized within one year of the balance sheet
date” and “realized within three, yeafs of the balance sheet date” are intended to
accommodate interim reportinggdates and reporting entities that file on an other than
calendar year basis for federal income tax purposes.

Realization of Tax Benefits and Tax Planning,Strategies

13. Future realization of themtaxWbenefit of an existing deductible temporary difference or
carryforward ultimately depefids on the existence of sufficient taxable income of the appropriate character
(for example, ordinary income er capital gain) within the carryback, carryforward period available under
the tax law. The following four pessible sources of taxable income may be available under the tax law to
realize a tax benefit for deductible temporary differences and carryforwards:

a. Future reversals of existing taxable temporary differences.

b. Futute taxable income exclusive of reversing temporary differences and carryforwards.

c. TPaxable income in prior carryback year(s) if carryback is permitted under the tax law.

d. Tax-planning strategies in paragraph 14 that would, if necessary, be implemented to, for
example:
1. Accelerate taxable amounts to utilize expiring carryforwards;
ii. Change the character of taxable or deductible amounts from ordinary income or

loss to capital gain or loss; and

1ii. Switch from tax-exempt to taxable investments.
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Evidence available about each of those possible sources of taxable income will vary for different tax
jurisdictions and, and possibly, from year to year. To the extent evidence about one or more sources of
taxable income is sufficient to support a conclusion that the reporting entity will realize the full or a
partial amount of its adjusted gross deferred tax assets, other sources need not be considered.
Consideration of each source is required, however, to determine the amount of the statutory valuation
allowance adjustment that is recognized for gross deferred tax assets under paragraph 7.e.

14. In some circumstances, there are tax-planning strategies (including elections for tax purposes)
that (a) are prudent and feasible, (b) a reporting entity ordinarily might not take, but would take to prevent
an operating loss or tax credit carryforward from expiring unused, and (c) would result in realization of
deferred tax assets. A reporting entity shall consider tax-planning strategies in determining the amount of
the statutory valuation allowance adjustment necessary under paragraph 7.e. Consideration of tax
planning strategies for the realization of deferred tax assets when determining admission under paragraph
11 is not required; however, such strategies shall not conflict with the tax planning strategies used when
computing the statutory valuation allowance. Any significant potential expenses_to implement a tax-
planning strategy or any significant losses that would be recognized if that, strategy were implemented
(net of any recognizable tax benefits associated with those expenses or losses) shallyreduce the amount of
admission under paragraph 11.

15. When a prudent and feasible tax-planning strategy is contemplated, and management determines
this strategy would more likely than not enable the reporting entity/téuealize the full or a partial amount
of its adjusted gross deferred tax assets, paragraph 3 of thisstatement telated to tax loss contingencies
shall be applied in determining admissibility of deferred tax agsets,undet paragraph 11 of this statement.

Intercompany Income Tax Transactions

16. In the case of a reporting entity that files, a*consplidated income tax return with one or more
affiliates, income tax transactions (includingspayment‘of tax contingencies to its parent) between the
affiliated parties shall be recognized if:

a. Such transactions are economi¢stransactions as defined in SSAP No. 25—Alffiliates and
Other Related Parties;

b. Are pursuant to, a written income tax allocation agreement; and

c. Income, taxes incurred are accounted for in a manner consistent with the principles of

FAS 109;:as modified by this statement.

17. Amounts owed toja reporting entity pursuant to a recognized transaction shall be treated as a loan
or advance, and nonadmitted, pursuant to SSAP No. 25, to the extent that the recoverable is not settled
within 90 days ofsthe filing of a consolidated income tax return, or where a refund is due the reporting
entity’s parent,\within 90 days of the receipt of such refund.

Intraperiod Tax Allocation

18. In accordance with paragraph 35 of FAS 109, a reporting entity’s unrealized gains and losses
shall be recorded net of any allocated DTA or DTL. The amount allocated shall be computed in a manner
consistent with paragraph 38 of FAS 109.

19. Income taxes incurred shall be allocated to net income and realized capital gains or losses in a
manner consistent with paragraph 38 of FAS 109. Furthermore, income taxes incurred or received during
the current year attributable to prior years shall be allocated, to the extent not previously provided, to net
income in accordance with SSAP No. 3 unless attributable, in whole or in part, to realized capital gains or
losses, in which case, such amounts shall be apportioned between net income and realized capital gains
and losses, as appropriate.
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Interim Periods

20. Income taxes incurred in interim periods shall be computed using an estimated annual effective
current tax rate for the annual period in accordance with the methodology described in paragraphs 19
and 20 of Accounting Principles Board Opinion No. 28, Interim Financial Reporting. Estimates of the
annual effective tax rate at the end of interim periods are, of necessity, based on estimates and are subject
to subsequent refinement or revision. If a reliable estimate cannot be made, the actual effective tax rate
for the year-to-date may be the best estimate of the annual effective tax rate. If a reporting entity is unable
to estimate a part of its “ordinary” income (or loss) or the related tax (or benefit) but is otherwise able to
make a reliable estimate, the tax (or benefit) applicable to the item that cannot be estimated shall be
reported in the interim period in which the item is reported.

Disclosures

21. Statutory financial statement disclosures shall be made in a manner consistent with the provisions
of paragraphs 43-45 and 48 of FAS 109. However, required disclosures with regard to‘a reporting entity’s
GAAP valuation allowance shall be replaced with disclosures relating to the statutory valuation allowance
adjustment and the nonadmittance of some portion or all of a reporting efitity’s DTAs. The financial
statements shall include the disclosures required by paragraph 47 of FAS€09for,non-public companies.
Paragraphs 22-28 describe the disclosure requirements as modifiedy for ‘the difference between the
requirements of FAS 109 and those prescribed by this statement

22. The components of the net DTA or DTL recognized.inja reporting entity’s financial statements
shall be disclosed as follows:

a. The total of all DTAs (gross, adjustedgross, admitted and nonadmitted) by tax character;
b. The total of all DTLs by tax chasacter;

c. The total DTAs nonadmitted,as the/result of the application of paragraph 11;

d. The net change during the year in the total DTAs nonadmitted;

e. The amounty of feachiresult or component of the calculation, by tax character of

paragraphs 114@., Bl.b.i., 11.b.ii., and 11.c., and the EXDTA ACL RBC Ratio, the ExXDTA
Surplus plus Contingency Reserves/Required Aggregate Risk Capital Ratio, or the
Adjusted’. Gross DTA/Adjusted Capital and Surplus Ratio used in the applicable
Realization\Threshold Limitation Table (the RBC Reporting Entity Table, the Financial
Guaranty or Mortgage Guaranty Non-RBC Reporting Entity Table, or the Other Non-
RBC"Reporting Entity Table) in paragraph 11.b., as applicable; and

f. The impact of tax-planning strategies on the determination of adjusted gross DTAs and
the determination of net admitted DTAs, by percentage and by tax character, and whether
the tax-planning strategies include the use of reinsurance-related tax planning strategies.

23. To the extent that DTLs are not recognized for amounts described in paragraph 31 of FAS 109,
the following shall be disclosed:

a. A description of the types of temporary differences for which a DTL has not been
recognized and the types of events that would cause those temporary differences to
become taxable;

b. The cumulative amount of each type of temporary difference;
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c. The amount of the unrecognized DTL for temporary differences related to investments in
foreign subsidiaries and foreign corporate joint ventures that are essentially permanent in
duration if determination of that liability is practicable or a statement that determination
is not practicable; and

d. The amount of the DTL for temporary differences other than those in paragraph 23.c. that
is not recognized in accordance with the provisions of paragraphs 31 of FAS 109.

24, The significant components of income taxes incurred (i.e., current income tax expense) and the
changes in DTAs and DTLs shall be disclosed. Those components would include, for example:

a. Current tax expense or benefit;

b. The change in DTAs and DTLs (exclusive of the effects of other components listed
below);

c. Investment tax credits;

d. The benefits of operating loss carryforwards;

e. Adjustments of a DTA or DTL for enacted changes in tax laws or rates or a change in the

tax status of the reporting entity; and

f. Adjustments to gross deferred tax assets becatise of a'change in circumstances that causes
a change in judgment about the realizabilityhof the related deferred tax asset, and the
reason for the adjustment and change ingjudgment.

25. Additionally, to the extent that the sum 6f a reporting entity’s income taxes incurred and the
change in its DTAs and DTLs is different frem theyresult obtained by applying the federal statutory rate to
its pretax net income, a reporting entity shall,disclose the nature of the significant reconciling items.

26. A reporting entity shall also dis€lose thefollowing:

a. The amounts, originationydates and expiration dates of operating loss and tax credit
carryforwards,available for tax purposes;

b. The amount of federal income taxes incurred in the current year and each preceding year,
which are‘available for recoupment in the event of future net losses; and

c. The'aggregate amount of deposits admitted under Section 6603 of the Internal Revenue
Service Code.

27. For any, federal or foreign income tax loss contingencies as determined in accordance with
paragraph 3.a. for which it is reasonably possible that the total liability will significantly increase within
12 months of the reporting date, the reporting entity shall disclose an estimate of the range of the
reasonably possible increase or a statement that an estimate of the range cannot be made.

28. If a reporting entity’s federal income tax return is consolidated with those of any other entity or
entities, the following shall be disclosed:

a. A list of names of the entities with whom the reporting entity’s federal income tax return
is consolidated for the current year; and

b. The substance of the written agreement, approved by the reporting entity’s Board of
Directors, which sets forth the manner in which the total combined federal income tax for
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all entities is allocated to each entity which is a party to the consolidation. (If no written
agreement has been executed, explain why such an agreement has not been executed.)
Additionally, the disclosure shall include the manner in which the entity has an
enforceable right to recoup federal income taxes in the event of future net losses which it
may incur or to recoup its net losses carried forward as an offset to future net income
subject to federal income taxes.

29. Refer to the Preamble for further discussion regarding disclosure requirements.
Relevant Literature

30. This statement adopts the provisions of FAS 109 except as modified in paragraph 2 of this
statement which results in paragraphs 29-30, 36-37, 39, 41-42, 46, and 49-59 of FAS 109 being rejected,
inasmuch as they are not applicable to reporting entities subject to this statement or arefin€ensistent with
other statutory accounting principles. Paragraph 47 of FAS 109 is adopted with modificationrto provide
for the disclosures required for non-public reporting entities. This statement rejects ASU2016-16, Intra-
Entity Transfers of Assets Other than Inventory.

31. This statement rejects ASU 2013-11, Income Taxes: Presentation of amUnrecognized Tax Benefit
When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists, ASU
2015-17 Balance Sheet Classification of Deferred Taxes, FASB Interpretation No. 18, Accounting for
Income Taxes in Interim Periods...an interpretation of APB @pinion Ne, 28 and FIN 48: Accounting for
Uncertainty in Income Taxes, an interpretation of FASB Statement No.-109.

32. The following lists FASB Staff Positions that are;adopted or rejected by this statement:

a. FASB Staff Position FAS 109-1,“Application of FASB Statement No. 109, Accounting for
Income Taxes, to the Tax Deduction,onaQualified Production Activities Provided by the
American Jobs Creation Act of 2004 1stadopted in its entirety.

b. FASB Staff Position FAS 109224 Accounting and Disclosure Guidance for the Foreign
Earnings Repatriation. Provision within the American Jobs Creation Act of 2004 is
rejected in its enticety.

C. FASB Staff PositionsFIN 48-2, Effective Date of FIN 48 for Certain Nonpublic
Enterprises is rejected in its entirety.
d. FASB=Staff, Position FIN 48-3, Effective Date of FIN 48 for Certain Nonpublic
Enterprises is rejected in its entirety.
33. The follewing lists Accounting Principles Board Opinions that are adopted or rejected by this
statement:
a. Accounting Principles Board Opinion No. 2, Accounting for the “Investment Credit,”

paragraphs 9-15 are adopted with modification to utilize the cost reduction method only
and rejects all other paragraphs;

b. Accounting Principles Board Opinion No. 4 (Amending No. 2), Accounting for the
“Investment Credit,” is rejected in its entirety;

C. Accounting Principles Board Opinion No. 10, Omnibus Opinion—1966, paragraph 6 is
adopted;
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d.

Statement of Statutory Accounting Principles

Accounting Principles Board Opinion No. 23, Accounting for Income Taxes—Special
Areas, paragraphs 1-3, 5-9, 12-13, and 15-18 are adopted, and paragraphs 19-25, and 31-
33 are rejected;

Accounting Principles Board Opinion No. 28, Interim Financial Reporting,
paragraphs 19 and 20 are adopted and all other paragraphs rejected.

34, The following lists FASB Technical Bulletins that are adopted or rejected by this statement:

a.

FASB Technical Bulletin No. 79-9, Accounting in Interim Periods for Changes in Income
Tax Rates is rejected in its entirety;

FASB Technical Bulletin No. 82-1, Disclosure of the Sale or Purchase of Tax Benefits
through Tax Leases is adopted in its entirety.

35. The following lists FASB Emerging Issues Task Force Issues that are adoptéd,orizejected by this

statement:

a.

FASB Emerging Issues Task Force No. 91-8, Application,of EASByStatement No. 96 to a
State Tax Based on the Greater of a Franchise Tax or anIucome Tax, is rejected in its
entirety;

FASB Emerging Issues Task Force No. 92-84Accounting for the Income Tax Effects
under FASB Statement No. 109 of a Change(in Functional Currency When an Economy
Ceases to Be Considered Highly Inflationdry,1s adopted in its entirety;

FASB Emerging Issues Task Force No. 93213, Effect of a Retroactive Change in Enacted
Tax Rates That Is Included in_Ineome_fiom Continuing Operations, is rejected in its
entirety;

FASB Emerging Issues Task Force No. 93-16, Application of FASB Statement No. 109 to
Basis Differences within Foreign Subsidiaries That Meet the Indefinite Reversal
Criterion of APB Opinion No. 23, is rejected in its entirety;

FASB Emerging Issues Task Force No. 93-17, Recognition of Deferred Tax Assets for a
Parent Companw's Excess Tax Basis in the Stock of a Subsidiary That Is Accounted for as
a Discontinued Operation, is adopted in its entirety;

FASB Emerging Issues Task Force No. 94-10, Accounting by a Company for the Income
Tax “Effects of Transactions among or with Its Shareholders under FASB Statement
No. 09, is rejected in its entirety;

EASB Emerging Issues Task Force No. 95-9, Accounting for Tax Effects of Dividends in
France in Accordance with FASB Statement No. 109, is rejected in its entirety;

FASB Emerging Issues Task Force No. 95-10, Accounting for Tax Credits Related to
Dividend Payments in Accordance with FASB Statement No. 109, is rejected in its
entirety;

FASB Emerging Issues Task Force No. 95-20, Measurement in the Consolidated
Financial Statements of a Parent of the Tax Effects Related to the Operations of a
Foreign Subsidiary That Receives Tax Credits Related to Dividend Payments, is rejected
in its entirety.
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36. This statement rejects AICPA Accounting Interpretations, Accounting for the Investment Credit:
Accounting Interpretations of APB Opinion No. 4 in its entirety.

Effective Date and Transition

37. This statement shall be effective for years beginning January 1, 2012. A change resulting from
the adoption of this statement shall be accounted for as a change in accounting principle in accordance
with SSAP No. 3—Accounting Changes and Corrections of Errors. Revisions adopted in August 2019 to
Exhibit A — Implementation Questions and Answers which update the exhibit in response to changes from
the federal Tax Cuts and Jobs Act and to clarify deferred tax asset and deferred tax liability offsetting
under paragraph 11.c., are effective for financial accounting years ending December 31, 2019. Any
change in income tax balances resulting from the August 2019 revisions are accounted for as a change in
accounting principle in accordance with SSAP No. 3—Accounting Changes and Corrections of Errors.

REFERENCES
Relevant Issue Papers

. Issue Paper No. 83—Accounting for Income Taxes
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EXHIBIT A - IMPLEMENTATION QUESTIONS AND ANSWERS

The National Association of Insurance Commissioners issued SSAP No. 101—Income Taxes, with a
corresponding implementation question and answer exhibit, with an effective date of January 1, 2012.
Further nonsubstantive revisions were developed to update the Q&A for the revised corporate federal
income tax rate and certain other federal tax law changes primarily under the Tax Cuts and Jobs Act
enacted in December 2017 and to clarify deferred tax asset and deferred tax liability offsetting under
SSAP No. 101, paragraph 11.c. These revisions to the implementation guidance are effective for financial
accounting years ending December 31, 2019. Any change in income tax balances resulting from the
August 2019 revisions are accounted for as a change in accounting principle in accordance with SSAP No.
3—Accounting Changes and Corrections of Errors.

Index to Questions:

SSAP No."101
Question Papagraph Page
No. Question Reference Number
1 What are the primary differences between the accounting for - 15
income taxes pursuant to FAS 109 and SSAP No. 101?
2 How should an entity measure its adjusted gross deferredéax 7 18
assets and gross deferred tax liabilities?
3 What is the meaning of the term “enacted tax rates”? 7.c. 22
4a How should a reporting entity calculate the amount of its 11 23
admitted adjusted gross DTAs?
4b How is the ExXDTA ACL RBC ratio calculated? 11.b. 33
4c What is meant by the phrase “an ameunt no.greater than? 11.b.1i. 36
Sa How is the timing of reversals of temporarydifferences and 7,11.a., 36
carryforwards determined for SSAP No. 101 purposes? 11.b.i. and
12.a.
5b How should future originating, differences impact the | 11.a., 11.b.i,, 40
scheduling of temporagy difference reversals during the 11.c. and
applicable period? 12.a.
6 What is meant by the phrase “expected to be realized”? 11.b.i. 40
7 What is the meaning of.the term “taxes paid”? 11.a. 42
8 How is a,company’s computation of adjusted gross and | 7,11, 12.c. 43
admitted adjusted gross deferred taxes impacted if it joins in and 16
the filing ofia conisolidated federal income tax return?
9a How does the modification provided in paragraph 3.a.iii. 3.a.iii. 44
impacgthe"calculation of the tax contingencies recorded?
9b Whatimpact, if any, does the inclusion of tax contingencies | 3.a.and 3.c. 45
asha component of current income taxes have on the
determination of deferred income taxes?
10a If the reporting entity adjusts the amount of regular taxable 19 46
income and capital gains reported on a prior year income tax
return from the amount originally determined for financial
reporting purposes, how is the effect of the change reported
in the current year?
10b What is meant by the phrase in paragraph 18 “a reporting 18 47
entity’s unrealized gains and losses shall be recorded net of
any allocated DTA or DTL”?
11 How are current and deferred income taxes to be accounted | 12.d. and 20 48
for in interim periods?
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SSAP No. 101
Question Paragraph Page
No. Question Reference Number
12 How do you present deferred taxes in the annual statement? 8,18 and 21- 52
28
13 How are tax-planning strategies to be considered in | 1l.a., 11.b.i., 61
determining adjusted gross DTAs and admitted adjusted 14 and 15
gross DTAs?
1. Q — What are the primary differences between the accounting for income taxes pursuant to

FAS 109 and SSAP No. 101? [No specific paragraph reference]

1.1 A—

SSAP No. 101 establishes statutory accounting principles for current and deferred federal and

foreign income taxes and current state income taxes. In general, SSAP No. 101 adopts the, concepts of
FAS 109, with modifications. The primary differences and modifications are summarizedybelow:

1.2 State Income Tax

FAS 109 — State income taxes should be included as “incomeftaxes,incurred.” Deferred state
income taxes are recognized.

SSAP No. 101 — State income taxes should be included as)“Taxes, Licenses, and Fees” by
property and casualty insurers and as “Insurancetaxes,lieénses, and fees, excluding federal
income taxes” by life and accident and health dnsurers, No deferred state income taxes are
recognized.

1.3 Valuation Allowance

FAS 109 — Gross deferred taxfassets (DTAs) are reduced by a valuation allowance if it is
more likely than not that some pertion/or all of the DTAs will not be realized. The valuation
allowance should be sufficient to rediice the DTA to the amount that is more likely than not
to be realized.

SSAP No. 101 4Gross DTAs are reduced by a statutory valuation allowance adjustment that
is determined on a‘sepatate company, reporting entity basis. Pursuant to paragraphs 2 and 7.e.
of SSAP Np. 101, gross DTAs are adjusted to an amount that is more likely than not to be
realized (a “likelihood of more than 50%-—pereent). Only adjusted gross DTAs shall be
consideréd in determining admitted adjusted gross DTAs. See Question 2 for further
discussion of] the statutory valuation allowance adjustment. See Question 4 for a further
discussion of the admissibility test. See Question 12 for further discussion of presentation and
disclosure of the statutory valuation allowance adjustment.

1.4 Unique Statutory Accounting Items

FAS 109 — In general, the effects of all temporary differences must be reflected with limited
exceptions provided in FAS 109 paragraphs 31-34 (relating to items specified in Accounting
Principles Board Opinion No. 23) and for temporary differences related to goodwill for which
amortization is not deductible for tax purposes.

SSAP No. 101 — In addition to the exceptions provided in FAS 109, temporary differences do
not include asset valuation reserve (AVR), interest maintenance reserve (IMR), Schedule F
penalties and, in the case of a mortgage guaranty insurer, amounts attributable to its statutory
contingency reserve to the extent that “tax and loss” bonds have been purchased.
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1.5 Changes in Deferred Tax Assets and Liabilities

e FAS 109 — Changes in DTAs and deferred tax liabilities (DTLs) are included in income tax
expense or benefit and are allocated to continuing operations, discontinued operations,
extraordinary items and items charged directly to shareholders’ equity.

e SSAP No. 101 — Changes in DTAs and DTLs are recognized as a separate component of
gains and losses in surplus, except to the extent allocated to changes in unrealized gains and
losses.

1.6 Regulated Enterprises

e FAS 109 — Regulated enterprises that meet the criteria for application of FAS 71, Accounting
for the Effects of Certain Types of Regulation, are not exempt from the requirements of FAS
109. However, assets are reported on a net-of-tax basis (see paragraphs 29,,57, 58 and 59 of

FAS 109).
e SSAP No. 101 — These special paragraphs do not apply pursuant to, paragraph 30 of SSAP
No. 101.
1.7 Business Combinations

e FAS 109 — Paragraphs 30 and 53-56 of FAS 109, previde certain guidance regarding the
treatment of business combinations. In general, d deferred tax asset or liability is recognized
for the differences between the assigned values and the tax bases of the assets and liabilities
recognized in a purchased business combination. If financial statements for prior years are
restated, all purchase business combinationssthat were consummated in those prior years shall
be remeasured in accordance with EAS“1009.

e SSAP No. 101 — These specialyparagraphs do not apply pursuant to paragraph 30 of SSAP
No. 101.

1.8 Intraperiod Tax Allocation

e FAS 109 - Incometitax jexpense or benefit is allocated among continuing operations,
discontinued operations, extraordinary items, and items charged or credited directly to
shareholders’equity pursuant to paragraphs 36 and 37 of FAS 109.

e SSAP No. 101 — These paragraphs of FAS 109 do not apply pursuant to paragraph 30 of
SSAPR,No:, 101. Instead, paragraphs 18 and 19 of SSAP No. 101 provide special rules for
Statutoryaccounting. See Question 10 for a further discussion of these rules.

1.9 Certain Quasi-Reorganizations

e FAS 109 — Paragraph 39 provides special rules relating to the treatment of deductible
temporary differences and carryforwards as of the date of a quasi-reorganization.

e SSAP No. 101 — Paragraph 39 of FAS 109 does not apply pursuant to paragraph 30 of SSAP
No. 101.

1.10  Financial Statement Classification of DTAs and DTLs

e FAS 109 — Pursuant to paragraphs 41 and 42 of FAS 109, DTAs and DTLs are to be
classified separately as either current or noncurrent, depending on the classification of the
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related asset or liability. Furthermore, current DTAs and DTLs and noncurrent DTAs and
DTLs are netted within the classification and with the net amount reported.

e SSAP No. 101 — These paragraphs do not apply to statutory accounting pursuant to paragraph
30 of SSAP No. 101. The net admitted DTA, or the net DTL, should be reported in the
statutory financial statements.

1.11  Accounting for Uncertainty in Income Taxes

e FAS 109 — Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109 (FIN 48) provides accounting and reporting guidance for uncertain tax
positions under GAAP.

e SSAP No. 101 — FIN 48 is rejected for statutory accounting pursuant togparagraph 31 of
SSAP No. 101. SSAP No. SR—Liabilities, Contingencies and Impairmentsiof Assets provides
guidance in determining the amount of federal and foreign income tax Jossicontingencies with
the following modifications. The term “probable” as used in SSAP,No. 5R s replaced by the
term “more likely than not (a likelihood of more than 50%-péreent)™In determining the
amount of a federal or foreign income tax loss contingency, it'shall’ be assumed that the
reporting entity will be examined by the tax authority that¢has full knowledge of all relevant
information. If the estimated tax loss contingency. is greater than 50% of the tax benefit
originally recognized, the tax loss contingencysrecorded shall be equal to 100% of the
original tax benefit recognized. See Question 9, for further discussion of income tax loss
contingencies.

1.12  Classification of Interest and Penalties

e FAS 109 — FIN 48 allows interest.on taxyassesSments to be reported as either income taxes or
interest expense and penalties‘to be reported as either income taxes or another expense
classification, based on the accounting policy election of the enterprise.

e SSAP No. 101 — Interest and penalties related to foreign or federal income tax are included in
income taxes pursuantteyparagraph 3.a. of SSAP No. 101.

1.13  Financial Statement Disclosures

e FAS 109 —Paragraphs 43-45 and 47-48 of FAS 109 provide various requirements for
providingsinformation in the financial statements regarding the income taxes of the reporting
entity. In general, the reporting entity is to provide certain information regarding the
componentss0f its DTAs and DTLs, the amount of and changes in its valuation allowance,
sighificant components of income tax expense, differences between the expected amount of
inceme tax expense using current tax rates and the amount of reported income tax expense,
and tax attributes being carried over. In addition, FIN 48 includes specific disclosures related
to uncertain tax positions.

e SSAP No. 101 — In general, paragraphs 21-29 of SSAP No. 101 follow the disclosure
requirements provided by FAS 109, but with the following modifications and additions:

o The disclosures regarding valuation allowance are replaced with disclosures relating to
the statutory valuation allowance adjustment and the nonadmitted portion of the DTA.

o The amount of the gross DTA, adjusted gross DTA, DTL, admitted and nonadmitted
DTA is required to be separately disclosed, by tax character (ordinary or capital).
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o Disclose the amount of each result or component of the admission calculation, by tax
character, for paragraphs 11.a, 11.b.i, 11.b.ii, and 11.c. In addition, disclose the EXDTA
Authorized Control Level (ACL) RBC Ratio, the EXDTA Surplus plus Contingency
Reserves/Required Aggregate Risk Capital Ratio (see paragraph 11.b.), or the Adjusted
Gross DTA/Adjusted Capital and Surplus Ratio used in the applicable Realization
Threshold Limitation Table (the RBC Reporting Entity Table, the Financial Guaranty or
Mortgage Guaranty Non-RBC Reporting Entity Table, or the Other Non-RBC Reporting
Entity Table) in paragraph 11.b., as applicable.

o The impact of tax-planning strategies on the determination of adjusted gross DTAs and
the determination of net admitted adjusted gross DTAs, by percentage and by tax
character, must be disclosed. In addition, disclose whether tax-planning strategies include
the use of reinsurance-related tax planning strategies.

o FIN 48 and the associated disclosure requirements are rejected for statutory accounting
purposes and replaced with the following disclosure. For any federaltor foreign income
tax loss contingencies for which it is reasonably possible thatthe total liability will
significantly increase within 12 months of the reporting dat€, a disclosure of an estimate
of the range of the reasonably possible increase is réquired.,If determination of a
reasonable range of the significant increase is not possibley the reporting entity is to
provide a statement that an estimate cannot be made”

o The disclosures relating to deferred income, tax expense or benefit are replaced with
certain disclosures relating to the reporting,entity’s“‘change in DTAs and DTLs.”

o Only the nature of significant reconcilinghitems between the reported amount and
“expected” amount of income tax expense and change in DTAs and DTLs are to be
disclosed. This generally follows,the,dis€losure requirements of FAS 109 for nonpublic
entities.

o See Question 12 for a more detailed discussion of the disclosure requirements of SSAP
No. 101.

2. Q — How should an entity measure its adjusted gross deferred tax assets and its gross
deferred tax liabilities? [Paragraph-7|

2.1 A — An enterpriseyshall record a gross deferred tax liability or asset for all temporary differences
and operating loss, eapital less and tax credit carryforwards. Temporary differences include unrealized
gains and losse$yand \nonadmitted assets but do not include AVR, IMR, Schedule F penalties and, in the
case of a mortgageiguaranty insurer, amounts attributable to its statutory contingency reserve to the extent
that "tax andyloss"™bonds have been purchased. In general, temporary differences produce taxable income
or result in tax'deductions when the related asset is recovered or the related liability is settled. A deferred
tax asset or liability represents the increase or decrease in taxes payable or refundable in future years as a
result of temporary differences and carryforwards at the end of the current year. Additionally, gross DTAs
are reduced by a statutory valuation allowance adjustment if, based on the weight of available evidence, it
is more likely than not (a likelihood of more than 50%-pereent) that some portion or all of the gross DTAs
will not be realized. The statutory valuation allowance adjustment, determined in a manner consistent
with paragraphs 20-25 of FAS 109, shall reduce gross DTAs to the amount that is more likely than not to
be realized (the adjusted gross deferred tax assets).” This answer only addresses the recognition of
adjusted gross DTAs and gross DTLs and does not address the admissibility of such amounts. See
Question 4 for a discussion of the admissibility criteria of SSAP No. 101.

9 SSAP No. 101 requires the statutory valuation allowance adjustment to be presented in the annual statement as a direct
reduction in the gross DTA. It is not included in non-admitted DTA.
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2.2 Paragraph 7 of SSAP No. 101 states that temporary differences are identified and measured using
a “balance sheet” approach whereby the statutory balance sheet and the tax basis balance sheet are
compared. Operating loss, capital loss and tax credit carryforwards are computed in accordance with the
applicable Internal Revenue Code.

2.3 The following illustrates the recognition and measurement of a typical book to tax difference for
an insurance company:

Illustration
Assumptions:

1/1/X2 Purchase 100 shares of Darby/Allyn Corp. stock for $25 a share
3/31/X2  Fair Value of Darby/Allyn Corp. stock has increased to $35 a share
3/31/X2  Tax basis reserves are computed and determined to be 80% of the statutory'basis Teserves

Balance Sheet at 3/31/X2:

Tax Effect
Basis . DTA (DTL)
Statutory Basis Tax Basis Difference ), — (21%)"
Common Stock $3,500 $2,500 ($1,000) ™, ($210)
Reserves $100,000 $80,000 $20,00012 $4,200
Journal Entries: w L
1/1/X2 DR Common stock Pha N $2,500
CR  Cash o U = ($2,500)
Acquisition of common stock.at $25per share
3/31/X2 DR Common stock A ) $1,000
CR  Change in unrealized capital gains and losses ($1,000)
Adjust carryingalue to FV of 835 per share at end of quarter
3/31/X2 DR Change inreserves or unpaid losses $100,000
CR  Reserves oritnpaid losses ($100,000)
Recognition of reserves computed on a statutory basis
3/31/X2 DR¢" Deferréd tax asset $4,200
ACR\, Change in deferred income taxes (83,990)
CR, Deferred tax liability ($210)

- Recognition of deferred taxes

10 See Question 3 for a discussion of “enacted rates.”

1 The carrying value of the stock on the statutory balance sheet reflects the fair value of the common stock per SS4P No. 30R—
Unaffiliated Common Stock whereas the carrying value of the stock for tax purposes is its original cost. This difference is defined
as temporary in that the $1,000 appreciation in value will be recognized in the tax return when the stock is disposed of. The
difference is a deferred tax liability in that the reversal of this temporary difference will increase future taxable income.

12 The reserve difference arises because, even though tax reserves are based on statutory reserves, they generally are reduced
below statutory reserves pursuant to various provisions of the Internal Revenue Code. This amount is a temporary difference in
that the entity will recognize the difference between statutory and tax carrying values over the life of the reserve or upon
settlement of the claim or payment of the reserve. The difference is a deferred tax asset in that the reversal of this temporary
difference will decrease future taxable income.
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NOTE: Presentation of deferred tax amounts and unrealized gain or losses net of tax is addressed in
Question 12.

24 As depicted in the Illustration, the deferred tax assets and liabilities are tracked gross in the
entity’s ledger and not netted until after consideration of the statutory valuation allowance adjustment, if
any (see below), and the admissibility of deferred tax assets.

Statutory Valuation Allowance Adjustment

2.5 SSAP No. 101 paragraph 7.e., provides that gross DTAs are reduced by a statutory valuation
allowance adjustment if, based on the weight of available evidence, it is more likely than not that some
portion or all of the gross DTAs will not be realized. The statutory valuation allowance adjustment is
determined on a separate company, reporting entity basis. The determination of whether gross DTAs will
be realized is based on the existence of sufficient taxable income of the appropriate character (ordinary
income or capital gain) within the carryback, carryover period available under the tax law» Paragraph
13.a. through 13.d. of SSAP No. 101 identifies four sources of taxable income toybeyconsidered in
evaluating the existence of sufficient taxable income. These sources are identical taythose to be considered
under FAS 109 paragraph 21. FAS 109 paragraph 20 provides that “all availableyevidence, both positive
and negative, should be considered to determine whether, based on the weight of that evidence, a
valuation allowance is needed. Information about an enterprise’s current financial position and its results
of operations for the current and preceding years ordinarily iswreadily available. That historical
information is supplemented by all currently available information \about future years. Sometimes,
however, historical information may not be available (for example, start“up operations) or it may not be as
relevant (for example, if there has been a significant, récent change in circumstances) and special
attention is required.” A reporting entity is not required toiconsider all four sources of taxable income in
determining the need for a statutory valuation allowance adjistment if one or more sources are alone
sufficient to support the conclusion that the entity, will realize the tax benefits of its gross deferred tax
assets (i.e., a conclusion that no valuationgallowanece ‘Is necessary). However, the reporting entity is
required to consider all of the potential€sources|of taxable income to determine the amount of the
adjustment if a conclusion is reached that a statutory valuation allowance adjustment is necessary. SSAP
No. 101 modifies FAS 109 related to admission’of DTAs. Admission of DTAs is calculated irrespective
of the conclusion reached in establishing or not establishing a statutory valuation allowance adjustment.
See Question 4.13 for discussiongregarding consideration of reversal patterns specific to paragraph 11.c.
of the admissibility test.

2.6 Footnote 1 to paragraph 7.e. of SSAP No. 101 indicates that a reporting entity shall consider
reversal patterns of temporary differences, and might be required to schedule such differences:

...to they extent necessary to support establishing or not establishing a valuation
allowance “adjustment, determined in accordance with paragraphs 228 and 229 of FAS
109:3F or purposes of this accounting statement, consideration of reversal patterns does
not require scheduling beyond that necessary to support establishing or not establishing
a valuation allowance adjustment.

Paragraph 228 of FAS 109 generally holds that a company may need to schedule its temporary
differences to determine the particular years in which the reversal of temporary differences is expected to
occur. As discussed in Question 5b, paragraph 229 of FAS 109 indicates that future originating temporary
differences and their subsequent reversal should be considered in determining the existence of future
taxable income.

2.7 Although a reporting entity may need to consider the reversal pattern of temporary differences in
evaluating the need for a statutory valuation allowance adjustment, scheduling the reversal pattern of such
differences is not required in every instance. Under SSAP No. 101 and consistent with FAS 109, a
general understanding of reversal patterns is, in many cases, relevant in assessing the need for a valuation
allowance. Judgment is crucial in making this assessment. The amount of scheduling, if any, that will be
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required will depend on the facts and circumstances of each situation. For example, a reporting entity
which relies upon future taxable income exclusive of reversing temporary differences and carryforwards'?
for realization of DTAs is not required to schedule the reversal pattern of its existing temporary
differences. This is consistent with guidance provided by the Financial Accounting Standards Board
(FASB) in its answer to question 2 of A Guide to Implementation of Statement 109 on Accounting for
Income Taxes: Question and Answers (Special Report on Statement 109) which states that scheduling of
existing temporary differences is unnecessary for purposes of determining the need for a valuation
allowance “where it can be easily demonstrated that future taxable income will more likely than not be
adequate to realize future tax benefits of existing deferred tax assets.” In contrast, a reporting entity which
relies upon the future reversal of existing taxable temporary differences to realize the tax benefits of its
deductible temporary differences and carryforwards may be required to consider the reversal patterns of
its taxable temporary differences.!* The degree of scheduling required, however, depends on the facts and
circumstances of each situation and the relative magnitude of the taxable and deductible temporary
differences. In certain situations, the ability to reasonably conclude that reversing axable temporary
differences will more likely than not create sufficient taxable income to realizesteversing deductible
temporary differences can be done without detailed scheduling.'

2.8 If scheduling is considered necessary, the amount of scheduling<required will depend on the
particular facts and circumstances and be subject to judgment. There mayybe more than one acceptable
approach. The FASB’s answer to question 1 of the Special Report omjStatement 109 indicates that the
following concepts underlie the determination of reversal patterns unden Statément 109:

a. The particular years in which temporary differences result in taxable or deductible
amounts generally are determined by the timing of the recovery of the related asset or
settlement of the related liability’ (paragraph 228).

b. The tax law determines whether futureé reyersals of temporary differences will result in
taxable and deductible amounts that offset each other in future years’ (paragraph 227).

In addition, the FASB noted that “minimizing complexity is an appropriate consideration in selecting a
method for determining reversal patterns™'¢, butithat the methods used must be systematic and logical and
should be consistently applied for all ‘similarly categorized temporary differences and from year to year.
Furthermore, the same method should be, utilized in determining the reversal patterns in every taxing
jurisdiction for which the temporary difference exists.

13 One of the four possible sourges of taxable income that can be used to realize a tax benefit. See paragraph 13.b. of SSAP No.
101.

14 For exampleidue to the relatively short loss carryback periods (or, in the case of entities taxed as life insurance companies,
no carryback of operating losses) under current tax law, such consideration may be appropriate when taxable temporary
differences are expected to reverse in a short number of future years while the deductible temporary differences are expected
to reverse over a long number of future years. In addition, for “indefinite-lived” intangible assets (i.e., intangible assets like those
discussed in paragraph 11 of FAS 142 for which no legal, regulatory, contractual, competitive, economic, or other factors limit
their useful lives), predicting reversal of temporary differences related to such assets would be inconsistent with financial
reporting assertions that the assets are indefinite-lived. In such a case, the reversal of taxable temporary differences with
respect to such indefinite-lived intangible assets should not be considered a source of future taxable income when determining
the statutory valuation allowance adjustment for entities taxed as non-life insurance companies. On the other hand, entities taxed
as life insurance companies may, under current tax law, carry forward operating losses with no expiration period, subject to a
utilization limit of 80% of taxable income (before the loss carry forward) in the carry forward year. In such case, the reversal of
taxable temporary differences with respect to indefinite-lived intangible assets may be considered a source of taxable income,
subject to the applicable tax law limitations.

15 Q&A 2 from the Special Report on Statement 109 published by the FASB.

16 Q&A 1 from the Special Report on Statement 109 published by the FASB.
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Grouping of Assets and Liabilities for Measurement

2.9 The manner in which an entity groups its assets and liabilities for measurement shall be
conducted in a reasonable and consistent manner. For instance, an entity may group its invested assets
into annual statement classifications (stocks, bonds, preferred stocks, etc.) or other reasonable groupings
(lines of business for grouping its reserves). Entities have the option of recognizing the DTA and DTL
within each grouping on a net or gross basis. For instance, a portfolio of common stocks will have both
unrealized gain and unrealized losses associated with them. The reporting entity may elect to combine the
unrealized gains and losses and compute a single DTA or DTL or it may elect to segregate the unrealized
gains from the unrealized losses and compute separate DTAs and DTLs. This option might also arise with
respect to depreciable assets. Regardless of which method an entity elects, it is crucial that consistency is
maintained to and within each grouping from period to period. An entity shall retain internal
documentation to support its grouping in addition to the methodologies employed to arrive at such. An
entity is permitted to modify its groupings should events or circumstances change from @ previous period.
Examples include a change in materiality of underlying assets and liabilities, administrative costs
associated with detailing groupings increases or changes in the computer syStemshthat allow more
specificity. Entities that modify their groupings should be prepared to rationalizejthese changes. These
entities should also disclose that a modification was made and general reason, for'such in the notes to the
financial statements.

Measurement of Nonadmitted Assets

2.10  As noted in paragraph 7.b. of SSAP No. 101, temporary,differénces include nonadmitted assets.
The measurement of these types of assets is not addréssed in FAS 109 in that the concept of
nonadmission is unique to statutory accounting. For assétsythatiare nonadmitted for statutory accounting
purposes, DTAs and DTLs should be measured after nonadmission.

lustration:
Statutory
Before
Nonadmit Statutory Tax Effect
(Info After Basis DTA (DTL)
\_ Purpose) Nonadmit Tax Difference!” (21%)
Furniture Fixtures and | $15000 0 $1,000
Equipment v
Accumulated Depreciation 200 0 400
Basis A $800 0 $600 $600 $126

2.11  Thé effect of this illustration is a reduction of surplus by $674 ($800 decrease for nonadmitted
asset and $126,increase for DTA), provided the resulting DTA meets the admissibility test in paragraph
11 of SSAP No. 101.

3. Q — A reporting entity’s deferred tax assets and liabilities are computed using “enacted tax
rates.” What is the meaning of the term “enacted tax rates”? [Paragraph 7.c.]

3.1 A — Paragraph 7.c. of SSAP No.101 provides that total DTAs and DTLs are computed using
enacted tax rates.

32 Consistent with FAS 109, SSAP No. 101 further requires that deferred tax assets and liabilities be
measured using the enacted tax rate that is expected to apply to taxable income in the periods in which the

17 Difference is computed from the “Statutory After Nonadmit” balance.
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deferred tax asset or liability is expected to be settled or realized. The effects of future changes in tax rates
are not anticipated in the measurement of deferred tax assets and liabilities. Deferred tax assets and
liabilities are adjusted for changes in tax rates and other changes in the tax law, and the effects of those
changes are recognized at the time the change is enacted.

33 Tax laws may apply different tax rates to ordinary income and capital gains. In instances where
the enacted tax law provides for different rates on income of different character, deferred tax assets and
liabilities should be measured by applying the appropriate enacted tax rate based on the type of taxable or
deductible amounts expected to be realized from the reversal of existing temporary differences.

4a. Q - How should a reporting entity calculate the amount of its admitted adjusted gross
DTAs? [Paragraph 11]

4.1 A — After a reporting entity has calculated the amount of its adjusted gross DTA§ and gross DTLs
pursuant to paragraph 7, it must determine the amount of its adjusted gross DTAs that,can be admitted
under paragraph 11, not to exceed the amount of total adjusted gross DTAs. The amount ofiadjusted gross
DTAs is not recalculated under paragraph 11; rather, some or all of the adjusted ‘gross/DTA may not be
currently admitted. As noted in paragraph 11, the net admitted DTA shallinot exceed the excess of the
adjusted gross DTAs over gross DTLs.

4.2 Paragraphs 11.a., 11.b. and 11.c. require three interdependent ‘calculations or components that
when added together equal the amount of the reporting entity’s ‘admitted adjusted gross DTAs. Each of
the calculations starts with the total of the reporting entity’s, adjusted/gross DTAs, and determines the
amount of such adjusted gross DTAs that can be admitted ufider that part. For example, the consideration
of existing temporary differences in the calculation of admitted adjusted gross DTAs under paragraph
11.a., does not prevent the reconsideration of the same temporary differences in the paragraph 11.b.i.
calculation. However, to avoid duplication of admitted“adjusted gross DTAs when adding the three parts
together, the amount of admitted adjusted gross*DTAs under paragraph 11.a. must be subtracted from the
amount of adjusted gross DTAs in the pafagraph11.b.i. calculation. Similarly, the amount of admitted
adjusted gross DTAs under paragraphs 11.a%and 41.b. must be subtracted from the total adjusted gross
DTAs in the paragraph 11.c. calculation. For illustrations of the paragraph 11 DTA admission
calculations, see Question 4.16 through Question 4.25.

First Component — Admission Based on Previously Paid Taxes [Paragraph 11.a.]

43 Under paragraphs,11.a. and 12.b., a reporting entity can admit adjusted gross DTAs to the extent
that it would be able to'recover federal income taxes paid in the carryback period, by treating existing
temporary difference§ that reverse during a timeframe corresponding with Internal Revenue Code tax loss
carryback provisions!®, not to exceed three years as ordinary or capital losses that originated in each such
subsequentyear. The reversing temporary differences are specific to each year in which they reverse, and
in turn, to the, specific year(s) to which they can be carried back corresponding with tax loss carryback
provisions. Reversing temporary differences for unrealized losses and nonadmitted assets are treated as
capital or ordinary losses depending on their character for tax purposes. The entity is not required to
project an actual net operating loss in future periods. This first component of admission is available to all
entities, regardless of whether they meet any of the threshold limitations in paragraph 11.b. for reversals
expected to be realized against future taxable income.

4.4 Paragraph 12.b. limits the amount of federal income taxes recoverable under paragraph 11.a. to
the amount that would be refunded to the reporting entity if a carryback claim was filed with the Internal

18 For example, under the Federal Internal Revenue Code, ordinary losses can be carried back two years for entities taxed as
nonlife insurance companies, while capital losses for entities taxed both as nonlife and life insurance companies can be carried
back three years. For losses arising in tax years after 2017, entities taxed as life insurance companies are not permitted to
carryback ordinary losses.
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Revenue Service (IRS). If some amount of taxes paid in the carryback period is not recovered because of
limitations imposed by the Alternative Minimum Tax system in effect in taxable years prior to 2018, the
resulting AMT credit is not treated as a newly created DTA. Paragraph 12.c. further limits the amount of
federal income taxes recoverable under paragraph 11.a. for a reporting entity that files a consolidated
income tax return with one or more affiliates, to the amount that the reporting entity could reasonably
expect to have refunded by its parent. See Question 8 for a further discussion of the impact of filing a
consolidated federal income tax return.

Second Component — Admission Based On Projected Future Tax Savings [Paragraph 11.b.]

4.5 The amount of a reporting entity’s adjusted gross DTAs that can be admitted pursuant to
paragraph 11.b. is in part, dependent on the amount of the reporting entity’s adjusted capital and surplus.
Accordingly, a reporting entity must determine which Realization Threshold Limitation Table set forth in
paragraph 11.b. is applicable to the reporting entity and then, based on its respective factsj"determine what
applicable period to apply under paragraph 11.b.i. and applicable percentage to use undes paragraph
11.b.ii.

4.6 If the reporting entity is subject to risk-based capital requirements, or is, required to file a Risk-
Based Capital Report with the domiciliary state, it should use the RBC Reporting Entity Table set forth in
paragraph 11.b. Threshold limitations for this table are contingent upon the'ExDTA ACL RBC ratio. See
Question 4b for a discussion on the EXDTA ACL RBC ratio.

4.7 If the reporting entity is (1) either a mortgage guaranty insuger ot financial guaranty insurer that is
not subject to risk-based capital requirements, (2) is not requifedto file"a Risk-Based Capital Report with
the domiciliary state, and (3) the reporting entity meets ¢he minimum capital and reserve requirements'®
for the state of domicile, then it should use the Financial,Guaranty or Mortgage Guaranty Non-RBC
Reporting Entity Table set forth in paragraph Ll.b.fThreshold limitations for this table are contingent
upon the ratio of EXDTA Surplus plus contingen€y reserves divided by the minimum aggregate capital
required (see further detail in paragraph 11.b#).

4.8 If the reporting entity (1) is not subject to/risk-based capital requirements, (2) is not required to
file a Risk-Based Capital Report with ghe domi€iliary state, (3) is not a mortgage guaranty or financial
guaranty insurer, and (4) meets the minimum capital and reserve requirements', it should use the Other
Non-RBC Reporting Entity Tablé setyforth in paragraph 11.b. Threshold limitations for this table are
contingent upon the ratio of adjusted jgross DTA less the amount of adjusted gross DTA admitted in
paragraph 11.a. to adjusted capital and surplus.

4.9 The amount of admitted adjusted gross DTAs under paragraph 11.b.i., is limited to the amount
that the reporting entity expeets to realize within the applicable period as determined using the applicable
Realization Threshold Limitation Table following the balance sheet date. See Question 6 for a further
discussion ef.the meaning of “expected to be realized.” See Question 4.2 regarding the amount of adjusted
gross DTAs ¢onsidered in the paragraph 11.b.i. calculation. The amount of admitted adjusted gross DTAs
under the paragraph 11.a. calculation is subtracted from the amount of adjusted gross DTAs under
paragraph 11.b.i., to prevent the counting of the same admitted adjusted gross DTAs more than once. If
the reporting entity expects to realize an amount of adjusted gross DTAs under paragraph 11.b.i. that is
equal to or less than the admitted adjusted gross DTAs calculated under paragraph 11.a., then the
resulting admitted adjusted gross DTAs under paragraph 11.b.i. will be zero.

4.10  The reference to applicable period following the balance sheet date in 4.9 refers to the paragraph
11.b.i. column of the applicable Realization Threshold Limitation Table, the RBC Reporting Entity Table,
the Financial Guaranty or Mortgage Guaranty Non-RBC Reporting Entity Table or the Other Non-RBC
Reporting Entity Table.

19 If a reporting entity is not at the minimum capital and reserve requirements, the admitted adjusted gross DTA for this
component is zero.
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4.11  The amount of admitted adjusted gross DTAs under paragraph 11.b.i. is also limited to an amount
that is no greater than the applicable percentage of adjusted statutory capital and surplus specified in
paragraph 11.b.ii. See Question 4c¢ for a discussion of the meaning of “an amount that is no greater than”.

4.12  The reference to an amount no greater than the applicable percentage of statutory capital and
surplus in 4.11 refers to the 11.b.ii. column of the applicable Realization Threshold Limitation Table; the
RBC Reporting Entity Table, the Financial Guaranty or Mortgage Guaranty Non-RBC Reporting Entity
Table or the Other Non-RBC Reporting Entity Table.

Third Component — Admission Based On Offset Against DTL [Paragraph 11.c.]

4.13  Under paragraph 1l.c., a reporting entity can admit adjusted gross DTAs as an offset against
gross DTLs in an amount equal to the lesser of: (1) its adjusted gross DTAs, after subtracting the amount
of admitted adjusted gross DTAs under paragraphs 11.a. and 11.b., or (2) its gross DTLs3See Question
4.2 regarding the amount of adjusted gross DTAs considered in the paragraph 11%e. caleulation. In
determining the amount of adjusted gross DTAs that can be offset against existing gross DTLs in the
paragraph 11.c. calculation, the character (i.e., ordinary versus capital) of the,DTAs and DTLs must be
taken into consideration such that offsetting would be permitted in the tax r€turn,under existing enacted
federal income tax laws and regulations. For example, an adjusted gross DTA related to unrealized capital
losses could not be offset against an ordinary income DTL. Ordinaryp DTAs, can be admitted by offset
with ordinary DTLs and/or capital DTLs. However, capital DTAsgsean only be admitted by offset with
capital DTLs. In addition, for reporting entities that consider reversal of existing temporary differences in
determining the need for a statutory valuation allowance adjustments=§ignificant and relevant historical
and/or currently available information may exist specific, to ‘the remaining amount of total adjusted gross
DTAs and gross DTLs must also be taken into consideration‘in the determination of the admission of
adjusted gross DTAs under paragraph 11.c. Howeyer, forathose reporting entities, no scheduling is
required beyond that necessary in determining the need*for a statutory valuation allowance adjustment. As
stated in paragraph 11.c., “for purposes of this"cémponett, the reporting entity shall consider the reversal
patterns of temporary differences; however, this consideration does not require scheduling beyond that
required in paragraph 7.e.” See Question 2.5 through Question 2.8 for further discussion of scheduling for
purposes of determining the reporting entity’s statutory valuation allowance adjustment.) This
consideration requires a scheduling exercise if scheduling is needed for determination of the statutory
valuation allowance adjustment @nd,%as a result, should be consistent with the determination of any
statutory valuation allowane¢ ‘adjustment, which occurs prior to performing the admissibility
calculations.? However, as notedyin Question 2.7, scheduling reversal patterns of temporary differences in
evaluating the need forh@ statutory valuation allowance adjustment where a reporting entity relies on
sources of future taxable ingcome, exclusive of reversals of temporary differences, is not required. In such
case, that reporting entity is not required to schedule reversal patterns of temporary differences for
purposes of paragraph _ld.c. of SSAP No. 101. This is the case even if the reversal pattern of the
temporary difference,is readily determinable, such as straight-line amortization of a fixed amount. It also
is the case if, for example, the reporting entity in determining its statutory valuation allowance adjustment
has considered arsource of future income reversal of existing temporary differences that are capital in
character, but not those that are ordinary in character. In such case, the reporting entity is not required to
schedule reversal patterns of ordinary temporary differences for purposes of paragraph 11.c.

20 Footnote 1 of SSAP No. 101 provides that a reporting entity “shall consider reversal patterns of temporary differences to the
extent necessary to support establishing or not establishing a valuation allowance adjustment.” (Emphasis added).
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Other Considerations

4.14 In certain situations, a reporting entity’s expected federal income tax rate on its reversing
temporary differences are expected to be less than the enacted tax rate used in the determination of its
gross DTAs and DTLs. Examples of such entities include:  Blue Cross-Blue Shield Organizations with
section 833(b) deductions, reporting entities projecting a tax loss, and entities that file in a consolidated
federal income tax return that cannot realize the full amount of their adjusted gross DTAs under the
existing intercompany tax sharing or tax allocation agreement. Pursuant to paragraphs 231, 232 and
238 of FAS 109, such entities are required to report their gross DTLs at the enacted tax rate, and cannot
take into consideration the impact of other adjustments such as the section 833(b) deduction to reduce
their gross DTLs.

4.15  For those entities, the amount of admitted adjusted gross DTAs calculated under paragraph 11.a.
will reflect the actual tax rate in the carryback period under paragraph 11.a. which takes intoiconsideration
the impact in the carryback years of the AMT and special deductions, as well as_the‘provisions of the
intercompany tax sharing or allocation agreement. Likewise, the amount of admitted “adjusted gross
DTAs calculated under paragraph 11.b. will reflect the expected tax rate im,the, applicable period as
discussed in paragraph 4.14, which takes into consideration the impact of speeial deductions and the
provisions of the intercompany tax sharing or allocation agreementy, See, Question 6 for further
discussion of this issue. As such, the entity’s admitted adjusted gross@®TAs under paragraphs 11.a. and
11.b. may be less than its adjusted gross DTAs on temporary differ€fices ‘atthe enacted rate. Any unused
amount of DTAs resulting from this differential under paragraphs 11.a. and 11.b. can be used under
paragraph 11.c. to offset existing DTLs.

4.16  The above principles can be illustrated by the followingexamples:
4.17  Facts:
RBC Reporting Entity Example

1. Life Insurance Company ABE*"has $9,500,000 of deductible temporary differences
($6,000,000 ordinary and $35500,000 capital) at 12-31-20X2 that generate $1,995,000 of gross
DTAs ($1,260,000 ordinary$735,000 capital), at the enacted federal income tax rate of 21%%.
ABC has sufficient évidence of projected future taxable income exclusive of reversing temporary
differences and carryforwards’to support a conclusion that it will realize the full amount of its
ordinary gross DTAs, andjit was unnecessary in reaching that conclusion (i.e., that no valuation
allowance adjustment need be established for ordinary DTAs) to consider reversal patterns of
temporary differences!’ However, management has concluded, after considering all four sources of
taxable“income described in paragraph 13 of SSAP No. 101, that a statutory valuation allowance
adjustmentyshould be recognized for $168,000 of capital DTAs, reducing capital DTAs from
$735,000t6°$567,000. Thus, in total, management has concluded that ABC will more likely than
not realize gross DTAs of $1,827,000 ($1,260,000 ordinary, $567,000 capital) related to its
$9,500,000 of deductible temporary differences. ABC also has $4,000,000 of taxable temporary
differences ($2,800,000 ordinary and $1,200,000 capital) resulting in $840,000 ($588,000
ordinary, $252,000 capital) of gross DTLs.

2. ABC has determined that $2,000,000 of its $6,000,000 existing deductible ordinary
temporary differences will reverse in 20X3, another $1,500,000 will reverse in 20X4, and
another $2,000,000 will reverse in 20X5. The remaining $500,000 of ABC’s existing
deductible ordinary temporary differences will reverse in years 20X6 or later. ABC has
determined that $200,000, $300,000, and $400,000 of its $3,500,000 deductible capital

2l Please note the results in this example may be different due to differences in the applicable carryback periods if ABC was
taxed as a non-life insurance company.
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temporary differences are expected to reverse in 20X3, 20X4, and 20X5, respectively, and the
remaining $2,600,000 will reverse in years 20X6 or later.

3. ABC reported $400,000 ($300,000 ordinary, $100,000 capital) and $1,000,000 ($800,000
ordinary, $200,000 capital) of taxable income in 20X0 and 20X1, respectively. ABC reported
$84,000 ($63,000 ordinary, $21,000 capital) and $210,000 ($168,000 ordinary, $42,000 capital)
of tax expense on its 20X0 and 20X1 federal income tax returns, respectively. It has also
projected taxable income of $1,500,000 ($1,200,000 ordinary, $300,000 capital) and $315,000
($252,000 ordinary, $63,000 capital) of federal income taxes for 20X2 that have been reflected
in its current statutory income tax provision calculation.

4, ABC expects to realize? a federal income tax benefit of 21% from 20X3 through 20X5
related to reversing ordinary temporary differences. ABC does not anticipate any capital gain
income in 20X3 through 20XS5.

5. ABC has an ExXDTA ACL RBC Ratio at 12-31-20X2 of 600%. Adjusted statutory capital
and surplus under paragraph 11.b.ii. is $7,000,000 at 12-31-20X2, and was computed by
subtracting the admitted balances of net DTA’s, goodwill and EDP from"the current period

statutory surplus. Statutory surplus is defined in paragraph 2 of SSAP Ne. 72.

6. The above facts are summarized in the following table:
Qrdinary. Capital Total
20X2 — Current Year Taxable Income & Tax:
Taxable Income in CY $21,200,000 | $ 300,000 $ 1,500,000
Tax Provision @ 21% $,252,000 $ 63,000 $ 315,000
Deductible Temporary Differences $ 6,000,000 | $3,500,000 | $9,500,000
DTA @21% $ 1,260,000 $ 735,000 $ 1,995,000
Taxable Temporary Differences $ 2,800,000 | $ 1,200,000 $ 4,000,000
DTL @21% $ 588,000 $ 252,000 $ 840,000
Valuation Allowance $ 168,000 $ 168,000
Carryback Taxable Income/& Tax:
20X0 Taxable Income $ 300,000 $ 100,000 $ 400,000
Tax $ 63,000 $ 21,000 $ 84,000
20X1 Taxabledncome $ 800,000 $ 200,000 $ 1,000,000
Tax $ 168,000 $ 42,000 $ 210,000
Réversal of Deductible Temp Differences:
20X3 $ 2,000,000 $ 200,000 $ 2,200,000
20X4 $ 1,500,000 $ 300,000 $ 1,800,000
20X5 $ 2,000,000 $ 400,000 $ 2,400,000
20X6 and later $ 500,000 $ 2,600,000 | $ 3,100,000
Total (before valuation allowance) $ 6,000,000 | $3,500,000 | $9,500,000
Calculation of ABC’s Admitted Adjusted Gross DTAs:
1. Paragraph 11.a. calculation. ABC cannot admit any ordinary adjusted gross DTAs

under paragraph 11.a., because entities taxed as life insurance companies are not permitted to
carry back ordinary tax losses under existing Federal income tax law. However, ABC can admit

22 See Question 6 for discussion on the admittance calculation under paragraph 11.b.i. and what is meant by the phrase:
“expected to be realized.”
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capital adjusted gross DTAs of $126,000 under paragraph 11.a. because all capital losses are
permitted a 3-year carryback under existing Federal income tax law and ABC paid taxes on
capital gains in each year 20X0-20X2.

a. ABC first carries $100,000 of the hypothetical capital loss?* of $200,000 from
20X3 back to 20X0 recovering $21,000 in taxes paid. The remaining $100,000
of the 20X3 hypothetical capital loss ($200,000 — $100,000) is available for
utilization in years 20X1 and 20X2.

b. ABC would carry the remaining $100,000 of the hypothetical capital loss from
20X3 back to 20X1 recovering $21,000 in taxes paid. In addition, ABC would
carry back $100,000 of hypothetical capital loss from 20X4 to 20X1 to recover
another $21,000 of taxes paid.>

c. ABC would carry the remaining $200,000 of the hypothetical capital loss from
20X4 plus an additional $100,000 of the hypothetical g¢apital loss from 20X5
back to 20X2, recovering $63,000 in taxes projected tobepaid.

2. Paragraph 11.b. calculation. ABC can admit $1,050,000%0f , adjusted gross DTAs
under paragraph 11.b. Since ABC has an ExXDTA ACL RBC ratio, of 600%, the Realization
Threshold Limitation Table provides that the company cam,use, the thresholds of 3 years for
projected realization and 15% of adjusted capital andsutplus. The company expects to realize a
federal income tax benefit of $1,155,000 (85,500,000, X,21%)«in 20X3 through 20X5 related to
its reversing ordinary deductible temporary differenées andy$ 126,000 ($600,000 X 21%) in 20X3
through 20XS5 related to its reversing capital deductibleitemporary differences (through carryback
to 20X0-20X2).% The $1,281,000 amount ($1,155,000 + $126,000) must be reduced by the
$126,000 of admitted adjusted gross DTAs under) paragraph 11.a. to prevent double counting
of the same income tax benefit. Asgaresulty ABC has projected adjusted gross DTAs available
for admission under this componént of $1,155,000 ($1,281,000 — $126,000), all of which are
ordinary in tax character. However, 15% 0f adjusted capital and surplus is a limiting factor in
this example. As such, evemy though® ABC has sufficient sources of future taxable
income exclusive of reversing taxable temporary differences to realize a federal income
tax benefit of $1,155,000"%20%3 through 20X5 related to its reversing ordinary deductible
temporary differencesy admission of those temporary differences is limited to $1,050,000
($7,000,000 X 15%).

3. Paragraphyl1.c. calculation. ABC can admit $462,000 ($210,000 ordinary, $252,000
capital) of adjusted gross DTAs under paragraph 11.c. ABC has $1,827,000 of total adjusted
gross DTASs) available for admission under paragraph 11. These DTAs are made up of
$1,260,000%0rdinary DTAs and $567,000 of capital DTAs. To prevent double counting of
admitted adjusted gross DTAs, the $1,260,000 of ordinary DTAs must be reduced by the
$1,050,000 admitted under paragraph 11.b., leaving $210,000 for admission under paragraph
11.c. Likewise, the $567,000 of capital DTAs must be reduced by the $126,000 admitted under
paragraph 11.a., leaving $441,000 for admission under paragraph 11.c. There are $588,000 of
ordinary DTLs available to offset against the $210,000 of ordinary DTAs. There are $252,000 of

23 It should be noted that if ABC’s hypothetical 20X3 carryback was insufficient to fully offset all capital gain income in
20X0, the company would not be allowed to carryback any of the hypothetical loss from 20X4 or 20X5 to 20X0 per paragraph
11.a., as 20X0 is outside of the timeframe corresponding with capital loss carryback provisions for an insurance company.

24 If ABC would not have had sufficient hypothetical capital loss from 20X4 to carryback to 20X1, the company would not have
been able to carryback its hypothetical capital loss of $400,000 from 20X5 back to 20X1 pursuant to the applicable tax loss
carryback provisions.

25 Because ABC projects no capital gain income in 20X3 through 20X5, it is not able to realize a federal income tax benefit on
the remaining $300,000 of capital temporary differences reversing in that 3-year period.
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capital DTLs available to offset against the $441,000 capital DTAs. However, the tax character of
the DTAs and DTLs becomes a limiting factor for this component. While ordinary DTAs can be
offset against both ordinary and capital DTLs, the reverse is not allowed in the tax return (see
Question 4.13). Because ABC did not consider reversal of existing temporary differences in
determining that no valuation allowance was necessary for gross ordinary DTAs, it need not
consider reversal patterns of temporary differences for admission of ordinary DTAs in its
paragraph 11.c. calculation. On the other hand, because ABC was required to consider all four
sources of taxable income specified in paragraph 13 of SSAP No. 101(including future reversals
of existing taxable capital temporary differences) in establishing a valuation allowance for gross
capital DTAs, it is required to consider reversal patterns of temporary differences for admission
of capital DTAs in its paragraph 11.c. calculation, but this consideration does not require
scheduling beyond that required by paragraph 7.e. of SSAP No. 101 (again see Question 4.13). In
this situation, after the required consideration, ABC can admit $210,000 and_$252,000 of its
ordinary and capital DTAs, respectively.

4.19  Summary of ABC’s Admitted Gross DTA Calculation:

Ordinary Capital Total

Gross DTAs at Enacted Tax Rate $1,260,000 $735,000 $1,995,000

Less: Statutory Valuation Allowance $168,000 $168,000
Adjusted Gross DTAs at Enacted Tax Rate $1,260,000 $567,000 $1,827,000
Admitted Gross DTAs (paragraph 11.a.) 0 $126,000 $126,000
Admitted Gross DTAs (paragraph 11.b.) $1,0503000 0 $1,050,000
Admitted Gross DTAs (paragraph 11.c.) $210;000 $252,000 $462,000
Total Admitted Adjusted Gross DTAs $1/2605000 $378,000 $1,638,000

(sumof1l.a, 11.b.,and 11.c)

Nonadmitted Adjusted Gross DTAs 0 $239,000 $239,000
Admitted DTA $1,260,000 $378,000 $1,638,000
Gross DTL $(588.000) $(252.,000) $(840,000)

Net Admitted DTA/DTL $672,000 $126,000 $798,000
420  Facts:

Financial Guaranty or Mottgage Guaranty Non-RBC Reporting Entity Example

1. FinanCial, Guaranty Insurance Company DEF has the same facts as Life Insurance
Compafiy ABC except:
a. DEF is not an RBC reporting entity and therefore does not calculate an RBC

percentage. DEF is a financial guaranty insurer and has an EXDTA Surplus plus
Contingency Reserve/Required Aggregate Risk Capital ratio of 105%. This ratio
represents the sum of surplus to policyholders (excluding any admitted DTA
from 11.a.) plus contingency reserves divided by the minimum aggregate capital
required.

b. DEF reported $1,000,000 of taxable income and $210,000 of tax expense on its
20X1 federal income tax return. It has also projected taxable income of
$1,500,000 and $315,000 of federal income taxes for 20X2 that has been
reflected in its current statutory income tax provision calculation. DEF
recognized no capital gain income in 20X1 or 20X2, so all of its taxable income
in those years was ordinary in character. But DEF has $1,000,000 less deductible
capital temporary differences than ABC and so, after considering all four sources
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of taxable income specified in paragraph 13 of SSAP No. 101, DEF establishes
the same valuation allowance against gross capital DTAs as ABC. After the
valuation allowance, DEF has $357,000 ($2,500,000 gross capital DTAs x 21% =
$525,000 less $168,000 valuation allowance = $357,000) of adjusted gross
capital DTAs.

421  Calculation of DEF’s Admitted Adjusted Gross DTAs:

1. Paragraph 11.a. calculation. DEF can admit $525,000 ($210,000 + $315,000) of adjusted
gross DTAs under paragraph 11.a, all of which are ordinary in tax character.

a. As an entity taxed as a nonlife insurance company, DEF, unlike ABC, is
permitted to carry back ordinary tax losses. DEF first carries $1,000,000 of the
hypothetical net operating loss* of $2,000,000 from 20X3 back to 20X1
recovering $210,000 in taxes paid. The remaining $1,000,000 of the hypothetical
net operating loss ($2,000,000 — $1,000,000) is available for utilization in 20X2.

b. DEF would carry the remaining $1,000,000 of the hypothetical net operating loss
from 20X3 plus an additional $500,000 of the hypothetical net operating loss
from 20X4 back to 20X2 recovering $315,000.4n taxes projected to be paid.?’

2. Paragraph 11.b. calculation. DEF cannot admit any additional adjusted gross DTAs under
paragraph 11.b. Since DEF has an ExXDTA Surplus/Polieyholders and Contingency Reserves ratio
of 105%, the Realization Threshold Limitation Table provides that the company can use the
thresholds of 1 year for projected realization and 10% of adjusted capital and surplus. The
company expects to realize a federal income tax"benefitof $420,000 ($2,000,000 X 21%) in 20X3
related to its reversing deductible temporary ‘differences. The $420,000 amount must be reduced
by the $525,000 of admitted adjustedmgross DTAs under paragraph 1l.a. to prevent double
counting of the same income tax Benefit. ' DEF admitted $105,000 ($525,000 - $420,000) more
adjusted gross DTAs based on carryback of hypothetical net operating losses under paragraph
11.a. than is projected to be realized ‘within the 1- year applicable threshold limitation. As a
result, there is $0 of expectedtadditional reversing deductible differences available for admission
under paragraph 11.b.

3. Paragraph 11.¢, caleulation. DEF can admit $840,000 ($588,000 ordinary, $252,000
capital) of adjusted grossyDTAs under paragraph 11.c. DEF has $1,617,000 of total adjusted
gross DTAs available for admission under paragraph 11. These DTAs are made up of
$1,260,000 ordinary*DTAs and $357,000 of capital DTAs. To prevent double counting of
admittéd, adjusted gross DTAs, the $1,260,000 of ordinary adjusted gross DTAs must be
reduced by, the”$525,000 admitted under paragraph 11.a., leaving $735,000 for admission
under, paragraph 11.c. There are $588,000 of ordinary DTLs to offset against the $735,000 of
ordinary, DTAs. There are $252,000 of capital DTLs to offset against the $357,000 capital
DTAs. However, the tax character of the DTAs and DTLs must be considered as a potential
limiting factor for this component because while ordinary DTAs can be offset against both
ordinary and capital DTLs, the reverse is not allowed in the tax return (see Question 4.13). In
this situation, DEF can admit $588,000 and $252,000 of its ordinary and capital DTAs,

26 Tt should be noted that if DEF’s hypothetical 20X3 carryback was insufficient to fully offset all positive taxable income in
20X1, the company would not be allowed to carryback any of the hypothetical loss from 20X4 or 20X5 to 20X1 per paragraph
11.a., as 20X1 is outside of the timeframe corresponding with the tax loss carryback provisions for a non-life insurance company.

27 If DEF would not have had sufficient hypothetical NOL from 20X4 to carryback to 20X2, the company would not have been
able to carryback is hypothetical NOL of $2,000,000 from 20XS5 back to 20X2 as 20X2 is outside of the timeframe
corresponding with the tax loss carryback provisions for a nonlife insurance company.
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respectively.28 If DEF’s adjusted gross DTAs, after reduction for the amount of adjusted gross
DTAs admitted under paragraphs 11.a. and 11.b., were less than $840,000 in this example,
DEF would be limited to the balance of its adjusted gross DTAs in the paragraph 11.c.
calculation, subject to the rules of offset under existing enacted federal income tax laws and
regulations.

4.22  Summary of DEF’s Admitted Gross DTA Calculation:

Ordinary Capital Total
Gross DTAs at Enacted Tax Rate $1,260,000 $525,000 $1,785,000
Less: Statutory Valuation Allowance $168,000 $168,000
Adjusted Gross DTAs at Enacted Tax $1,260,000 $357,000 $1,617,000
Rate
Admitted Gross DTAs (paragraph 11.a.) $525,000 $0 $525,000
Admitted Gross DTAs (paragraph 11.b.) $0 0 $0
Admitted Gross DTAs (paragraph 11.c.) $588.000 $2525000 $840,000
Total Admitted Adjusted Gross DTAs $1,113,000 $252,000 $1,365,000
(sumofll.a, 11.b.,and 11.c)
Nonadmitted Adjusted Gross DTAs $147,000 $105:000 $352.,000
Admitted DTA $1,113,000 $252,000 $1,365,000
Gross DTL $(588,000) $(252,000) $(840,000)
Net Admitted DTA/DTL $525,000 $0 $525,000
423  Facts:

Other Non-RBC Reporting Entity Example

1. Title Insurance Company ‘GHI has the same facts as Life Insurance Company ABC
except:

a. GHI is not,a RBC reporting entity and therefore does not calculate a RBC
percentage. GHI is also not a financial guaranty or mortgage guaranty insurer. As
such, GHIvmust use the Other Non-RBC Reporting Entity Threshold Limitation
Table under paragraph 11.b.

b. GHI reported $1,000,000 of taxable income and $210,000 of tax expense on its
20X1 federal income tax return. It has also projected taxable income of
$1,500,000 and $315,000 of federal income taxes for 20X2 that has been
reflected in its current statutory income tax provision calculation. GHI
recognized no capital gain income in 20X1 or 20X2, so all of its taxable income
in those years was ordinary in character. But GHI has $1,000,000 less deductible
capital temporary differences than ABC and so, after considering all four sources
of taxable income specified in paragraph 13 of SSAP No. 101, GHI establishes
the same valuation allowance against gross capital DTAs as ABC. After the
valuation allowance, DEF has $357,000 ($2,500,000 gross capital DTAs x 21% =
$525,000 less $168,000 valuation allowance = $357,000) of adjusted gross
capital DTAs.

28 DEF’s required consideration of reversal patterns of temporary differences is the same as ABC’s. See Question 4.18.3.
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4.24  Calculation of GHI’s Admitted Adjusted Gross DTAs:

1. Paragraph 11.a. calculation. GHI can admit $525,000 ($210,000 + $315,000) of adjusted
gross DTAs under paragraph 11.a, all of which are ordinary in tax character.

a. As an entity taxed as a nonlife insurance company, GHI, unlike ABC, is permitted
to carry back ordinary tax losses. GHI first carries $1,000,000 of the hypothetical
net operating loss? of $2,000,000 from 20X3 back to 20X1 recovering $210,000 in
taxes paid. The remaining $1,000,000 of the hypothetical net operating loss
($2,000,000 — $1,000,000) is available for utilization in 20X2.

b. GHI would carry the remaining $1,000,000 of the hypothetical net operating loss
from 20X3 plus an additional $500,000 of the hypothetical net operating loss from
20X4 back to 20X2 recovering $315,000 in taxes projected to be paid.>

2. Paragraph 11.b. calculation. GHI can admit $630,000 of adjustéd“gross DTAs under
paragraph 11.b. Since GHI has an Adjusted Gross DTA to Adjusted Capital and Surplus ratio
of 15.6% ($1,092,000/$7,000,000), the Realization Threshold Limsitation“Fable provides that
the company can use the thresholds of 3 years for projected realization’and 15% of adjusted
capital and surplus. The company expects to realize a federalgncome tax benefit of $1,155,000
($5,500,000 X 21%) in 20X3 through 20X5 related togits reversing deductible temporary
differences. The $1,155,000 amount must be redueed by thez$525,000 of admitted adjusted
gross DTAs under paragraph 11.a. to prevent double Ceunting of the same income tax benefit.
As a result, GHI has projected adjusted gross DTAs%available for admission under this
component of $630,000 ($1,155,000 — $525,000), all, of which is ordinary in tax character.
15% of adjusted capital and surplus ($7,0004000 X%15% = $1,050,000) is not a limiting factor
in this example. As such, admission of gevefsing deductible temporary differences that are
projected to be realized during 20X 3sthrough 20X5 is $630,000.

3. Paragraph 11.c. calculationy GHL can admit $357,000 ($105,000 ordinary, $252,000
capital) of adjusted gross DTAs undengparagraph 11.c. GHI has $1,617,000 of total adjusted
gross DTAs available for admission under paragraph 11. These DTAs are made up of
1,2608,000 ordinary DTAS%andy$357,000 of capital DTAs. To prevent double counting of
admitted adjusted gross \DTAs, the $1,260,000 of ordinary adjusted gross DTAs must be
reduced by the $525,000“admitted under paragraph 11.a. and the $630,00 admitted under
paragraph 11.bgdeaving $105,000 for admission under paragraph 11.c. There is $588,000 of
ordinary DTLs ‘available to offset against the $105,000 of ordinary DTAs. There is $252,000
of capital DTLs'to offset against the $357,000 capital DTAs. Accordingly, the tax character of
the DTAs and DTLs becomes a limiting factor for this component. While ordinary DTAs can
be offset against both ordinary and capital DTLs, the reverse is not allowed in the tax return
(see Question 4.13). In this situation, GHI can admit $105,000 and $252,000 of its ordinary
and capital DTAs, respectively'.

29 1t should be noted that if GHI’s hypothetical 20X3 carryback was insufficient to fully offset all positive taxable income in
20X1, the company would not be allowed to carryback any of the hypothetical loss from 20X4 or 20X5 to 20X1 per paragraph
11.a., as 20X1 is outside of the timeframe corresponding with the tax loss carryback provisions for a non-life insurance company.

30 If GHI would not have had sufficient hypothetical NOL from 20X4 to carryback to 20X2, the company would not have been
able to carryback is hypothetical NOL of $2,000,000 from 20X5 back to 20X2 as 20X2 is outside of the timeframe corresponding
with the tax loss carryback provisions for a nonlife insurance company.

31 GHI’s required consideration of reversal patterns of temporary differences is the same as ABC’s. See Question 4.18.3.
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4.25  Summary of GHI’s Admitted Gross DTA Calculation:
Ordinary Capital Total
Gross DTAs at Enacted Tax Rate $1,260,000 $525,000 $1,785,000
Less: Statutory Valuation Allowance $168,000 $168,000
Adjusted Gross DTAs at Enacted Tax Rate $1,260,000 $357,000 $1,617,000
Admitted Gross DTAs (paragraph 11.a.) $525,000 $0 $525,000
Admitted Gross DTAs (paragraph 11.b.) $630,000 0 $630,000
Admitted Gross DTAs (paragraph 11.c.) $105.000 $252,000 $357.000
Total Admitted Adjusted Gross DTAs $1,260,000 $252,000 $1,512,000
(sumof1l.a, 11.b.,and 11.c)
Nonadmitted Adjusted Gross DTAs $0 $105.,000 $352.000
Admitted DTA $1,260,000 $252,000 $1,512,000
Gross DTL $(588,000) $(252.000) $(840,000)
Net Admitted DTA/DTL $ 672,000 $0 $672,000

4b. Q — How is the ExXDTA ACL RBC ratio calculated? [Paragraph 11:b.i.]

426 A — The December 31 ExXDTA ACL RBC ratio is calculated, in‘the same manner as in the ACL
RBC Ratio computed in the Annual RBC Report, where Total, Adjusted Capital (TAC) is divided by ACL
RBC. However, for purposes of paragraph 11.b.i., TAC doesynotyinclude any DTAs of the reporting
entity. The ACL RBC would be the amount calculated in theeAnnual RBC Report.

4.27  The interim period (March 31, June 30, and September 30) ExXDTA ACL RBC ratio calculation is
discussed in 4.29-4.33.

4.28  For all companies, the TAC will include current period capital and surplus, excluding any DTAs
of the reporting entity. Other TAC adjustments are/dependent on whether the company is a Life, P&C or
Health insurer.

4.29  For life companies, the AVR adjustment is calculated as a required part of the development of
capital and surplus each quarter and isione of the major adjustments to TAC (added back to surplus). As
noted on the illustrative intefimTAC calculation in 4.33 for life companies, there are other TAC
adjustments such as subsidiaries™dividend liabilities, etc., that are drawn from the quarterly statement.

430 For P&C andsHealth,companies, except for the AVR and life subsidiaries’ dividend liability
amounts (both of which are only applicable to P&C companies with life subsidiaries), which are readily
available on the quartersthe prior year’s annual TAC adjustments should be used in the current quarter’s
TAC calculationmThe P&C and Health interim TAC illustrations in 4.33 provide example details of
various interimyRBC TAC adjustments.

431 The ACL RBC used for the interim RBC calculation is the ACL RBC from the most recently
filed annual statement for the most recent calendar year. For example, for June 30, 20X3, the ACL for the
interim RBC calculation is taken from the 20X2 RBC Report based on the 20X2 annual statement.

432  In most instances, the prior year’s annual ACL RBC will suffice. A company should only revise
its interim ACL RBC for a material change in its risk profile when requested to do so by its domiciliary
state or subject to domiciliary state approval.
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4.33  The above principles are illustrated below:

Interim Life RBC Example

Based on the 2018 Life RBC Report page LR033

Capital and Surplus
Adjustments:
AVR
Dividend Liability
Sub AVR
Sub Dividend Liability
P&C Non-Tabular Discounts
and/or Alien Insurance
Subsidiary: Other
Hedging Fair Value
Adjustment
Credit for Capital Notes
Total Adjusted Capital (TAC)

Less: Deferred Tax Asset
TAC ExDTA
Authorized Control Level
RBC

SOURCE OF THE DATA
P3,L38
P3,1L24.01

P3, L6.1, L6.2 in part
P3, L24.01 of subs

P3, L6.1, L6.2 in part of subs

P&C Subs P3, L1 & L3
in part

Company Records
P3,L24.11

5-Year Historical Data,
P22, C1, L30

P2,C3,L18.2

5-Year Histori_cal—Data_

Total Adjusted Capital ExXDT A/Authorized _Control_Lgve_l RBC

*ACL RBC amount for interim pefiod i_s_the 12/31/20X2 amount

Interim P&C RBC Exampleﬁ

(Based on the 2018 P&CRBC R_eport page PR026

Capital and_Surplus_

Adjustments:
Non-Tabular Discount-Losses

Non-Tabular Discount-Expense

Discount on Medical Loss
Reserves Reported as Tabular
in Schedule P

© 1999-2024 National Association of Insurance Commissioners

SOURCE OF THE DATA

P3,C1, L37
(Ann. & Qtrly. Stmt.)

SCHEDULE P P1-SUM
C32,L12
(Ann. Stmt. Only)
SCHEDULE P P1-SUM
C33.L12
(Ann. Stmt. Only)
Company Records

101-34
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Reported
12/31/20X2

$1,800,000,000

60,000,000
0
5,000,000

0

118651000,000

190,000,000

Interim Period
3/31/20X3

$1,700,000,000
65,000,000

0

4,500,000

0

0

0

0
1,769,500,000

200,000,000

$1,675,000,000

$175,000,000

957%

Reported
12/31/20X2

$850,000,000

(800,000)

(60,000)

$1,569,500,000

$175,000,000*

897%

Interim Period
3/31/20X3

$765,000,000

(800,000)

(60,000)
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Discount on Medical Expense
Reserves Reported as Tabular
in Schedule P

P&C Subs Non-Tabular
Discount-Losses

P&C Subs Non-Tabular
Discount-Expenses

P&C Subs Discount on Medical
Loss Reserves Reported as
Tabular in Schedule P

P&C Subs Discount on Medical
Expense Reserves Reported as
Tabular in Schedule P

AVR - Life Subs

Dividend Liability - Life Subs

Total Adjusted Capital

Less: Deferred Tax Asset

Total Adjusted Capital ExXDTA

Authorized Control Level Risk-
Based Capital

Total Adjusted Capital ExDTAL

Authorized Control Level
Risk-Based Capital

*ACL RBC amognt_fgr in_ﬁerirn period is the 12/31/20X2 amount

Interim Health RBC Example

(Based on the 2018 Health RBC Report page XR024

Capital and Surplus

Adjustments:

AVR - Life Subs

Dividend Liability — Life Subs
Tabular Discounts — P&C subs
Non-Tabular Discounts — P&C
Subs
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Company Records 0 0
SCHEDULE P P1-SUM 0 0
C32,L12
(Ann. Stmt. Only)
SCHEDULE P P1-SUM 0 0
C33,L12
(Ann. Stmt. Only)
Subs' Company Records 0 0
Subs' Company Records 0 0
y I . . LN
Subs P3, C1, L24.01 5,000,000 6,000,000
(Ann. & Qtrly. Stmt.) v N\
Subs P3 C1 L6.1 +L6.2 0% 0
(Ann. & Qtrly. Stmt.) & N
5-Year Historical Data : 854,140,000 770,140,000
P17, C1, L28 "
(Annual/Current calc.
onQtr) . _ 4
P2,C3,L18.2 |
(Ann. & Qtrly. Stmt.) " 82,000,000 72,000,000
PR026 (Annual RBC 772,140,000 698,140,000
Report/Curterit
Calc. on Qtr.)
54Year Historical Data 171,000,000 171,000,000*
P17, C1, L29 (Annual)
452% 408%
Reported Interim Period
SOURCE OF THE DATA 12/31/20X2 3/31/20X3
P3,C3,L33 $850,000,000 $765,000,000
(Ann. & Qtrly. Stmt.)
Subs’ Company Records 0 0
Subs’ Company Records 0 0

Subs’ Company Records 0 0
Subs’ Company Records
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Total Adjusted Capital 5-Year Historical Data 850,000,000 765,000,000
P28, C1, L14 (Annual/
Current calc. on Qtr.)

Less: Deferred Tax Asset P2,C3,L18.2
(Ann. & Qtrly. Stmt.)

82,000,000 72,000,000
Total Adjusted Capital ExXDTA XR 24 (Annual RBC 768,000,000 693,000,000
Report/Current
Calc. on Qtr.)
Authorized Control Level Risk-  5-Year Historical Data 171,000,000 171,000,000*
Based Capital P28, C1, L15 (Annual)
Total Adjusted Capital ExDTA/ 449% 405%
Authorized Control Level Risk- |
Based Capital

*ACL RBC amount for interim period is the 12/31/20X2
amount

4c. Q — What is meant by the phrase “an amount that is ne greater than”? [Paragraph 11.b.ii.]

434 A — As discussed in question 4.11 the amount of admiitted adjusted gross DTAs under paragraph
11.b.1. is also limited to an amount that is no greater tham’ the,applicable percentage of statutory capital
and surplus test specified in paragraph 11.b.ii. For pusposes,of this test, statutory capital and surplus as
shown on the statutory balance sheet of the reperting entity for the current period’s statement filed with
the domiciliary state commissioner is adjusted_to excludesany net DTAs, EDP equipment and operating
system software and any net positive goodwill.

435  The phrase “an amount that is no greater than” in paragraph 11.b.ii. allows an entity to utilize an
amount lower (e.g., from the reporting entity’s most recently filed statement) than what would be allowed
if it utilized the amount of statutoryeapital and surplus adjusted to exclude any net DTAs, EDP
equipment and operating system (software and any net positive goodwill as required to be shown on the
statutory balance sheet of the repotting/'entity for the current period’s statement filed with the domiciliary
state commissioner. This ability te utilize a lower amount is for administrative ease if a reporting entity’s
surplus is increasing.

436  For example, at 12/31/20X2 if adjusted capital and surplus is $100M and at 9/30/20X2 it was
$80M, the entity may utilize the $80M amount from the prior quarter.

437  If instead 12/31/20X2 adjusted capital and surplus were $60M, the entity may not utilize the
$80M amount from the prior quarter as that would overstate the limitation under paragraph 11.b.ii.

438 If at 12/31/20X2 an entity’s adjusted capital and surplus was initially determined to be $150M,
the entity can still utilize that amount under paragraph 11.b.ii., if there is a late accounting adjustment that
increases that amount to $160M.

Sa. Q — How is the timing of reversals of temporary differences and carryforwards determined
for SSAP No. 101 purposes? [Paragraphs 7, 11.a., 11.b.i. and 12.a.]
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5.1 A — The timing of temporary difference reversals is critical in determining the amount of
admitted adjusted gross DTAs. Determining the reversal of temporary differences impacts the adjusted
gross DTA admitted pursuant to paragraphs 11.a., 11.b.i. and potentially 11.c. of SSAP No. 101. For
purposes of paragraph 11.c., determining the reversal of temporary differences is necessary only to the
extent required by paragraph 7.e. as discussed in Question 4.13.

5.2 Paragraph 12.a. of SSAP No. 101 states that “For purposes of paragraph 11.a., existing temporary
differences that reverse during a timeframe corresponding with IRS tax loss carryback provisions, not to
exceed three years, shall be determined in accordance with paragraphs 228 and 229 of FAS 109.” The
timing of reversals of temporary differences and carryforwards for purposes of paragraph 11.b. of SSAP
No. 101 shall be determined under similar principles.

5.3 Paragraph 228 of FAS 109 states, in pertinent part, that “[t]he particular years in which temporary
differences result in taxable or deductible amounts generally are determined by the timing of.the recovery
of the related asset or settlement of the related liability.” Question 1 of the FASB’s Special Report on
Statement 109 provides additional guidance on scheduling. It defines “scheduling? as the analysis
performed to determine the pattern and timing of the reversal of temporaryqdifferences. The FASB’s
Special Report also provides certain scheduling guidelines to be followed;. including the need for the
method employed to be systematic and logical, that a consistent methodybe used for each category of
temporary differences, and that a change in the method used be cémsidered a change in accounting
principle.

5.4 Assume Company A purchases its only asset for $1,0005an%asset that is admissible for statutory
accounting purposes and depreciated over five years on a straight-line basis. Assume also that the asset is
depreciated over seven years for tax purposes using the“Modified Accelerated Cost Recovery System
(MACRS). The following table summarizes the statutory andtaX basis of the asset at the end of each year.

Deductible/
(Taxable)
Statutory Statutory Tax Temporary
Year Cost Depreciation Basis Depreciation = Tax Basis Difference
1 $1,000 $200%, $800 $143 $857 $57
2 - L 200, 600 245 612 12
3 - 2 200, 400 175 437 37
4 - ,. 200 200 125 312 112
5 -0 200 - 89 223 223
6 y_QVv - - 89 134 134
7 s & Y - - 89 45 45
8 - - - 45% - -

5.5 At the'end of year one, the Company would conclude that $45 ($57 - $12) of the $57 outstanding
deductible temporary difference would reverse within one year, leaving a temporary difference of $12 at
the end of year two. However, for computing a two or three-year reversal, the Company would not project
a reversal of the temporary difference by the end of year three or four as the deductible temporary
difference is scheduled to increase (from $12 to $37 and from $37 to $112, respectively). If the Company
had decided to sell the asset in year two, it may be appropriate to conclude that the outstanding deductible
temporary difference of $57 would reverse in year two.

32 Due to the mid-year convention applicable to most asset acquisitions for tax purposes, the asset is treated as acquired in mid-
year, meaning that a seven (7) year asset is depreciated over eight (8) tax years.
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5.6 A similar rationale would apply in the instance of a nonadmitted asset. Assume the same facts as
aforementioned, except that the asset is nonadmitted for statutory accounting purposes. The results are
summarized in tabular form below.

Deductible/

Statutory (Taxable)

Charge to Statutory Tax Temporary

Year Cost Surplus Basis Depreciation = Tax Basis Difference
1 $1,000 $1,000 - $143 $857 $857
2 - - - 245 612 612
3 - - - 175 437 437
4 - - - 125 312 312
5 - - - 89 223 a 223
6 - - - 89 134 I L 134
7 - - - &9 45w, N 45
8 - - - 45 -3 -

5.7 In this example, the Company has a steady decline in the deductible temporary difference that is
not complicated by competing depreciation regimes. This is due to the fact that the Company took the
large surplus charge when the asset was nonadmitted, thereby creating a‘significant deductible temporary
difference. The Company would project a $245 temporary difference reéversal in year two (from $857 to
$612), a $175 temporary difference reversal in year three (from $612/to $437), and a $125 temporary
difference reversal in year four (from $437 to $312). Although the,Company will take income statement
charges for depreciation on the nonadmitted asset, the statitory‘basis is nonetheless zero from the moment
the asset was nonadmitted. Future statutory depreciation deductions will not impact the statutory basis
and have no impact on the analysis.

5.8 The above examples assume a single asset. However, the analysis becomes more complicated
when the Company has hundreds or thousands of assets within its fixed asset pool. In this instance, it is
expected that management will make its best'estimate of the expected reversal pattern determined in a
manner consistent with the grouping for measurement (see question 2 for more discussion about

grouping).

59 As indicated above, the timing of the reversal of a particular balance sheet item will depend on
the expected recovery of the related asset and liability. For example, the temporary difference associated
with property & casualtyyloss reserves would be expected to reverse in a manner consistent with the
payout pattern (‘“development?) of the underlying loss reserves. Historical loss development triangles may
be useful in substantiating a reversal pattern. For instance, assume Company A writes two types of
property and casualty policies: auto liability and workers’ compensation. The following table details the
components-of thesstatutory and tax reserves for Company A as of December 31, 20X2.%

Private Pa;senger Temporary
Auto Liability Statutory Reserves Tax Reserves Difference

AY +0 $1,000 $900 $100

AY +1 850 690 160

AY +2 700 580 120

AY +3 550 490 60

AY +4 400 385 15

AY +5 300 275 25

AY +6 200 175 25

AY +7 100 90 10

33 Under current tax law, the loss payment period extends for more years, but the concepts illustrated herein are unchanged.
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AY +8 80 75 5
AY +9 70 65 5
Prior 50 45 5
Total $4,300 $3,770 $530
Workers’ Temporary
Compensation Statutory Reserves Tax Reserves Difference
AY +0 $1,000 $825 $175
AY +1 900 800 100
AY +2 850 770 80
AY +3 790 695 95
AY +4 725 610 L15
AY +5 695 600 L 05
AY +6 655 575 )
AY +7 605 545 T 460
AY + 8 575 505 4 _J: .70
AY +9 550 495 55
Prior 505 450 N ) 55
Total $7,850 $6,870 $980

5.10  One option in analyzing the reversal of the temporary ‘difference would be to calculate the
historical loss development patterns for the two lines of business by accident year for each year in the
applicable reversal period. By applying these development patterns to the individual temporary
differences, the Company could estimate the expectedreversal of the temporary difference as a whole for
each year in the applicable reversal period.

5.11  Another option would be to apply the average development factor by line of business to each
reserve for each year in the applicable reversal‘périod. If the average one-year development factor for all
accident years for auto liability and Workers’ compensation were 70% and 35%, respectively, the one-
year temporary difference reversalwouldibe $371 ($530 x 70%) for auto liability and $343 ($980 x 35%)
for workers’ compensation. The 'same approach could be used in determining the reversal for any other
year in the applicable reversal period®

5.12  The temporary difference related to property and casualty unearned premiums is typically twenty
pereent£20%) of thefoutstanding statutory unearned premium reserve. If a company issues only one-year
policies, it is reasonable to assume that the entire temporary difference will reverse in one year. If a
company wieites multi-year contracts, management will be required to estimate the percentage of the
unearned premium that will be earned within each year of the applicable reversal period and apply these
percentages to the outstanding temporary difference.

5.13  The reversal of the temporary difference related to life insurance reserves may require actuarial
assistance, normally involving anticipated development of the statutory and tax reserves for policies
issued prior to the end of the current reporting year. In computing the anticipated development, it would
be expected that reasonable assumptions be used, which may include cash-flow modeling of the entity’s
reserves. Deferred acquisition costs on life insurance policies are amortized over prescribed periods
pursuant to federal tax law. The amortization schedules should provide management with the ability to
estimate the reversal for each year in the applicable reversal period with reasonable accuracy.

5.14  For those temporary differences that do not have a defined reversal period, such as unrealized
losses on common stock or deferred compensation liabilities, management will need to determine when
the temporary difference is “expected” to reverse. For instance, assume a company has an unrealized loss
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of $200 in its equity portfolio and that, on average, the portfolio turns over twenty-pereent{20%?) per year.
It would be appropriate for the company to conclude that $40 of the temporary difference will reverse in
each year in the applicable reversal period. When determining when the temporary difference would be
“expected” to reverse, management should normally consider events that are likely to occur using
information, facts and circumstances in existence as of the reporting date. The estimates used in this
circumstance should not be extended to other tests of impairment. For instance, when the entity assumed
a 20% turnover in its equity portfolio, it is not involuntarily required to record an impairment in
accordance with paragraph 4811 of SSAP No. 30R—Unaffiliated Common Stock.

5.15 In summary, the methodology used to develop the reversal pattern should be consistent,
systematic, and rational. Although consistency is encouraged, business conditions may dictate that certain
factors be given more or less weight than in previous periods. Factors to be considered include historical
patterns, recent trends, and the likely impact of future initiatives (without regard to future originating
temporary differences). For instance, if a company has migrated to a more efficient claimsymanagement
system, outstanding reserves may be settled more quickly than historical payment pattetns may indicate.
A company that expects to enter into a loss portfolio transfer reinsurance transaction should consider the
implications of that treaty in determining the reversal of the loss reserve temporary difference.

5b. Q - How should future originating differences impact the scheduling of temporary
difference reversals during the applicable period? [Paragraphs 11.a; 11.bi., 11.c. and 12.a]

5.16 A — Future originating differences, and their subsequent réversals, are considered in assessing the
existence of future taxable income. However, they should not impactithe scheduling of existing temporary
difference reversals during the applicable period. Paragraph 229 of EAS 109 provides the following:

229.  For some assets or liabilities, temporary differences may accumulate over several years
and then reverse over several years. That ‘patternh is common for depreciable assets. Future
originating differences for existing depreciable asséts and their subsequent reversals are a factor
to be considered when assessinghe likelihoed of future taxable income (paragraph 21(b)) for
realization of a tax benefit for existing deductible temporary differences and carryforwards.

6. Q — What is meant by the phrase “expected to be realized”? [Paragraph 11.b.i.]

6.1 A — A reporting entity cadlculates the amount of its adjusted gross DTAs and gross DTLs under
paragraph 7 using the enacted tax rate. The amount of adjusted gross DTAs and gross DTLs is not
recalculated under paragraph 11y The purpose of paragraph 11 is to determine the amount of adjusted
gross DTAs that can be admitted in the reporting period.

6.2 An excerpt Of SSAP No. 4 — Assets and Nonadmitted Assets indicates:

2. Forypurposes of statutory accounting, an asset shall be defined as: probable3* future
economic benefits obtained or controlled by a particular entity as a result of past transactions or
events.

6.3 The phrase “expected to be realized” encompasses a reasonable expectation as to the value of the
DTAs consistent with SSAP No. 4. This means that if a reporting entity’s management expects that
deductible temporary differences that reverse in the applicable period will produce a federal income tax
benefit at a rate that is lower than the enacted rate, the expected rate should be taken into consideration in
the determination of the amount of admitted adjusted gross DTAs under paragraph 11.b.i. In other words,
available evidence causes the reporting entity to expect the asset to be realized at less than the enacted

34 FASB Statement of Financial Accounting Concepts No. 6, Elements of Financial Statements (CON 6) states, “Probable is used
with its usual general meaning, rather than in a specific accounting or technical sense (such as that in FASB Statement No. 5,
Accounting for Contingencies, par. 3), and refers to that which can reasonably be expected or believed on the basis of available
evidence or logic but is neither certain nor proved.”

© 1999-2024 National Association of Insurance Commissioners 101-40 Page 777 of 2278



Income Taxes SSAP No. 101

rate. In such cases, it would not be appropriate to calculate the amount of admitted adjusted gross DTAs
under paragraph 11.b.i. on the basis of reversing deductible temporary differences at the enacted tax rate.

6.4 The following examples illustrate situations where the amount of admitted adjusted gross DTAs
under paragraph 11.b.i. would be less than the adjusted gross DTAs calculated using deductible
temporary differences reversing in the applicable period at the enacted income tax rate. The approach in
these examples is to determine the tax savings that the company would expect to realize from its reversing
deductible temporary differences. This is accomplished through a calculation of the company’s income
tax liability “with and without” these temporary differences. It is assumed that in these examples there are
no prudent and feasible tax-planning strategies that would cause the entity to expect the asset to be
realized at a rate different than that presented in the examples.

Example I:

6.5 BCBS is a Blue Cross/Blue Shield Organization that expects to fully offset its regular taxable
income with available section 833 (b) deductions in 20X2. Prior to considering the Section 833 (b)
deduction, BCBS projects $8,000,000 of taxable income in 20X3, which includes $3,000,000 of reversing
deductible temporary differences that were part of its def erred inventory at 12/31/X2. The Company’s
ExDTA ACL RBC percentage is 250% and therefore it is required to useftheone-year applicable period
under paragraph 11.b.i.

Without Rever;iné | With Reversing
20X3 Temporary Differences Temporary Differences

Taxable Income Before 833(b) $11,000,000 $11,000,000
Reversing Temporary Differences % WO (3,000,000)

Net 11,0005000 8,000,000

Section 833 (b) Deduction (1.1,0004000) (8,000,000)

Taxable Income y L 9Co 0

Tax Uy 0 0

6.6 BCBS has a 0% effective tax rate on taxable income in 20X3lts regular taxable income is $0,

both “with and without” the $3,000,000, reversing deductible temporary differences since the section
833 (b) deduction changes by an equal amount. Therefore, BCBS would admit zero adjusted gross
DTAs under paragraph 11.b.i.,\beforesreduction for any adjusted gross DTAs admitted under paragraph
11.a. The unused amount of adjusted gross DTAs related to the 21% rate differential under paragraph
11.b.i. would be taken inte account under paragraph 11.c. as part of the amount of adjusted gross DTAs,
after reduction for adjustedigross DTAs admitted under paragraphs 11.a. and 11.b., that can be offset
against existingygross DTLs. The same approach would be used in 20X4 and 20X5 if the Company
instead qualified fox thethree-year applicable period under paragraph 11.b.i.

Example 2:

6.7 ABC, a company taxed as a nonlife insurance company, is projecting an income tax loss in
20X3 of $20,000,000, which includes $5,000,000 of reversing deductible temporary differences that were
part of its deferred inventory at 12/31/X2. ABC expects to pay $0 federal income taxes in 20X3 as a result
of its tax loss. The Company’s ExXDTA ACL RBC percentage is 250% and therefore, it is required to use
the one-year applicable period under paragraph 11.b.i.
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Without Reversing With Reversing Temporary
20X3 Temporary Differences Differences
Taxable Income (Loss) ($15,000,000) ($15,000,000)
Reversing Temporary Differences (5,000,000)
Taxable Income (Loss) (15,000,000) (20,000,000)
Tax 0 0

6.8 In 20X3, ABC expects to realize no tax benefit related to the $5,000,000 of reversing deductible
temporary differences since they simply increase the amount of an NOL. Its expected income tax rate for
20X3 would be 0% and ABC would have $0 admitted adjusted gross DTAs under paragraph 11.b.i.
However, if some or all of the reversing temporary differences could be absorbed in the carryback period,
ABC would have an admitted adjusted gross DTA under paragraph 11.a.3 The adjusted gross DTAs of
$1,050,000 ($5,000,000 x 21%), related to ABC’s reversing temporary differencesgmwould also be
available as part of its total adjusted gross DTAs, after reduction for adjusted gross DTAs admitted under
paragraphs 11.a. and 11.b., that can be offset against gross DTLs in the paragraph L4#€xcaleulation.

6.9 If a company qualified to utilize the three-year applicable period under paragraph 11.b.i. and
within that applicable period forecasted a taxable loss in one or more of the yearstand taxable income in
the other years, the loss may be utilized in determining the with and without calculation. This loss
utilization must be within the applicable period and would be limited to‘the amount allowed to be carried
back or carried forward under applicable tax law.

7. Q — SSAP No. 101 provides that a reporting entity may admit deferred tax assets in an
amount equal to federal income taxes paid in prior{years that can be recovered through loss
carrybacks for existing temporary differences that reverse during a timeframe corresponding with
IRS tax loss carryback provisions, not to exceed three*years, including any amounts established in
accordance with the provisions of SSAP No. SRyas deScribed in paragraph 3.a. of this statement
related to those periods. What is the meaning of the'term “taxes paid”? [Paragraph 11.a.]

7.1 A — Under paragraph 11.a. of SSAPWNof 101, the term “taxes paid” means the total tax (not
including interest and penalties), that was or will be reported on the reporting entity’s federal income tax
returns for the applicable carryback pesiod including any amounts established in accordance with the
provision of SSAP No. SR agrdescribed in paragraph 3.a. of SSAP No. 101 related to those periods. If a
federal income tax return in the applicable carryback period has been amended, or adjusted by the IRS,
“taxes paid” would reflect the impact of the amended tax return, or settlement with the IRS.

7.2 In applying the,term ~‘taxes paid” to a reporting entity that is party to a consolidated federal
income tax retugn, the term “taxes paid” means the total federal income tax that was paid, or is expected
to be paid to the, common parent of the reporting entity’s affiliated group, in accordance with the
intercompany taxmsharing agreement, with respect to the income tax years included in the applicable
carryback peried. “Taxes paid” includes amounts established in accordance with the provision of
SSAP No. 5R as"described in paragraph 3.a. of SSAP No. 101 related to those periods, including current
federal income taxes payable (i.e., accrued in the entity’s financial statements) related to the applicable
carryback period. The ability of the reporting entity to recover (through loss or credit carrybacks) taxes
that were paid to its common parent is generally governed by the terms and provisions of the affiliated
group’s intercompany tax sharing or tax allocation agreement.

7.3 For purposes of paragraphs 7.1 and 7.2, “taxes paid” includes both regular tax and alternative
minimum tax for taxable years beginning before January 1, 2018. For taxable years beginning after

35 For purposes of determining the amount of admitted adjusted gross DTAs under paragraph 11.a., ABC would look to the
amount of existing temporary differences that reverse during a timeframe corresponding with the tax loss carryback provisions
allowed by the applicable tax law, in this case 2 years, notwithstanding that it is limited to a one-year applicable period for
purposes of paragraph 11.b.1.
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December 31, 2017, the applicable carryback periods are two years for ordinary losses for entities taxed
as nonlife insurance companies, and three years for capital losses for entities taxed both as nonlife and life
insurance companies. Entities taxed as life insurance companies are not permitted to carryback ordinary
losses arising in tax years after 2017.

8. Q - How is a company’s computation of adjusted gross and admitted adjusted gross
deferred tax assets impacted if it joins in the filing of a consolidated federal income tax return?
[paragraphs 7, 11, 12 and 16]

8.1 A — For purposes of determining the amount of DTAs and the amount admitted under paragraph
11, the calculation should be made on a separate company, reporting entity basis. Under paragraph 7, a
reporting entity’s gross deferred tax assets and liabilities are determined by identifying its temporary
differences. These temporary differences are measured using a “balance sheet” approach by comparing
statutory and tax basis balance sheets for that entity. Once a reporting entity determine$ itsygross DTAs,
they are reduced for any statutory valuation allowance adjustment that may be necessaryyto determine the
adjusted gross DTAs. The amount of adjusted gross DTAs that are admitted is deferminedrin accordance
with paragraph 11.

8.2 Under paragraph 11.a., an entity shall determine the amount of “federaliincome taxes paid in prior
years that can be recovered through loss carrybacks for existing temporary differences that reverse during
a timeframe corresponding with IRS tax loss carryback provisionsynot,to exceed three years.” Such
amount shall include any amounts established for tax loss contingencies in accordance with paragraph 3.a.
Consistent with guidance promulgated in other EAIWG interpretationis, a reporting entity that files a
consolidated federal income tax return with its parent shouldtlook te the amount of taxes it paid (or were
allocable to it) as a separate legal entity in determining the‘admitted adjusted gross DTAs under paragraph
11.a. Furthermore, the admitted adjusted gross DTAsunder paragraph 11.a. may not exceed the amount
that the entity could reasonably expect to have refunded by/its parent (paragraph 12.c.). The taxes paid by
the reporting entity represent the maximum IDTAs, that fay be admitted under paragraph 11.a., although
the amount could be reduced pursuant to the group’s tax allocation agreement.

8.3 The amount of admitted adjusted gross¥DTAs under paragraph 11.b.i. is limited to the amount
that the reporting entity expects to realize within the applicable period (refer to the 11.b.i. column of the
applicable Realization Threshold Eimitation Table in paragraph 11.b.) following the balance sheet date on
a separate company basis. The entity must estimate its separate company taxable income and the tax
benefit that it expects to receiverfromreversing deductible temporary differences in the form of lower tax
payments to its parent. If the reporting entity has reversing adjusted gross DTAs during the applicable
period for which it does notiexpect to realize a benefit under paragraph 11.b. on a separate company basis,
the reporting entity ¢annot admit an amount related to such DTAs under paragraph 11,b., even though the
reporting entity may be paid a tax benefit for such items pursuant to its tax allocation agreement.

8.4 The following examples reflect this analysis and assume that the surplus limitation of paragraph
11.b.1i. is not applicable:

Example 1:

8.5 Assume Company A, an entity taxed as a nonlife insurance company, joins in the filing of a
consolidated federal income tax return. Consolidated taxes paid in prior carryback years total $150, of
which Company A paid $100. Company A has existing temporary differences that reverse by the end of
the second calendar year following the balance sheet date® that, on a separate company reporting entity

36 Corresponds to the timeframe permitted by the Internal Revenue Code for carrybacks of tax losses for a nonlife
insurance company. For tax years beginning after 2017, entities taxed as life insurance companies are not permitted to carry back
ordinary tax losses. However, entities taxed both as life insurance and nonlife insurance companies are permitted to carry back
capital losses three taxable years. Accordingly, if this example involved a capital loss, it could apply either to an entity taxed as a
life insurance company or as a nonlife insurance company.
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basis and following the applicable carryback provisions of the Internal Revenue Code for each year in
which temporary differences reverse, would give rise to a tax recovery of $125.

8.6 Under paragraph 11.a., Company A could record an admitted DTA of $100, equal to the taxes it
paid. Due to the consolidated return filing, the $100 admitted under paragraph 11.a. could only be
admitted provided this amount could reasonably be expected to be refunded by the parent [paragraph
12.c.] and would be available pursuant to a written income tax allocation agreement [paragraph 16.b.].
Additionally, assume Company A’s EXDTA ACL RBC exceeds 300%, and that it expects to realize $175
from 3 years of DTA reversals, based on its separate company analysis. A 3-year period is applicable for
paragraph 11.b.i., notwithstanding that only 2 years of DTA reversals may be taken int account under
paragraph 11.a. due to tax limitations on operating loss carrybacks. In such case, Company A could admit
an additional $75 under paragraph 11.b.i. ($175 less the $100 admitted under paragraph 11.a.).

Example 2:

8.7 Assume the same facts as in Example 1, except consolidated taxes paid i prier carryback years
that could be recovered are $70 and, pursuant to a written income tax allocation agreement, taxes
recoverable through loss carrybacks may not exceed consolidated taxes paidiin prier carryback years.

8.8 In this situation, Company A would admit a DTA of $70 undergparagraph 11.a. (recoverable taxes
limited to consolidated taxes paid which could be refunded by the parent). In addition, $105 ($175-$70)
of DTA may be admitted under paragraph 11.b.i., on thegbasis of Company A’s separate company
estimated taxable income and temporary differences that are expected.to be realized within the applicable
3-year period following the balance sheet date.

Example 3:

8.9 Parent Company P files a consolidated federalsincome tax return with its nonlife insurance
subsidiaries, R, S and T. Assume consolidated taxes that could be recovered through loss carryback total
$450. However, in the prior carryback yearsy$200 was paid by each of the subsidiaries, R, S and T. The
difference between the amount paid by the subsidiaries ($600) and the amount available through loss
carryback ($150) is attributable to interest expense incurred by Company P. Pursuant to the group’s
written income tax allocation agreementyin the case of loss carrybacks, taxes recoverable are limited to
the consolidated taxes paid in thelcarryback years.

8.10  Because the adjusted gross DTA admitted under paragraph 11.a. for each reporting entity cannot
exceed what each entity‘paid and could reasonably be expected to be refunded by P, no more than $450 in
total may be admitted by, thesSubsidiaries (under paragraph 11.a.). If the adjusted gross DTA associated
with the subsidiaries’ temporary differences that reverse in the 11.a. period exceed the $450 of taxes
recoverable_through 108§ carryback on a consolidated basis, the adjusted gross DTA admitted by the
insurance subsidiaries’ under paragraph 11.a. should be allocated among the subsidiaries, consistent with
the principles of.its written income tax allocation agreement. This allocation would, in most instances, be
based on each subsidiary’s share of reversing temporary differences.

8.11  Under paragraph 11.c., an entity may admit its adjusted gross DTAs, after application of
paragraphs 11.a. and 11.b., based upon offset against its own existing gross DTLs and not against gross
DTLs of other members of the affiliated or consolidated group.

9a. Q — Current income taxes are defined by paragraph 3.a. to include tax loss contingencies for
current and all prior years, computed in accordance with SSAP No. SR, including the modifications
in paragraphs 3.a.i, 3.a.ii. and 3.a.iii. How does the modification provided in paragraph 3.a.iii.
impact the calculation of the tax contingencies recorded?
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9.1 A — Paragraph 3.a.iii. provides the following rule: If the estimated tax loss contingency is greater
than 50% of the tax benefit originally recognized, the tax loss contingency recorded shall be equal to
100% of the original tax benefit recognized.

9.2 For example, assume that a company claimed a deduction in its current year federal income tax
return that resulted in a $100 permanent tax benefit37. Management must assume that the tax position
will be examined by a taxing authority that has full knowledge of all relevant information (paragraph
3.a.ii.). In addition, management has determined that the probability of a liability is more likely than not
(a likelihood of more than 50% pursuant to paragraph 3.a.i.) and that the liability can be reasonably
estimated. Management’s best estimate of the loss of the tax benefit is $40 (an amount not greater than
50% of the tax benefit originally recognized). Under these facts, the company would establish a current
tax liability in the amount of $40, increasing its current income tax expense by $40.

DR Current income tax expense $40
CR Liability for current income tax $40
93 Assume the same facts as 9.2, except that management determinés the best estimate of the

liability to be $60 (an amount greater than 50% of the tax benefit originally recorded). Under paragraph
3.a.iii., the company would be required to record a tax contingency ofy$100%ffsetting the entire original
tax benefit recorded. Under these facts, the company would establishsa current tax liability in the amount
of $100, increasing its current income tax expense by $100.

DR Current income tax expense $100
CR Liability for current income tax $100
9b. Q — What impact, if any, does the inclusioen of tax contingencies as a component of current

income taxes have on the determination of deferrediincome taxes? [Paragraph 3.c.]

9.4 A — The purpose of this interpretationtis t0 address when such contingencies should be “grossed-
up” and reflected in the calculation of both statutory current and deferred federal income taxes.

9.5 Gross deferred tax agsetsfand liabilities are determined in accordance with paragraph 7 of SSAP
No. 101 and reflect the change§ initemporary differences considered in estimating taxes currently payable
and are manifested in the enterptise’s tax basis balance sheet. If gross tax loss contingencies associated
with temporary differences have been included in taxes currently payable, a corresponding adjustment
must be made to thestax basis balance sheet used in the determination of gross deferred tax assets and
liabilities. Deferred(tax assets and liabilities are not adjusted for tax contingencies not associated with
temporary differences (€. permanent differences).

9.6 For example, assume that a company determines, in accordance with SSAP No. 5R, including the
modifications in‘paragraph 3.a. of SSAP No. 101, a tax loss contingency is required to be established for
a $100 deduction claimed in a prior year federal income tax return. Assuming a 21% tax rate, the
company would establish a current tax liability in the amount of $21, increasing its current income tax
expense by $21.

DR Current income tax expense $21

CR Liability for current income tax $21

37 The treatment of tax contingencies related to temporary differences is discussed in Question 9b.
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9.7 If the $100 deduction was associated with a temporary difference such as reserves, the company
would make a corresponding adjustment to deferred taxes. The company would increase its gross deferred
tax asset for reserves by $21 to reflect the future tax benefit associated with that reserve deduction. Any
gross deferred tax asset recorded would still be subject to the admissibility requirements of paragraph 11.

DR Gross deferred tax asset $21
CR Change in net deferred tax (surplus) $21
9.8 If the $100 deduction was associated with a permanent item such as meals and entertainment

expenses, the company would make no corresponding adjustment to the deferred tax assets.

9.9 In determining the timing of when a tax loss contingency for a temporary item should be grossed
up, paragraph 3.c. of SSAP No. 101 provides the following guidance:

3.c. In determining when tax loss contingencies associated with temporary,differences should
be included in current income taxes under Paragraph 3.a., and therefore included in deferred taxes
under paragraph 7, a reporting entity is not required to “gross-up™4its current’and deferred taxes
until such time as an event has occurred that would cause a re-evaluation of the contingency and
its probability of assessment, e.g., the IRS has identified the item asyone which may be adjusted
upon audit. Such an event could be the reporting entity’s (or its affiliate or parent in a
consolidated income tax return) receipt of a Form 5701 Proposed Audit Adjustment, or could
occur earlier upon receipt of an Information Document®Requests At such time, the company must
reassess the probability of an adjustment, reasonablyate-estimate the amount of tax contingency as
determined in accordance with paragraph 3.a., make any necessary adjustment to deferred taxes,
and re-determine the admissibility of any adjusted gross deferred tax asset as provided in
paragraph 11.

10a.  Q - If the reporting entity adjusts the amount of regular taxable income and capital gains
reported on a prior year income tax return from the amount originally determined for financial
reporting purposes, how is the effect of the change reported in the current year? [Paragraph 19]

10.1 A — Paragraph 19 of SSARaNo.“101 indicates that “income taxes incurred or received during the
current year attributable to prior years)shall be allocated, to the extent not previously provided, to net
income in accordance with¢ SSAP, No. 3—Accounting Changes and Corrections of Errors unless
attributable, in whole or in part, to, realized capital gains or losses, in which case, such amounts shall be
apportioned between netincome and realized capital gains and losses, as appropriate”. Paragraph 19 also
indicates that incom¢™ taxesuncurred are to be allocated to ordinary income and realized capital gains
consistent withparagraph 38 of FAS 109. Paragraph 38 of FAS 109 provides, in general, that the portion
of the total income, taX”expense remaining after allocation to ordinary income would be allocated to
realized capital gains or losses.

10.2  In accordance with paragraph 19, the amount of additional federal income taxes incurred in the
current year with respect to the prior year would be allocated between ordinary income and realized
capital gain items. The amount of additional federal income tax expense allocated to ordinary income
should be determined by comparing the amount of additional tax expense actually incurred to the amount
of tax expense that would have been incurred had the adjustment to ordinary income been zero (a “with
and without” computation). The remaining amount of additional federal income tax expense would then
be allocated to realized capital gains. The amounts of additional federal income tax expense allocated to
ordinary income and realized capital gains would be included in the current period’s federal income tax
expense and not as a direct adjustment to surplus.

10.3  As an example, assume Company X files its 20X1 federal income tax return and reports
$1,000,000 of taxable income comprised of $800,000 of ordinary income and $200,000 of capital gain
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income. Since the company is subject to taxation at a 21%-pereent tax rate on all its income, it incurred
federal income tax expense of $210,000. In preparing its 20X1 statutory income tax provision, the
company estimated that its liability for 20X1 federal income tax would be $147,000 based on $600,000 of
ordinary income and $100,000 realized capital gains.

10.4  In determining the amount of “income taxes incurred” for its 20X2 financial statement, Company
X must include the additional $63,000 of income tax expense incurred on its 20X1 federal income tax
return ($210,000 actual tax incurred less $147,000 originally reported) in net income for 20X2 pursuant to
paragraph 19 of SSAP No. 101 and not as a surplus adjustment. The $63,000 additional expense would
be allocated to federal income taxes on net income and realized capital gains and losses as follows:

Total additional income tax expense $63,000
Tax expense allocated to operations ($200,000 additional income x 34%) 42,000
Tax expense allocated to realized gains $215000

The tax expense allocated to operations was determined as follows:

Total recomputed tax expense X _—$2 10,000
Tax expense with only capital gain changes 77 168,000
Tax expense allocated to operations Q1 $42,000

10.5  For all purposes of computing and allocating federal ingome,taxes between operations and capital
gains and losses, the character of the income or loss item as determined for statutory accounting purposes
should be followed. Thus, if an income item is treated asia capital gain for statutory accounting purposes
but as ordinary income for tax purposes, the federalsincome, tax allocable to such income would be
considered tax expense attributable to capital gains.

10b. Q — What is meant by the phrase_in paragraph 18 “a reporting entity’s unrealized gains and
losses shall be recorded net of any allocated DTA or DTL”? [Paragraph 18]

10.6 A — Pursuant to Paragraph 18 6f SSAP*No. 101, a reporting entity’s unrealized gains and losses
shall be recorded net of any allocatedyDTA or DTL in accordance with paragraph 35 of FAS 109.
Paragraph 35 of FAS 109 indicatés thag income taxes incurred are to be allocated between various items,
including gains from operation$ and items charged or credited directly to shareholders’ equity, such as the
change in unrealized gains and losses.

10.7  To the extentagreporting entity’s admitted DTA or its DTL changes during the year, the portion
of such change allo¢able to changes in unrealized gains and losses during the year should be determined.
The portion so allocable would be reported with, and netted against, the related change in unrealized gains
and losses feported.as,a component of changes in surplus. The remaining portion of the change in DTA or
DTL allocableyto other temporary differences should be reported as a separate component of changes in
surplus and/or change in nonadmitted assets.

10.8  For example, assume the reporting entity has DTAs of $1,000 relating to temporary differences
other than unrealized losses, and a $100 DTL relating to unrealized gains as of the beginning of the year.
Since the entity is subject to tax at 21%-pereent and all of its DTAs are expected to reverse within one
year, the entity recorded a $900 net admitted DTA as of the beginning of the year.

10.9  During the current year, the DTAs relating to temporary differences other than unrealized losses
did not change, but the DTL relating to the entity’s unrealized gains increased by $100 (unrealized gains
increased by $476 during the year). As a result, the amount of the entity’s net admitted DTAs decreased
by $100.
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10.10 Pursuant to paragraph 18 of SSAP No. 101, the $100 decrease in the DTA during the year is to be
allocated between changes attributable to temporary differences other than unrealized gains and losses
and those attributable to unrealized gains and losses. Since the DTA relating to temporary differences
other than unrealized gains and losses did not change during the year, the entire decrease is allocable to
the change in unrealized gains. Therefore, the $100 decrease is to be allocated and netted against the $476
change in unrealized gains reported in change in surplus, resulting in a $376 net increase in surplus
relating to its unrealized gains. If a portion of the unrealized loss DTA is determined to be nonadmitted,
that amount is not recorded separately from the operating differences DTA. The change in the total
nonadmitted DTA from period to period is recorded in surplus as a Change in Nonadmitted Assets.

11. Q — How are current and deferred income taxes to be accounted for in interim periods?
[Paragraphs 12.d. and 20]

11.1 A — In setting forth the methodology for the computation of current income tages(income taxes
incurred) in interim periods, paragraph 20 states:

20. Income taxes incurred in interim periods shall be computed using an jestimated annual
effective current tax rate for the annual period in accordance with the methedology described in
paragraphs 19 and 20 of Accounting Principles Board Opinion“WNo. 28, Interim Financial
Reporting. Estimates of the annual effective tax rate at the end, of¥interim periods are, of
necessity, based on estimates and are subject to subsequent refinement or revision. If a reliable
estimate cannot be made, the actual effective tax rate, for the ‘year-to-date may be the best
estimate of the annual effective tax rate. If an insureris,unable to estimate a part of its “ordinary”
income (or loss) or the related tax (or benefit) but is @therwise able to make a reliable estimate,
the tax (or benefit) applicable to the item that cannet be estimated shall be reported in the interim
period in which the item is reported.

11.2  As aresult, to the extent a reliable estimate, can’be made of an expected annual effective tax rate,
reporting entities should apply this rate to netrii€omeibefore federal and foreign income taxes, in the case
of property and casualty insurers and health insurers, and net income and realized capital gains before
federal and foreign income taxes in the case of life insurers. If a reliable estimate of the expected annual
effective tax rate cannot be made, reporting entities should compute current and deferred taxes at interim
reporting dates using the most reliable information that is available.

11.3  The following examplestillustrate the estimation process for income taxes incurred using the
estimated annual effective rate:

Projected statutory net income™ for current year $10,000,000
Estimated anngal pexmanent differences (2,800,000)
Estimated annual temporary differences: 2,000,000
Projected,taxable income for current year $9,200,000
Projected federal tax for current year (at 21%) $1,932,000
Estimated annual effective tax rate 19.322%

38 For all examples in Question 11, statutory net income represents operating and capital gain income before federal and foreign
income taxes.
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11.4  As a result, assuming that during the calendar year the reporting entity’s expectations as to its
statutory and taxable income do not change, income tax incurred will be recorded on a quarterly basis as
follows:

Statutory Income Taxes
Quarter Income (Loss) Incurred
1 $(2,000,000) $(386,400)
2 4,000,000 772,800
3 6,000,000 1,159,200
4 2,000,000 386,400
Total $10,000,000 $1,932,000

11.5  If the reporting entity’s expectations as to its statutory and taxable income change in the second
quarter so that it expects that its annual effective rate will increase from 19.32%gt0e, 20%, it will
record income taxes incurred in the second quarter of $786,400 (cumulative statutory ingome-at end of the
second quarter of $2,000,000 at 20% or $400,000 less $386,400 tax benefit recorded imfirss,quarter).

11.6  Asnoted above, life insurers must estimate their annual effective tax ratéyandwecord income taxes
incurred based on net income and realized capital gains before federal and foreign income taxes. With
regard to intraperiod tax allocation, paragraph 19 states in relevant part;

19. Income taxes incurred shall be allocated to net income“and realized capital gains or
losses in a manner consistent with paragraph 38 of FAS, 109.

11.7  As aresult of the above and where the reporting entity expects realized capital gains or losses for
the annual period, income taxes incurred must be allocated using a “with and without” methodology to
net income before taxes and realized capital gains (see/Question’10.4 for further discussion).

11.8  An example of this “with and without?methodology is as follows:

Projected statutory net income for current year / $10,000,000
Realized gains included above o ) (1,000,000)

A 9,000,000
Estimated annual permanent diffeteneest, (2,800,000)
Estimated annual temporary différences: 2,000,000
Projected ordinary taxable income for current year $8,200,000
Projected ordinary federél tax for'current year (at 21%) $1,722,000
Projected capital gaindfederal tax for current year (at 21%) 210,000
Projected totalfederal tax for current year $1,932,000
Estimated ordinaty anmual effective tax rate ($1,722,000 / $9,000,000) 19.13%
Estimated eapitalsgain annual effective tax rate ($210,000 / $1,000,000) 21.0%
Estimated totalannual effective tax rate ($1,932,000 / $10,000,000) 19.32%

11.9  As a result, assuming that during the calendar year the reporting entity’s expectations as to its
statutory and taxable income (including the amounts of ordinary and capital income) do not change,
income tax incurred will be recorded on a quarterly basis as follows:

Ordinary Income Capital Income Ordinary Taxes Capital Taxes

Quarter (Loss) (Loss) Incurred Incurred
1 $(1,000,000) $(1,000,000) $(191,333) $(210,000)
2 3,000,000 1,000,000 573,999 210,000
3 5,000,000 1,000,000 956,667 210,000
4 2,000,000 0 383,667 0
Total $9,000,000 $1,000,000 $1,722,000 $210,000
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11.10 With respect to the recording of deferred taxes on an interim basis paragraph 12.d. states:

12.d. The phrases “reverse during a timeframe corresponding with IRS tax loss carryback
provisions, not to exceed three years,” “realized within one year of the balance sheet
date” and “realized within three years of the balance sheet date” are intended to
accommodate interim reporting dates and reporting entities that file on an other than
calendar year basis for federal income tax purposes.

11.11  When considered in the context of paragraph 20, this paragraph requires the use of the annual
effective rate when determining deferred taxes at an interim reporting date. As such, a reporting entity’s
admitted adjusted gross DTAs are determined in accordance with paragraph 11 by reference to the
adjusted gross DTAs that will reverse each year in the applicable period. Note however, that due to the
inherent unpredictability, and general inability to project changes in capital gains and losses on a quarter
by quarter basis, the deferred tax implications of the changes in unrealized gains and desses should be
recorded on a discrete period basis (i.e., based on the change in the amounts on a¢quarter, by quarter
basis). For example, in determining its admitted adjusted gross DTAs at March 3d5,20X2, the reversal
period referred to above is calendar years 20X3, 20X4 and 20X5 (i.e., expeéted ladjusted gross DTAs at
December 31, 20X2 that are expected to reverse in 20X3, 20X4 and 20X5).

11.12  This methodology is illustrated by the following example:

In this example, XYZ Co. is a nonlife insurance company® thag has aytwoesyear carryback potential and
also has an ExXDTA ACL RBC percentage of 700%.

Projected statutory net income for 20X3 Vv ' $10,000,000
Estimated annual permanent differences: - N (2,800,000)
Estimated annual temporary differences: @ 2,000,000
Projected ordinary taxable income for current yeary, $9,200,000
Temporary differences at December 31, ZT)XQ: : $5,000,000
Estimated temporary differences at Deiember 3_1, 20X3: $7,000,000
Taxable income in carrybaclg)eri)d (?gxe_s paid at 21%):

Year ended December 313,20X 2,000,000 (420,000)

Year ended December 31, 20X2 3,000,000 (630,000)

Year ended December 31, 20X3 $9,200,000 ($1,932,000)

Note: Year ended December 31, 20X3 taxable income and taxes paid considered in the calculation of its
interim tagraccruals, are based on the reporting entity’s estimate of its annual taxable income and taxes
to be paid. This amount may differ from the quarterly federal income tax estimates it expects to make

during the year:
Reversing Period
20X3 20X4 20X5
December 31, 20X2 Temporary difference reversals: $2,000,000  $1,500,000 $1,500,000
20X4 20X5 20X6
December 31, 20X3 Temporary difference reversals: $3,000,000  $2,000,000 $2,000,000

3 Please note the results in this example could be different if XYZ Co. was a life insurance company because, under current
Federal income tax law, life insurance companies are not permitted to carry back net operating losses. In such case, XYZ would not
admit any deferred tax assets under paragraph 11.a. However, if XYZ were able to admit deferred tax assets for all of its 20X3-
20X5 temporary difference reversals at December 31, 20X2 and for all of its 20X4-20X6 temporary difference reversals at
December 31, 20X3 under paragraph 11.b. (based on adequate sources of projected taxable income in those reversal periods),
then the results in this example would be unchanged.
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Admitted deferred tax assets at December 31, 20X2:
Paragraph 11.a.

20X1 $2,000,000

20X2 1,500,000

3,500,000
Taxes paid at 21% $735,000
Paragraph 11.b. 315,000
Paragraph 11.c. 0
Total admitted $1,050,000

Note: The recovery of federal income taxes paid in prior years under paragraph 11.a. is calculated in
this example by carrying back 20X3’s temporary difference reversals of $2,000,000 to offset 20X1’s
taxable income of $2,000,000; then carrying back 20X4’s temporary difference reversals of $1,500,000
to offset 81,500,000 of 20X2’s taxable income of $3,000,000 XYZ’s projected taxableyincome for 20X3
(39,200,000) is more than adequate to allow the remaining $315,000 of the $1,050,000 expected to be
realized from temporary difference reversals in 20X3-20X5 ($5,000,000%21% ==81,050,000) to be
recognized under paragraph 11.b.

Admitted deferred tax assets at December 31, 20X3:
Paragraph 11.a.

20X2 o W %7$3,000,000

20X3 w & 2,000,000

Phe B\ 5,000,000
Taxes paid at 21% o ( o $1,050,000
Paragraph 11.b. . 420,000
Paragraph 11.c. 4 A N 0
Total admitted $1,470,000

Note: The recovery of federal income taxes paid in prior years under paragraph Il.a. is
calculated in this example by carryingyback 20X4’s temporary difference reversals of $3,000,000 to
offset 20X2’s taxable incomeof $3,000,000; then carrying back 20X5’s temporary difference
reversals of $2,000,00 to offset 32,000,000 of 20X3’s taxable income. It is assumed for this example
that XYZ has more than adequate amounts of projected income for 20X4-20X6 to allow the
remaining $420,000 of the $1,470,000 expected to be realized from temporary difference reversals in
20X4-20X6 ($7,0000000.x 249 = $1,470,000) to be recognized under paragraph 11.b.

Total estimated?e(ig?al faxes for 20X3:

Income taxes incurred (current tax) ($9,200,000 X 21%) $1,932,000
Change,in deferred tax ($1,050,000 — $1,470,000) (420,000)
$1,512,000

11.13 As a result of the above, the annual effective tax rate for current and deferred income taxes is as
follows:

Current ($3,220,000/$10,000,000) 19.32%
Deferred (($700,000)/$10,000,000) (4.2)%
Total annual effective rate 15.12%
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Statutory Income Income Taxes
Quarter (Loss) Incurred Deferred Taxes
1 $(2,000,000) $(386,400) $84,000
2 4,000,000 772,800 (168,000)
3 6,000,000 1,159,200 (252,000)
4 2,000,000 386,400 (84,000)
Total $10,000,000 $1,932,000 $(420,000)

11.14 To the extent that a reporting entity’s estimated year end* admitted adjusted gross deferred tax
assets are limited by its surplus pursuant to paragraph 11.b.ii., the annual effective deferred tax rate must
be adjusted to consider the impact of this limitation on a quarterly basis.

12. Q — How do you present deferred taxes in the Annual Statement? [Paragraphs 8, 18, 21-28
and 36]

12.1 A — This answer is divided into three different parts.

Unrealized Capital Gains and Losses

12.2  SSAP No. 101 paragraph 18 states:
14. In accordance with paragraph 35 of FAS 109, a‘reporting entity's unrealized gains and
losses shall be recorded net of any allocated DTA or, DTk« The amount allocated shall be
computed in a manner consistent with paragraph,38‘%f FAS)109.

12.3  The following illustrates the presentation of suc¢h requirement in the annual statement:

Hllustration A Assumptions.

12.4  Entity grouped its investments in a reasonable and consistent manner and calculated the following
gross amounts attributable to appreciation and‘depreciation in the fair value of its common stocks during
20X2 (see question 2 regarding grouping of assets and liabilities for measurement):

b Tax Effected
AU Gross Carrying Value  Rate DTA (DTL)
Common stock carrying value 1/1/X2 $800,000
Unrealized (loss) A ($714,286) 21% $150,000
Unrealized gain = ¢~ %, 571,429 21% (120,000)
Net (loss) gaiffy, . (142,857) $30,000
Common stock catrying value 12/31/X2 $657,143

12.5  The journal entries need to present unrealized losses and gains net of tax are:

12/31/X2 DR | Change in unrealized capital gains and losses $142,857
CR  Common stock ($142,857)
Recognition of net depreciation in FV of common stock

12/31/X2 DR | Deferred tax asset $150,000
CR | Deferred tax liability ($120,000)
CR | Change in deferred income taxes ($30,000)

Recognition of gross deferred tax amounts

40 In the previous example, year-end is December 31, 20X3.
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12/31/X2 DR | Change in deferred income taxes $30,000
CR | Change in unrealized capital gains and losses ($30,000)
Reclass tax effect of net unrealized loss per paragraph 18 of SSAP No. 101
12.6  Condensed 12/31/X2 Balance Sheet:
LIABILITIES, SURPLUS
ASSETS 20X2 20X1 AND OTHER FUNDS 20X2 20X1
Common Stock $657,143 = $800,000 Surplus:
Net deferred tax asset 30,000 Beginning of year $800,000
Change in UNL (112,857
Total Assets $687,143  $800,000 Liabilities & Surplus $6875143 $800,000

Annual Statement Presentation

12.7  In accordance with SSAP No. 101, DTAs and DTLs shall be offset and ‘presented as a single

amount on the statement of financial position. The following illustrates this, requircment:
Hllustration B Assumptions.

12.8  The entity had the following balances:

/X2 v 12/31/X2 Change
Gross DTA $2005000 $510,000 $310,000
Statutory Valuation Allowance Adjustment 0 10,000 10,000
Adjusted Gross DTA % 200,000 500,000 300,000%
DTA Nonadmitted 4 ‘ 25,000 150,000 125,000
Admitted Adjusted Gross DTA G l 175,000 350,000 175,000
Gross DTL N A 100,000 200,000 100,000
Net Admitted Adjusted Gross DTA 4 $75,000 $150,000 $75,000
Current FIT Recoverable 7%, $18,000 $20,000 $2,000
12.9  Ilustrative 12/31/X2 Balance*Sheet for [llustration B:
ASSETS N Current Year Prior Year
1 2 3 4
Net Admitted
Nonadmitted Assets Net Admitted
A Assets Assets (Cols. 1-2) Assets

Current Federal and foreign income tax

recoverable and interest thereon $20,000 $0 $20,000 $18,000
Net deferred tax asset $300,000 $150,000 $150,000 $75,000

41 Computed at $142,857 (total change in UNG/UNL) - $30,000 tax effect.

4 Includes $30,000 resulting from net unrealized losses as shown in Illustration A. As such the change in net deferred income
taxes at 12/31/X2 is $170,000 ($300,000 (gross change in DTA) — $100,000 (gross change in DTL) — $30,000 reclass to net

unrealized capital gains (losses)).

© 1999-2024 National Association of Insurance Commissioners 101-53

Page 790 of 2278



SSAP No. 101 Statement of Statutory Accounting Principles

12.10 TIllustrative 12/31/X2 Income Statement for I1lustration B:

STATEMENT OF INCOME (P/C) 1 2
SUMMARY OF OPERATIONS (Life & Health)

STATEMENT OF REVENUES AND EXPENSES (Health) Current Year Prior Year
Gains and (losses) in surplus

Change in net unrealized capital gains (losses) less capital gains tax of $112,857

$30,000

Change in net deferred income tax $170,000

Change in nonadmitted assets ($125,000)

12.11 Tllustrative 12/31/X2 Exhibit of Nonadmitted Assets for Illustration B:

1 2 3
w Changes for Year
End of Current End of (Increase)
Year Prior Y'ear Decrease
Net deferred tax asset $150,000 . 525,000 ($125,000)
Total $150,000 . "$25,000 ($125,000)

Hllustration C Assumptions:

12.12 The entity had the following balances (1/1/X2 balanges catried forward from Illustration B):

_/11X2 12/31/X2 Change
Gross DTA ~ (..$200,000 $510,000 $310,000
Statutory Valuation Allowance Adjustment ‘ 0 10,000 10,000
Adjusted Gross DTA & 200,000 500,000 300,000+
DTA Nonadmitted N J( 25,000 150,000 125,000
Net Admitted Adjusted Gross DTA \ 175,000 350,000 175,000
Gross DTL ' 100,000 200,000 100,000
Net Admitted Adjusted Gross DTA™N, "\, $75,000 $150,000 $75,000
Current FIT Liability A $7,000 $12,000 $5,000

12.13 Illustrative 12/31/X2 Balance Sheet for Illustration C:

ASSETS | [ \ Current Year Prior Year
1 2 3 4
Net Admitted
Nonadmitted Assets Net Admitted
Assets Assets (Cols. 1-2) Assets
Net deferred tax asset $300,000 $150,000 $150,000 75,000
LIABILITIES, SURPLUS AND OTHER FUNDS 1 2
Current Year Prior Year
Current Federal and foreign income taxes (including $0 on $12,000 $7,000

realized capital gains (Losses))

43 Includes $30,000 resulting from net unrealized losses as shown in [llustration A. As such the change in net deferred income
taxes at 12/31/X2 is $170,000 ($300,000 (gross change in DTA) — $100,000 (gross change in DTL) — $30,000 reclass to net
unrealized capital gains (losses)).
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12.14 TIllustrative 12/31/X2 Income Statement for Illustration C:

STATEMENT OF INCOME (P/C) 1 2
SUMMARY OF OPERATIONS (Life & Health)

STATEMENT OF REVENUES AND EXPENSES (Health) Current Year Prior Year
Gains and (losses) in surplus

Change in net unrealized capital gains (losses) less capital gains $112,857 0
tax of $30,000

Change in net deferred income tax $170,000 0
Change in nonadmitted assets ($125,000) 0

12.15 TIllustrative 12/31/X2 Exhibit of Nonadmitted Assets for Illustration C:

F <

1 2 3
| Changes for
| Year
End of Current End of (Increase)
Year . Prior Year Decrease
Net deferred tax asset $150,000 » 525,000 ($125,000)
Total $150,0007%, /"$25,000 ($125,000)

Notes to the Financial Statements Disclosures:

12.16 SSAP No. 101 paragraphs 21-28 include extensive disclosure requirements. Although some of
these amounts are presented on the face of the finaneial statements or in schedules or exhibits to the
annual statement, they will be included in the®Notesgsto ithe Financial Statements both in the annual
statement and in the annual audited financial statements.

12.17 This section provides specific examples that illustrate the disclosures required in SSAP No. 101.
The formats in the illustrations are not requirements. Some of the disclosure paragraphs of SSAP No. 101
are not specific as to whether the entity should disclose the nature of certain items or whether the entity
should disclose specific amounts. /Fhe illustrations included herein use a combination of each method.
The NAIC encourages a format that provides the information in the most understandable manner in the
specific circumstances. The dollowing illustrations are for a single hypothetical insurance enterprise,
referred to as AlphaBeta Property & Casualty Insurance Company. All of the disclosures would be
completed in the year-endyannual statement and audited statutory financial statements.

12.18 Selected, AlphaBeta P/C Company Financial Data at December 31, 20X2 (Balance Sheet
information carried,forward from Illustration B):

ASSETS A Current Year Prior Year
1 2 3 4
Net
Admitted Net
Nonadmitted Assets Admitted
Assets Assets (Cols. 1-2) Assets

Current federal and foreign income tax
recoverable and interest thereon $20,000 $0 $20,000 $18,000
Net deferred tax asset $300,000 $150,000 $150,000 $75,000
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1 2
CAPITAL AND SURPLUS ACCOUNT Current Year Prior Year
Change in net unrealized capital gains (losses) less capital gains ($112,857) 0
tax of $30,000
Change in net deferred income tax $170,000 0
Change in nonadmitted assets ($125,000) 0
1 2 3
Changes for
Year

End of End of (Increase)
EXHIBIT OF NONADMITTED ASSETS Current Year Prior Year Decrease
Net deferred tax asset $150,000 $25,000 g™, ($125,000)
STATEMENT OF INCOME 77N 20X2

UNDERWRITING INCOME « S }
Premiums earned ¥ N\ $5,250,000
DEDUCTIONS: A
Losses incurred A ___'_ 3,550,000
Loss adjustment expenses incurred & 7 N 1,750,000
Other underwriting expenses incurred R U 525,000
Net underwriting gain (loss) A O (575,000)
INVESTMENT INCOME
Net investment gain (loss) - QW 1,350,000
OTHER INCOME

Total other income . 125,000
Net income before dividends to policyholdersyafter capital gains tax and 900,000
before all other federal and foreign incomeitaxes |
Dividends to policyholders ) W 200,000
Net income, after dividends to policyholders, after capital gains tax and before 700,000
all other federal and foreign income,taxes
Federal and foreign incomegaxes incutred 220,000
Net income $480,000

Paragraph 22 Illustration:

12.19 The cofaponents of the net DTA recognized in the Company’s Assets, Liabilities, Surplus and

Other Funds are asifollows:

12/31/20X2 12/31/20X1

Change

Ordinary | Capital | Total | Ordinary | Capital | Total |Ordinary| Capital | Total

Gross Deferred Tax Assets $375,000 $135,000 $510,000 $93,0005107,000 $200,000%$282,000 $28,0005310,000
Statutory Valuation Allowance 0 10,000 10,000 0 0 0 0 10,000 10,000
Adjustments

Adjusted Gross Deferred Tax Assets 375,000 125,000 500,000 93,000 107,000 200,000 282,000 18,000 300,000
Deferred Tax Assets Nonadmitted 150,000 0 150,000 20,000 5,000 25,000 130,000 (5,000) 125,000
Subtotal Net Admitted Deferred Tax Asset 225,000 125,000 350,000 73,000 102,000 175,000 152,000 23,000 175,000
Deferred Tax Liabilities 21,000 179,000 200,000 15,000 85,000 100,000 6,000 94,000 100,000

Net Admitted Deferred Tax Asset/(Net $204,000 ($54,000) $150,000, $58,000 $17,000 $75,000$146,000
Deferred Tax Liability)

Admission Calculation Components
SSAP No. 101 (Paragraph 11)

($71,000) $75,000
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12/31/20X2 12/31/20X1 Change
Ordinary | Capital | Total | Ordinary | Capital | Total |Ordinary| Capital | Total
a. Federal Income Taxes Paid In Prior,  $85,000 $5,000 $90,000 $45,000 $5,000 $50,000 $40,000 0 $40,000
Years Recoverable Through Loss
Carrybacks.

b. Adjusted Gross Deferred Tax Assets 50,000 10,000 60,000 13,000 12,000 25,000 37,000 (2,000) 35,000
Expected To  Be  Realized
(Excluding The Amount Of
Deferred Tax Assets From a, above)
After Application of the Threshold
Limitation. (The Lesser of b.i. and
b.ii. Below)
i. Adjusted Gross Deferred Tax NA NA 60,000 NA NA 25,000 NA NA 35,000
Assets Expected to be Realized
Following the Balance Sheet
Date. Vo N
ii. Adjusted Gross Deferred Tax NA NA| 900,000 NA NA  750,0001 NA, NA 150,000
Assets Allowed per Limitation |
Threshold. |
c. Adjusted Gross Deferred Tax 90,000 110,000, 200,000 15,000 85,000‘ 100,000,4775,000 25,000 100,000
Assets (Excluding the Amount Of ‘
Deferred Tax Assets From a. and b.
above) Offset by Gross Deferred
Tax Liabilities.

Deferred Tax Assets Admitted as the $225,000 $125,000$350,000 _ $73,0005102,000 $175,000$152,000 $23,0005175,000
result of application of SSAP No.
101.Total (a. +b. + c.) O N\ L

20X2 20X1 XX\ 7

Percentage | Percentage
Ratio Percentage Used to Determine 600% 500%
Recovery  Period and  Threshold

Limitation Amount* P o N | A
Amount of Adjusted Capital and Surplus $6,000,000($5,000,00
Used to Determine Recovery Period And 0
Threshold Limitation*®

The Company’s tax-planning strategies include thé_use of reinsurance-related tax-planning strategies.

Impact of Tax Planning Strategies (. | 12/31/20X2 | 12/31/20X1 | Change |
Ocdinary =~ Capital = Total |Ordinary Capital Total  Ordinary Capital Total
h. Percent Percent Percent*® Percent Percent Percent Percent Percent Percent

Adjusted Gross DTAs (% »of Total 6% 7% 13% 7% 7% 14% -1% 0% -1%
Adjusted Gross DTAs) — O .

Net Admitted Adjusted Grgss DTAs (% of 14% 15% 29% 15% 15% 30% -1% 0% -1%
Total Net Admitted, Adjusted Gross

DTAs)

Paragraph 23 lllustration:

12.20 The Company has not recognized a deferred tax liability of approximately $30,000 of foreign
withholding taxes for the undistributed earnings of its 100%—pereent owned foreign subsidiaries that
arose in 20X2 and prior years because the Company does not expect those unremitted earnings to

4 Disclose the ratio used by the reporting entity from the applicable Realization Threshold Limitation Table in paragraph 11.b. of
SSAP No. 101 to determine the appropriate limitations of paragraph 11.b. In the event that late immaterial modifications to a
reporting entity’s statutory financial statements occur subsequent to initial completion of the statutory financial statements but
prior to filing or similar deadline, these immaterial changes do not need to be reflected in this ratio if such modifications do not
cause the reporting entity to change the threshold limitation from the applicable Realization Threshold Limitation Table.

4 Provide the amount of adjusted capital and surplus used to calculate the limitation under paragraph 11.b.ii.

46 The total percentage should be separately calculated and is not intended to be a summation of the percentages by tax character.
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reverse and become taxable to the Company in the foreseeable future. A deferred tax liability will be
recognized when the Company expects that it will recover those undistributed earnings in a taxable
manner, such as through receipt of dividends or sale of the investments. As of December 31, 20X2,

the undistributed earnings of these subsidiaries were approximately $200,000.

Paragraph 24 Illustration:

12.21 The provisions for incurred taxes on earnings for the years ended December 31 are:

Federal
Foreign

Federal income tax on net capital gains
Utilization of capital loss carry-forwards
Federal and foreign income taxes incurred

20X2 20X1
$180,000 $135,000
15,000
220,000 150,000
36,000
(52,000) (36,000)
$220,000 $150,000

12.22 The tax effects of temporary differences that give rise to significant*}portions of the deferred tax

assets and deferred tax liabilities are as follows:

12/3120x2 12/31/20X1 = Change
Deferred Tax Assets: A
Ordinary b
Discounting of unpaid losses 30,0000 10,000 20,000
Unearned premium reserve o 235,000 50,000 185,000
Investments o . 25,000 15,000 10,000
Pension accrual NN 65,000 15,000 50,000
Other (including items <5% of total ordinary tax assets) 4 20,000 3,000 17,000
Subtotal & J 375,000 93,000 282,000
Statutory valuation allowance adjustment . N 0 0 0
Nonadmitted ’ 4 Y 150,000 20,000 130,000
Admitted ordinary deferred tax assets N 4 225,000 73,000 152,000
Capital N
Investments . N 125,000 45,000 80,000
Net capital loss carry-forward ¢ | [ ) 10,000 62,000  (52,000)
Other (including items <5% of total capital tax assets) 0 0 0
Subtotal oo b 135,000 107,000 28,000
Statutory valuation allowanee adjustment 10,000 0 10,000
Nonadmitted Vo 0 5,000 (5,000)
Admitted capitalydeferred tax assets 125,000 102,000 23,000
Admitted deferred tax assets 350,000 175,000 175,000
Deferred Tax Liabilities:
Ordinary
Investments 10,000 5,000 5,000
Fixed assets 6,000 5,000 1,000
Other (including items <5% of total ordinary tax liabilities) 5,000 5,000 0
Subtotal 21,000 15,000 6,000

47 Significant is defined as any amount in excess of 5% of the total applicable DTAs or DTLs.
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55,000 55,000
25,000 39,000
5,000

85,000 94,000

100,000 100,000

Capital:

Investments 110,000

Real estate 64,000

Other (including items <5% of total capital tax liabilities) 5,000
Subtotal 179,000

Deferred tax liabilities 200,000

Net deferred tax assets/liabilities 150,000

75,000 75,000

12.23 The change in net deferred income taxes is comprised of the following (this analysis is exclusive
of nonadmitted assets as the Change in Nonadmitted Assets is reported separately from the Change in Net

Deferred Income Taxes in the surplus section of the annual statement):

Dec. 31, Dec. 31,
20X2 20X1 Change/s |
Adjusted gross deferred tax assets $500,000 $200,000 $300,000
Total deferred tax liabilities 200,000 100,000 10030000,
Net deferred tax assets (liabilities) $300,000 $100,000 200,000
Tax effect of unrealized gains (losses) 303000
Change in net deferred income tax $170,000

Paragraph 25 Illustration*:

12.24  The provision for federal and foreign income taxes incutred'is different from that which would be
obtained by applying the statutory Federal income tax rate tejincome before income taxes. The significant

items causing this difference are as follows:

N L D) Dec. 31, 20X2 Effective Tax Rate
Provision computed at statutory rate P $147,000 21.0%
Tax exempt income deduction a2 (61,000) (8.7)
Dividends received deduction N v (50,000) (7.1)
Tax differentials on foreign earnings \§ (21,000) (3.0)
Change in statutory valuation allowanee,adjustment 10,000 1.4
Nondeductible goodwill ) 8,000 1.1
Other QU 7,000 2.4
Total .. A $50,000 7.1%
Federal and foreign igcomgﬁxgs incurred $220,000 31.4%
Change in net deferred income taxes* (170,000) (24.3)
Total statutory income taxes $50,000 7.1%

Paragraph 26 Illustration:

12.25 The Company has net capital loss carryforwards which expire as follows: 20X5, $9,000; 20X6;

$1,000.

48 This illustration includes both the rate reconciliation and the tax effected amounts although only one of these is required to be

disclosed under SSAP No. 101.

4 As reported in the surplus section of the annual statement. The change in net deferred income taxes is before nonadmission of
any DTA. The change in nonadmitted DTA is reported together with the total change in nonadmitted assets and presented as a

separate component of surplus.
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Paragraph 27 Illustration:

12.26 The Company believes it is reasonably possible that the liability related to any federal or foreign
tax loss contingencies may significantly increase within the next 12 months. However, an estimate of the
reasonably possible increase cannot be made at this time.

Paragraph 28 Illustration:

12.27 The Company is included in a consolidated federal income tax return with its parent company,
Alpha Corporation. The Company has a written agreement, approved by the Company’s Board of
Directors, which sets forth the manner in which the total combined federal income tax is allocated to each
entity which is a party to the consolidation. Pursuant to this agreement, the Company has the enforceable
right to recoup federal income taxes paid in prior years in the event of future net losses, which it may
incur, or to recoup its net losses carried forward as an offset to future net income subject to federal
income taxes.

13. Q — How are tax-planning strategies to be considered in determining adjusted gross DTAs
[Paragraph 7.e.] and admitted adjusted gross DTAs [Paragraphs 11.a., 22.b.i;, 14"and 15]?

Overview:
13.1 A —Paragraph 14 of SSAP No. 101 states:

In some circumstances, there are tax-planning stratégies, (including elections for tax purposes)
that (a) are prudent and feasible, (b) a reporting entityiordinarily might not take, but would take to
prevent an operating loss or tax credit carryforwardifromrexpiring unused, and (c) would result in
realization of deferred tax assets. A reporting entity ‘shall consider tax-planning strategies in (1)
determining the amount of the statutory, valuation allowance adjustment necessary under
paragraph 7.e. and (2) the realization"ofideferred tax assets when determining admission under
paragraph 11...

13.2  Paragraph 248 of FAS 109 additionally'states that:

Tax-planning strategies alsoymay shift the estimated pattern and timing of future reversals of
temporary differences. Altax-planning strategy to accelerate the reversal of deductible temporary
differences in time to. offset,taxable income that is expected in an early future year might be the
only means to realize a‘tax benefit for those deductible temporary differences if they otherwise
would reverse and provide no tax benefit in some later future year(s).

13.3  As alsg provided) in paragraph 14 of SSAP No. 101, if a tax-planning strategy is used to
accelerate the reversal or realization of an item, any significant net-of-tax potential costs or losses
associated Withsthe implementation of the strategy should reduce the adjusted gross or admitted DTA.

13.4  When considering a prudent and feasible tax-planning strategy that is more likely than not to
enable realization of all or part of an adjusted gross DTA or admitted DTA, paragraph 15 of SSAP No.
101 states that “paragraph 3 of this statement related to tax loss contingencies shall be applied in
determining admissibility of deferred tax assets under paragraph 11 of this statement.” Accordingly, a
reporting entity must evaluate the likelihood, if a tax-planning strategy were implemented, of whether a
tax loss contingency would be required to be recorded under paragraph 3.a. If so, the admitted tax benefit
of a tax-planning strategy must be reduced by the amount of tax loss contingency so required. For
example, if a tax-planning strategy provided a $100 admitted DTA, but the reporting entity estimated that
a tax loss contingency reserve of $40 would be required if the strategy was implemented, the admitted
DTA resulting from the tax-planning strategy would be reduced by $40. Since the admitted DTA would
be net of any applicable tax loss contingencies, no separate tax loss contingencies would actually be
recorded for these items.
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Statutory Valuation Allowance Adjustment:

13.5  As discussed in Question 2.5, future realization of gross DTAs ultimately depends on the
existence of sufficient taxable income of the appropriate character within the carryback or carryforward
period available under the tax law. In determining adjusted gross DTAs, a reporting entity shall consider
the four sources of taxable income that may be available under the tax law, one of which is tax-planning
strategies®. As noted in paragraph 13 of SSAP No. 101, a reporting entity is not required to consider all
four sources of taxable income if one or more sources are alone sufficient to support the conclusion that
the entity will realize the tax benefits of its adjusted gross DTAs (i.e., a conclusion that no statutory
valuation allowance is necessary). Accordingly, tax-planning strategies need not be considered if the
other sources of taxable income are sufficient to realize the benefits of reversing existing DTAs.
However, the reporting entity is required to consider the impact of tax planning strategies to determine the
amount of the adjustment if a conclusion is reached that a statutory valuation allowance adjustment is
necessary.

Tax-Planning Strategies for Admission of DTAs:

13.6  In order for a tax-planning strategy to support admission of adjustedigross,DTAs under paragraph
11, the reporting entity must demonstrate that (1) the admitted DTAs would be realized either within a
period that would give rise to a carryback of tax losses under the Intemnal Revenue Code, not to exceed
three years (for admission under paragraph 11.a.), or within the applicable period (refer to the 11.b.i.
column of the applicable Realization Threshold Limitation Table'in paragraph 11) and (2) it would have
the ability to implement the strategy. In such circumstances an entitysmay recognize, as admitted assets,
the related DTAs that are realizable as a result of the available taxsplanning strategy in accordance with
paragraphs 11.a., 11.b.i. and 11.c. of SSAP No. 101. Using tax-planning strategies in determining the
admissible DTA is analogous to the use of tax-planning strategies in determining the amount of the
statutory valuation allowance adjustment requiredainder paragraph 7.e. of SSAP No. 101 and paragraph
22 of FAS 109. Although a reporting entity may*use tax-planning strategies in determining the portion of
its adjusted gross DTAs that are admissibleé,it is notrequired to do so.

13.7  The requirement in paragraph ld.a. and¥1.b.i. of SSAP No. 101 to consider only those DTAs that
reverse or are realized within a period\that would give rise to a carryback of losses under the Internal
Revenue Code not to exceed thre€ years (paragraph 11.a.) or within the applicable period following the
balance sheet date (paragraphal 1.b.i.) causes those DTAs which would otherwise reverse beyond such
period to potentially provide no‘tax beénefit (unless admitted under paragraph 11.c.). The potential reversal
beyond the appropriate period is comparable to an expiring operating loss or tax credit carryforward, in
that the deduction would net provide a tax benefit under SSAP No. 101. Thus, to the extent prudent and
feasible tax-planning strategies exist to accelerate the reversal or realization of these DTAs, these
strategies are comparable to those contemplated in paragraph 248 of FAS 109 above.

13.8  An example of a prudent and feasible tax-planning strategy is as follows:

13.9 Company A, a property/casualty insurance company for federal income tax purposes, has paid
federal income taxes of $500,000 in each of calendar years 20X1 and 20X2. The company has an ExDTA
ACL RBC percentage of 250% and, therefore, is required to use the one-year applicable period
under paragraph 11.b.i. of SSAP No. 101. It has capital and surplus for purposes of paragraph 11.b.ii. of
SSAP No. 101 of $20,000,000. Company A has an obligation to provide post-retirement health benefits to
its employees. At December 31, 20X2, Company A has included a liability for $1,000,000 on its
statutory- basis financial statements for post-retirement health benefits. This liability is not currently
deductible for federal income tax purposes, and only $25,000 reverses within each of the next two
calendar years. This is Company A’s only DTA under SSAP No. 101, and there are no DTLs. Company

30" See paragraph 13 of SSAP No. 101 and paragraph 21 of FAS 109. Examples of tax-planning strategies as provided in
paragraph 13.d. are (1) accelerate taxable amounts to utilize expiring carryforward, (2) change the character of taxable or
deductible amounts from ordinary income or loss to capital gain or loss, and (3) switch from tax-exempt to taxable investments.
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A, absent any tax- planning strategies, would compute a DTA of $210,000 ($1,000,000 X 21%), and
would admit $10,500 ($50,000 X 21%) under paragraph 11.a., and has no additional admitted DTA under
paragraph 11.b.

13.10 Company A could implement a welfare benefit fund for tax purposes and contribute assets to the
fund to cover qualifying welfare benefits. The contribution, subject to limitations, would be deductible for
federal income tax purposes, and would have the effect of accelerating the deduction for Company A’s
post-retirement health benefits. Company A has computed that $300,000 could be contributed during
20X3 to the welfare benefit fund, and to implement this strategy, it would cost $15,000 on an after-tax
basis. Company A management believe that this strategy is prudent and feasible, and the Company would
be able to implement this strategy if necessary. Company A would be able to admit an additional $48,000
of DTAs ($300,000 X 21%, or $63,000, less $15,000 in costs) under paragraph 11.a., with no additional
admitted DTA under paragraph 11.b.

13.11 A tax-planning strategy would not be considered prudent or feasible if use of the strategy would
be inconsistent with assumptions inherent in statutory or other accounting basis financial Statements. For
instance, a tax-planning strategy to sell securities identified as “held to matugity’’) for GAAP-basis
financial statements at a loss would not be prudent or feasible. Additionally, if‘a,potential tax planning
strategy were to involve selling debt securities at a loss, it would noftbe ‘prudent or feasible if the
securities had not been identified as impaired and the loss recognized for statutory-basis financial
statements. Additionally, a tax-planning strategy that could not,befimplemented to realize a tax benefit
within the requisite period following the balance sheet date orfis inconsistent with management’s business
plan objectives would not be prudent and/or feasible.
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SCOPE OF STATEMENT

1. This statement establishes statutory accounting principles and related reporting for employers’
pension obligations.

2. This statement establishes financial accounting and reporting standards for_an insurer that offers
pension benefits to its employees. Ordinarily, such benefits are periodic pension payments to retired
employees or their survivors, but they may also include benefits payable as a single lump sum and other
types of benefits, such as death benefits provided through a pension plan. (This statement does not apply
to life insurance benefits provided outside a pension plan or postretirement, health and welfare benefits.)
Arrangements to provide pension benefits may take a variety of formSiand may be financed in different
ways. This statement applies to any arrangement that is similartin Substance’to a pension plan regardless
of form or financing. This statement applies to a written plan and to)a plan whose existence may be
implied from a well-defined, although perhaps unwritten, pragtice,of paying postretirement benefits. This
statement supersedes the guidance in SSAP No. 89—Aceounting for Pensions, A Replacement of SSAP
No. 8, nullifies and incorporates the guidance in INT 99-26:30ffsetting Pension Assets and Liabilities, and
INT 04-12: Determining the Classification and Benefit Attribution Method for a “Cash Balance” Pension
Plan, and nullifies INT 01-16: Measurement Date, for SSAP No. 8 Actuarial Valuations, INT 03-18:
Accounting for a Change in the Additional Minimum-Liability in SSAP No. 8—Pensions and INT 04-03:
Clarification for Calculating the AdditionallMinimum Pension Liability under SSAP No. 89—Accounting
for Pensions, A Replacement of SSAP No. 8, paragraph 16.f.. This statement also modifies INT 04-17:
Impact of Medicare Modernization oun Postretirement Benefits to remove reference to pensions as this
interpretation only addresses postretirement benefits other than pensions.

SUMMARY CONCLUSION
Defined Benefit Plans
Single-Employer Defined Benefit Pension Plans

3. A defined benefit pension plan is one that defines an amount of pension benefit to be provided,
usually as a“function of one or more factors such as age, years of service, or compensation. (Hybrid
pension plans that refer to an account balance, rather than a monthly annuity at retirement (also known as
cash balance plans) are considered defined benefit plans for purposes of applying this statement.) For
defined benefit plans, reporting entities shall adopt FAS 158: Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)
(FAS 158) and FASB Staff Position FAS 136(R)-1, Employers’ Disclosures about Postretirement Benefit
Plan Assets (FSP FAS 136(R)-1) with modifications as discussed within paragraph 87.

4. A pension benefit is part of the compensation paid to an employee for services. In a defined
benefit pension plan, the employer promises to provide, in addition to current wages, retirement income
payments in future years after the employee retires or terminates service. Generally, the amount of benefit
to be paid depends on a number of future events that are incorporated in the plan's benefit formula, often
including how long the employee and any survivors live, how many years of service the employee
renders, and the employee's compensation in the years immediately before retirement or termination. In
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most cases, services are rendered over a number of years before an employee retires and begins collecting
the pension. Even though the services rendered by an employee are complete and the employee has
retired, the total amount of benefit that the employer has promised and the cost to the employer of the
services rendered are not precisely determinable but can only be estimated using the benefit formula and
estimates of the relevant future events, many of which the employer cannot control.

Elements of Pension Accounting

5. Net periodic pension cost is made up of several components that reflect different aspects of the
employer's financial arrangements as well as the cost of benefits earned by employees. The cost of a
benefit can be determined without regard to how the employer decides to finance the plan. The service
cost component of net periodic pension cost is the actuarial present value of benefits attributed by the
plan's benefit formula to services rendered by employees during the period. The service cost component is
conceptually the same for an unfunded plan, a plan with minimal funding, and a wellffunded plan. The
other components of net periodic pension cost are interest cost (interest on the ‘projected benefit
obligation, which is a discounted amount), actual' return on plan assets, amogtization of any prior service
cost or credit included in unassigned funds (surplus), and gain or loss, which includes, to the extent
recognized, amortization of the net gain or loss included in unassigned funds (surplus) (refer to paragraph
24).

6. The projected benefit obligation is the actuarial present value, ofsall benefits attributed by the
plan's benefit formula to employee service rendered prior to that date. The projected benefit obligation is
measured using an assumption as to future compensation levels ifithe pension benefit formula is based on
those future compensation levels. The projected benefittebligation'is a measure of benefits attributed to
service to date assuming that the plan continues in effectyandvthat estimated future events (including
compensation increases, turnover, and mortality)©occur.

7. The accumulated benefit obligation”is the, actuarial present value of benefits attributed by the
pension benefit formula to employee serviee rendered prior to that date and based on current and past
compensation levels. The accumulated benefityobligation differs from the projected benefit obligation in
that it includes no assumption about fitture compensation levels. For plans with flat-benefit or non-pay-
related pension benefit formulas, the aceumulated benefit obligation and the projected benefit obligation
are the same.

8. Plan assets are assets thatthave been segregated and restricted to provide for pension benefits. The
amount of plan assets includes amounts contributed by the employer and amounts earned from investing
the contributions, less*bencfits)paid. Assets not segregated in a trust or otherwise effectively restricted so
that they cannotbe used by the employer for other purposes are not considered plan assets even though it
may be intended“thatusuch assets be used to provide for pension benefits. Amounts accrued by the
employer but noteyetpaid to the plan are also not considered plan assets. Securities of the employer held
by the plan aretincludable in plan assets provided they are transferable.

Recognition of Net Periodic Pension Cost

9. The following components shall be included in the net pension cost for a period by an employer
sponsoring a defined benefit pension plan: a) Service cost; b) Interest cost; ¢) Actual return on plan assets;

' To address a question on how the expected return on plan assets affects the determination of net periodic pension cost if the
actual return on plan assets for a period is a component of net periodic pension cost, it is noted that the expected return on plan
assets generally will be different from the actual return on plan assets for the year. This statement provides for recognition of that
difference (a net gain or loss) in unassigned funds in the period it arises. The amount recognized in unassigned funds is also a
component of net periodic pension cost for the current period. Thus, the amount recognized in unassigned funds and the actual
return on plan assets, when aggregated, equal the expected return on plan assets. The amount recognized in unassigned funds
affects future net periodic pension cost through subsequent amortization, if any, of the net gain or loss. (This footnote reflects
guidance included in E12 of FSP FAS 158-1.)
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d) Amortization of any prior service cost or credit included in unassigned funds (surplus); e) Gain or loss
(including the effects of changes in assumptions) to the extent recognized; and f) Amortization of any net
transition asset or obligation existing at the date of initial application of this statement and remaining in
unassigned funds (surplus).

Service Cost

10. The service cost component recognized in a period shall be determined as the actuarial present
value of benefits attributed by the pension benefit formula to employee service (including both vested and
nonvested employees) during that period.

11. The prior service cost for nonvested employees not previously recognized’ is not required to be
included in net periodic pension cost entirely in the year this standard is adopted. Unzecognized prior
service cost for nonvested employees shall be amortized as a component of net periodic pension cost by
assigning an equal amount to each expected future period of service before Vesting occurs for nonvested
employees active at the date of the amendment. Unass1gned funds (surplus) is ad]usted each perlod as
prior serv1ce cost is amortized: 0

Interest Cost

12. The interest cost component recognized in a period shallibe determined as the increase in the
projected benefit obligation due to the passage of time. Measuring the projected benefit obligation as a
present value requires accrual of an interest cost at rates equial to the"assumed discount rates.

Actual Return on Plan Assets

13. For a funded plan, the actual returnfon plan assets shall be determined based on the fair value of
plan assets at the beginning and the end of the period, adjusted for contributions and benefit payments.

Prior Service Cost

14. Plan amendments (including initiation of a plan) often include provisions that grant increased
benefits based on services rendered.ift prior periods. Because plan amendments are granted with the
expectation that the employer willrealize economic benefits in future periods, the cost of providing such
retroactive benefits (prioriservice cost) is not required to be included in net periodic pension cost entirely
in the year of the amendment but provides for recognition during the future service periods of those
employees activie,at'the date of the amendment who are expected to receive benefits under the plan.

15. A plan amendment that retroactively increases benefits (including benefits that are granted to
retirees) increases the projected benefit obligation. The cost of the benefit improvement shall be
recognized as a charge to unassigned funds (surplus) at the date of the amendment. Except as specified in
paragraphs 16-17, that prior service cost shall be amortized as a component of net periodic pension cost
by assigning an equal amount to each future period of service of each employee active at the date of the
amendment who is expected to receive benefits under the plan. If all or almost all of a plan's participants
are inactive, the cost of retroactive plan amendments affecting benefits of inactive participants shall be
amortized based on the remaining life expectancy of those participants instead of based on the remaining
service period. Unassigned funds (surplus) is adjusted each period as prior service cost is amortized.

> The previous statutory accounting guidance in SSAP No. 89—Accounting for Pensions, A Replacement of SSAP No. 8 excluded
nonvested employees from the service cost calculation. This exclusion has been eliminated with the issuance of this SSAP.
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16. Consistent use of an alternative approach that more rapidly amortizes the cost of retroactive
amendments is acceptable. For example, a straight-line amortization of the cost over the average
remaining service period of employees expected to receive benefits under the plan is acceptable. The
alternative method used shall be disclosed.

17. In some situations, a history of regular plan amendments and other evidence may indicate that the
period during which the employer expects to realize economic benefits from an amendment granting
retroactive benefits is shorter than the entire remaining service period of the active employees.
Identification of such situations requires an assessment of the individual circumstances and the substance
of the particular plan situation. In those circumstances, the amortization of prior service cost shall be
accelerated to reflect the more rapid expiration of the employer's economic benefits and to recognize the
cost in the periods benefited.

18. A plan amendment that retroactively reduces, rather than increases, benefits ‘decreases the
projected benefit obligation. The reduction in benefits shall be recognized as a credit (prier service credit)
to unassigned funds (surplus) that shall be used first to reduce any remaining prigr setryice cost included
in unassigned funds (surplus). Any remaining prior service credit shall be amertized as a component of
net periodic pension cost on the same basis as the cost of a benefit increase.

Gains and Losses

19. Gains and losses are changes in the amount of either the projected benefit obligation or plan
assets resulting from experience different from that assumed and ftom changes in assumptions. This
statement does not distinguish between those sourcesof gains and losses. Gains and losses include
amounts that have been realized, as well as amounts that are unrealized. Because gains and losses may
reflect refinements in estimates as well as real change$ in.economic values and because some gains in one
period may be offset by losses in another or vice versa, recognition of gains and losses as components of
net pension cost of the period in which theydrise‘is not required. Gains and losses that are not recognized
immediately as a component of net periodi¢,pension cost shall be recognized as increases or decreases in
unassigned funds (surplus) as they arise.

20. The expected return on plan assets shall be determined based on the expected long-term rate of
return on plan assets and the fair yaluc'of plan assets.

21. Asset gains and losses are differences between the actual return on assets during a period and the
expected return on assets{for that period. Asset gains and losses include changes reflected in the fair value
of assets.

22. As a mintmumyamortization of a net gain or loss included in unassigned funds (surplus) shall be
included as'a component of net pension cost for a year if, as of the beginning of the year, that net gain or
loss exceeds 10%0-pereent of the greater of the projected benefit obligation or the fair value of plan assets.
If amortization 1§ required, the minimum amortization shall be that excess divided by the average
remaining service period of active employees expected to receive benefits under the plan. If all or almost
all of a plan's participants are inactive, the average remaining life expectancy of the inactive participants
shall be used instead of average remaining service.

23. Any systematic method of amortizing gains or losses may be used in lieu of the minimum
specified in paragraph 22 provided that (a) the minimum is used in any period in which the minimum
amortization is greater (reduces the net balance included in unassigned funds (surplus) by more), (b) the
method is applied consistently, (c) the method is applied similarly to both gains and losses, and (d) the
method used is disclosed.
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24, The gain or loss component of net periodic pension cost shall consist of (a) the difference
between the actual return on plan assets and the expected return on plan assets and (b) amortization of the
net gain or loss included in unassigned funds (surplus).

Recognition of Liabilities and Assets

25. If the projected benefit obligation (considering both vested and nonvested participants) exceeds
the fair value of plan assets, the employer shall recognize in its statement of financial position a liability
that equals the unfunded projected benefit obligation. If the fair value of plan assets exceeds the projected
benefit obligation, the employer shall recognize in its statement of financial position an asset that equals
the overfunded projected benefit obligation. This prepaid asset resulting from the excess of the fair value
of plan assets over the projected benefit obligation shall be nonadmitted.

26. If multiple single-employer plans exist, the employer shall aggregate thé statuses of all
overfunded plans and recognize that amount as an asset in its statement of financial position. Tt also shall
aggregate the statuses of all underfunded plans and recognize that amount as_a liabilitytin its statement of
financial position. It is not acceptable statutory accounting practice to offset¢pension/or postretirement
benefits other than pensions liability generated by one plan against the prepaid,assets of another plan.

27. The asset or liability that is recognized pursuant to paragraph 25 may result in a temporary
difference, as defined in SSAP No. 10I—Income Taxes. Theé,déferredax effects of any temporary
differences shall be recognized in income tax expense or benefit for)the year and shall be allocated
pursuant to SSAP No. 101.

28. If a new determination of the funded status of a plan tobe recognized as an asset or a liability in
the employer’s statement of financial position isanad€, omwhen net gains or losses, prior service costs or
credits, or the net transition asset or obligation existing at.the date of initial application of this statement
are amortized as components of net periodic pension, cost, the related balances for those net gains or
losses, prior service costs or credits, and tramsition [asset or obligation in unassigned funds (surplus) shall
be adjusted as necessary and reported in unassigned funds (surplus).

Measurement of Cost and Obligations

29. The service component of net periodic pension cost, the projected benefit obligation, and the
accumulated benefit obligation are based on an attribution of pension benefits to periods of employee
service and on the use of actuarial assumptions to calculate the actuarial present value of those benefits.
Actuarial assumptionssseflect the time value of money (discount rate) and the probability of payment
(assumptions asyto mortality, turnover, early retirement, and so forth).

Attribution

30. Pension benefits ordinarily shall be attributed to periods of employee service based on the plan's
benefit formula to the extent that the formula states or implies an attribution. In some situations a history
of regular increases and other evidence may indicate that an employer has a present commitment to make
future amendments and that the substance of the plan is to provide benefits attributable to prior service
that are greater than the benefits defined by the written terms of the plan. In those situations, the
substantive commitment shall be the basis for the accounting, and the existence and nature of the
commitment to make future amendments shall be disclosed.

31. In some situations a history of regular increases in non-pay-related benefits or benefits under a
career-average-pay plan and other evidence may indicate that an employer has a present commitment to
make future amendments and that the substance of the plan is to provide benefits attributable to prior
service that are greater than the benefits defined by the written terms of the plan. In those situations, the
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substantive commitment shall be the basis for the accounting, and the existence and nature of the
commitment to make future amendments shall be disclosed.

32. Some plans may have benefit formulas that attribute all or a disproportionate share of the total
benefits provided to later years of service, thereby achieving in substance a delayed vesting of benefits.
For such plans the total projected benefit shall be considered to accumulate in proportion to the ratio of
the number of completed years of service to the number that will have been completed when the benefit is
first fully vested. If a plan's benefit formula does not specify how a particular benefit relates to services
rendered, the benefit shall be considered to accumulate as follows:

a. For benefits of a type includable in vested benefits, in proportion to the ratio of the
number of completed years of service to the number that will have been completed when
the benefit is first fully vested.

b. For benefits of a type not includable in vested benefits, in propertion, to the ratio of
completed years of service to total projected years of service,

Assumptions

33. Each significant actuarial assumption used shall reflect the best estimate solely with respect to
that individual assumption. All assumptions shall presume that, the plan®will continue in effect in the
absence of evidence that it will not continue.

34. Assumed discount rates shall reflect the rates atywhich the"pension benefits could be effectively
settled. It is appropriate in estimating those rates to logk toyavailable information about rates implicit in
current prices of annuity contracts that could be us¢d teseffect settlement of the obligation. In making
those estimates, employers may also look to ratésyof return on high-quality fixed-income investments
currently available and expected to be available“during the period to maturity of the pension benefits.
Assumed discount rates are used in measurements of the projected, accumulated, and vested benefit
obligations and the service and interest cost compenents of net periodic pension cost.

35. The objective of selecting assumed discount rates using the method noted in paragraph 34 is to
measure the single amount that, it invested at the measurement date in a portfolio of high-quality debt
instruments, would provide the necessary future cash flows to pay the pension benefits when due.
Notionally, that single amount, the projected benefit obligation, would equal the fair value of a portfolio
of high-quality zero-coupon bonds whose maturity dates and amounts would be the same as the timing
and amount of the exp@ctedifuture benefit payments. Because cash inflows would equal cash outflows in
timing and ameunt,, there) would be no reinvestment risk in the yields to maturity of the portfolio.
However, in otherithanraszero coupon portfolio, such as a portfolio of long-term debt instruments that pay
semiannual “interest: payments or whose maturities do not extend far enough into the future to meet
expected benefit payments, the assumed discount rates (the yield to maturity) need to incorporate
expected reinvestment rates available in the future. Those rates shall be extrapolated from the existing
yield curve at the measurement date. The determination of the assumed discount rate is separate from the
determination of the expected rate of return on plan assets whenever the actual portfolio differs from the
hypothetical portfolio above. Assumed discount rates shall be reevaluated at each measurement date. If
the general level of interest rates rises or declines, the assumed discount rates shall change in a similar
manner.

36. Interest rates vary depending on the duration of investments; for example, U.S. Treasury bills, 7-
year bonds and 30-year bonds have different interest rates. Thus, the weighted-average discount rate
(interest rate) inherent in the prices of annuities (or a dedicated bond portfolio) will vary depending on the
length of time remaining until individual benefit payment dates. A plan covering only retired employees
would be expected to have significantly different discount rates from one covering a work force of 30-
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year-olds. A properly weighted average rate can be used for aggregate computations such as the service
cost and interest cost component of net pension cost for the period.

37. In addition to a properly weighted average rate, as stated in paragraph 36, an entity may elect to
measure the service cost and interest cost components of net periodic benefit cost by using individual spot
rates derived from an acceptable high-quality corporate bond yield curve and matched with separate cash
flows for each future year (also known as the spot rate approach). If the election is made to switch from a
weighted-average approach to the spot rate approach, this approach shall be consistently applied to all
defined benefit plans and to the measurement of both service and interest cost. This change shall be
reflected as a change in estimate as prescribed in SSAP No. 3—Accounting Changes and Corrections of
Errors and once changed; the company should not revert back to the weighted-average discount rate in
future periods. This change in estimate shall be appropriately disclosed in accordance with this statement,
SSAP No. 3 and the Preamble.

38. An insurance company deciding on the price of an annuity contract will consider the rates of
return available to it for investing the premium received and the rates of return expected,to'be available to
it for reinvestment of future cash flows from the initial investment during the period until benefits are
payable. That consideration is indicative of a relationship between rates inh€rentiin the prices of annuity
contracts and rates available in investment markets. It would be appropriateyforemployers to consider that
relationship and information about investment rates in estimating@the discount rates required for
application of this statement.

39. The expected long-term rate of return on plan assets shall‘reflect the average rate of earnings
expected on the funds invested or to be invested to previde, for the benefits included in the projected
benefit obligation. In estimating that rate, appropriate consideration should be given to the returns being
earned by the plan assets in the fund and the rates of réturn expécted to be available for reinvestment. The
expected long-term rate of return on plan assets is usedto compute the expected return on assets.

40. The service cost component of net{periodic pension cost and the projected benefit obligation shall
reflect future compensation levels to the extent that the pension benefit formula defines pension benefits
wholly or partially as a function of future compensation levels. Future increases for which a present
commitment exists shall be similarly considered. Assumed compensation levels shall reflect an estimate
of the actual future compensation/levels of the individual employees involved, including future changes
attributed to general price levels, productivity, seniority, promotion, and other factors. All assumptions
shall be consistent to the extentythat each reflects expectations of the same future economic conditions,
such as future rates of ‘inflation. Measuring service cost and the projected benefit obligation based on
estimated future compensation levels entails considering indirect effects, such as changes under existing
law in social security benefits or benefit limitations that would affect benefits provided by the plan.

41. Theé'aceumulated benefit obligation shall be measured based on employees' history of service and
compensationfywithout an estimate of future compensation levels. Excluding estimated future
compensation levels also means excluding indirect effects of future changes such as increases in the
social security wage base. In measuring the accumulated benefit obligation, projected years of service
shall be a factor only in determining employees' expected eligibility for particular benefits, such as:

a. Increased benefits that are granted provided a specified number of years of service are
rendered

b. Early retirement benefits

c. Death benefits

d. Disability benefits
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42. Automatic benefit increases specified by the plan (for example, automatic cost-of-living
increases) that are expected to occur shall be included in measurements of the projected, accumulated,
and vested benefit obligations, and the service cost component. Also, retroactive plan amendments shall
be included in the computation of the projected and accumulated benefit obligations once they have been
contractually agreed to, even if some provisions take effect only in future periods.

Measurement of Plan Assets

43, Plan investments, whether equity or debt securities, real estate, or other, shall be measured at their
fair value as of the measurement date. The fair value of an investment shall be reduced by brokerage
commissions and other costs normally incurred in a sale, if those costs are significant (similar to fair value
less costs to sell).

44. Plan assets used in plan operations (for example, buildings, equipment, furnitur¢ and fixtures, and
leasehold improvements) shall be measured at cost less accumulated depreciation or amortization for all
purposes.

45. The measurements of plan assets and benefit obligations shall be as'of the,date of the employer’s
fiscal year-end statement of financial position. Requiring that the pensien ‘measurements be as of a
particular date is not intended to require that all procedures be performed after that date. As with other
financial statement items requiring estimates, much of the infermation cansbe prepared as of an earlier
date and projected forward to account for subsequent-events dccutting between the most recent valuation
date and the plan’s year end (for example, employee servicg angd berctit payments). Unless a business
entity remeasures both its plan assets and benefit obligatiens\during the fiscal year, the funded status it
reports in its interim-period statement of financial position‘shallibe the same asset or liability recognized
in the previous year-end statement of financial poS$itionyadjusted for (1) subsequent accruals of net
periodic pension cost that exclude the amortizationtef amounts previously recognized in other unassigned
funds (surplus) (for example, subsequent acetualsiof service cost, interest cost, and return on plan assets)
and (2) contributions to a funded plan, or benefit payments. Sometimes, a business entity remeasures both
plan assets and benefit obligations during thefiscal year. That is the case, for example, when a significant
event such as a plan amendment, settlément, or curtailment occurs that calls for a remeasurement. Upon
remeasurement, a business entity shalltadjust its statement of financial position in a subsequent interim
period to reflect the overfunded of underfunded status of the plan consistent with that measurement date.

46. If a significant event ‘caused by the employer (such as a plan amendment, settlement, or
curtailment) that requireés.an employer to re-measure both plan assets and benefit obligations does not
coincide with a month=end) the employer may elect to re-measure plan assets and benefit obligations
using the month-end that\is closest to the date of the significant event. This re-measurement would not
eliminate the requirement for a year-end measurement of plan assets and benefit obligations required in
paragraph 45.

47. If an employer re-measures plan assets and benefit obligations during the fiscal year in
accordance with paragraph 46, the employer shall adjust the fair value of plan assets and the actuarial
present value of benefit obligations for any effects of the significant event that may or may not be
captured in the month-end measurement (for example, if the closest month-end is before the date of a
partial settlement, then the measurement of plan assets may include assets that are no longer part of the
plan). An employer shall not adjust the fair value of plan assets and the actuarial present value of benefit
obligations for other events occurring between the month-end date used to re-measure plan assets and
benefit obligations and the employer’s fiscal year-end that may be significant to the measurement of
defined benefit plan assets and obligations, but are not caused by the employer (for example, changes in
market prices or interest rates).

48. Measurements of net periodic pension cost for both interim and annual financial statements shall
be based on the assumptions used for the previous year-end measurements unless more recent
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measurements of both plan assets and obligations are available or a significant event occurs, such as a
plan amendment, that would ordinarily call for such measurements.

Employers with Two or More Plans

49. An employer that sponsors two or more separate defined benefit pension plans shall determine net
periodic pension cost, liabilities, and assets by separately applying the provisions of this statement to each
plan. In particular, unless an employer clearly has a right to use the assets of one plan to pay benefits of
another, a liability required to be recognized for one plan shall not be reduced or eliminated because the
employer has recognized an asset for another plan that has assets in excess of its projected benefit
obligation. (As noted within paragraph 26, overfunded plans shall be aggregated for asset reporting
(nonadmitted) and underfunded plans shall be aggregated for liability reporting.)

Annuity Contracts

50. An annuity contract is a contract in which an insurance company uncounditionally undertakes a
legal obligation to provide specified benefits to specific individuals in return for ayfixed consideration or
premium. An annuity contract is irrevocable and involves the transfer of significant risk from the
employer to the insurance company. Some annuity contracts (participdting—annuity—eentraetsjinclude
participation rights (participating annuity contract), which provide thatythe purchaser (either the plan or
the employer) may participate in the experience of the insurances€6mpany. Under those contracts, the
insurance company ordinarily pays dividends to the purchasef. If'the substance of a participating annuity
contract is such that the employer remains subject to all or mestief the'risks and rewards associated with
the benefit obligation covered and the assets transferred tosthe,insurance company, that contract is not an
annuity contract for purposes of this statement.

51. To the extent that benefits currently earnéd are covered by annuity contracts, the cost of those
benefits shall be the cost of purchasing the cofitracts, except as provided in paragraph 54. That is, if all the
benefits attributed by the plan's benefit formula to service in the current period are covered by
nonparticipating annuity contracts, the cost ofithe €ontracts determines the service cost component of net
pension cost for that period.

52. Benefits provided bysthe/pension benefit formula beyond benefits provided by annuity contracts
(for example, benefits related(to future compensation levels) shall be accounted for according to the
provisions of this statement appligable to plans not involving insurance contracts.

53. Benefits covered bypannuity contracts shall be excluded from the projected benefit obligation and
the accumulated benefit obligation. Except as provided in paragraph 54, annuity contracts shall be
excluded from plan assets’

54. SomeWannuity contracts provide that the purchaser (either the plan or the employer) may
participate in the experience of the insurance company. Under those contracts, the insurance company
ordinarily pays dividends to the purchaser, the effect of which is to reduce the cost of the plan. The
purchase price of a participating annuity contract ordinarily is higher than the price of an equivalent
contract without participation rights. The difference is the cost of the participation right. The cost of the
participation right shall be recognized at the date of purchase as a nonadmitted asset. In subsequent
periods, the participation right shall be nonadmitted and measured at its fair value if the contract is such
that fair value is reasonably estimable. Otherwise, the participation right shall be measured at its
amortized cost (not in excess of its net realizable value), and the cost shall be amortized systematically
over the expected dividend period under the contract.
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Other Contracts with Insurance Companies

55. Insurance contracts that are in substance equivalent to the purchase of annuities shall be
accounted for as such. Other contracts with insurance companies shall be accounted for as investments
and measured at fair value. For some contracts, the best available evidence of fair value may be contract
value. If a contract has a determinable cash surrender value or conversion value, that is presumed to be its
fair value.

Defined Benefit Plans — Settlements and Curtailments

56. A settlement is defined as a transaction that (a) is an irrevocable action, (b) relieves the employer
(or the plan) of primary responsibility for a pension benefit obligation, and (c) eliminates significant risks
related to the obligation and the assets used to effect the settlement. Examples of transactions that
constitute a settlement include (a) making lump-sum cash payments to plan participants inyexchange for
their rights to receive specified pension benefits and (b) purchasing nonparticipating annuity €ontracts to
cover vested benefits.

57. A transaction that does not meet all of the above three criteria doesnet constitute a settlement for
purposes of this statement. For example, investing in a portfolio of high-qualityfixed-income securities
with principal and interest payment dates similar to the estimated payment dates of benefits may avoid or
minimize certain risks. However, that does not constitute a settlement, beeause the investment decision
can be reversed, and such a strategy does not relieve the employer (or the plan) of primary responsibility
for a pension obligation nor does it eliminate significant risks gelated to"the obligation.

58. The definition of an annuity contract is included in paragraph 50. If the substance of a
participating annuity contract is such that the employersemains subject to all or most of the risks and
rewards associated with the benefit obligation covered or the assets transferred to the insurance company,
the purchase of the contract does not constitufe a settlement.

Curtailment

59. A curtailment is an event that significantly reduces the expected years of future service of present
employees or eliminates for asigiificant number of employees the accrual of defined benefits for some or
all of their future services. Curtailments include:

a. Termination of employees' services earlier than expected, which may or may not involve
closingua faeility or discontinuing a component of an entity.

b. Termination or suspension of a plan so that employees do not earn additional defined
benefits for future services. In the latter situation, future service may be counted toward
vesting of benefits accumulated based on past service.

Relationship of Settlements and Curtailments to Other Events

60. A settlement and a curtailment may occur separately or together. If benefits to be accumulated in
future periods are reduced but the plan remains in existence and continues to pay benefits, to invest assets,
and to receive contributions, a curtailment has occurred but not a settlement. If an employer purchases
nonparticipating annuity contracts for vested benefits and continues to provide defined benefits for future
service, either in the same plan or in a successor plan, a settlement has occurred but not a curtailment. If a
plan is terminated (that is, the obligation is settled and the plan ceases to exist) and not replaced by a
successor defined benefit plan, both a settlement and a curtailment have occurred (whether or not the
employees continue to work for the employer).
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Accounting for Settlement of the Pension Obligation

61. The maximum gain or loss subject to recognition in earnings when a pension obligation is settled
is the net gain or loss remaining in unassigned funds (surplus) plus any transition asset remaining in
unassigned funds (surplus) from initial application of SSAP No. 89. That maximum amount includes any
gain or loss first measured at the time of settlement. The maximum amount shall be recognized in
earnings if the entire projected benefit obligation is settled. If only part of the projected benefit obligation
is settled, the employer shall recognize in earnings a pro rata portion of the maximum amount equal to the
percentage reduction in the projected benefit obligation.

62. If the purchase of a participating annuity contract constitutes a settlement, the maximum gain (but
not the maximum loss) shall be reduced by the cost of the participation right before determining the
amount to be recognized in earnings.

63. If the cost of all settlements in a year is less than or equal to the sum ofitheservice cost and
interest cost components of net periodic pension cost for the plan for the year, gain or loss recognition is
permitted but not required for those settlements. However, the accounting policy, adepted shall be applied
consistently from year to year.

Accounting for a Plan Curtailment

64. The prior service cost included in unassigned funds (surplus) associated with years of service no
longer expected to be rendered as the result of a curtailment isya loss. For example, if a curtailment
eliminates half of the estimated remaining future years ofiservice of'those who were employed at the date
of a prior plan amendment and were expected to receive benefits under the plan, then the loss associated
with the curtailment is half of the prior service cost ificluded in unassigned funds (surplus) related to that
amendment that has not been amortized as a_componentsof net periodic pension cost. For purposes of
applying the provisions of this paragraphi priot, sesvice cost includes the cost of retroactive plan
amendments and any transition obligation remaining in unassigned funds (surplus) from initial
application of SSAP No. 89.

65. The projected benefit obligation'may be decreased (a gain) or increased (a loss) by a curtailment.

a. To the extent/that such/a gain exceeds any net loss included in unassigned funds (surplus)
(or the entire gainy,if a net gain exists), it is a curtailment gain.

b. To th€"extentthat such a loss exceeds any net gain included in unassigned funds (surplus)
(or the entire loss, if a net loss exists), it is a curtailment loss.

For purposes, of applying the provisions of this paragraph, any transition asset remaining in unassigned
funds (surplus)yfrom initial application of SSAP No. 89 shall be treated as a net gain and shall be
combined with the net gain or loss arising subsequent to transition to SSAP No. 89.

66. If the sum of the effects identified in paragraphs 64 and 65 is a net loss, it shall be recognized in
earnings when it is probable that a curtailment will occur, and the effects described are reasonably
estimable. If the sum of those effects is a net gain, it shall be recognized in earnings when the related
employees terminate, or the plan suspension or amendment is adopted.
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Termination Benefits

67. An employer may provide benefits to employees in connection with their termination of
employment. They may be either special termination benefits offered only for a short period of time or
contractual termination benefits required by the terms of a plan only if a specified event, such as a plant
closing, occurs. An employer that offers special termination benefits to employees shall recognize a
liability and a loss when the employees accept the offer and the amount can be reasonably estimated. An
employer that provides contractual termination benefits shall recognize a liability and a loss when it is
probable that employees will be entitled to benefits and the amount can be reasonably estimated.
Termination benefits may take various forms including lump-sum payments, periodic future payments, or
both. They may be paid directly from an employer's assets, an existing pension plan, a new employee
benefit plan, or a combination of those means. The cost of termination benefits recognized as a liability
and a loss shall include the amount of any lump-sum payments and the present value of any expected
future payments. A situation involving termination benefits may also involve aCurtailment to be
accounted for under paragraphs 64-66.

Disclosures — Single-Employer Defined Benefit Plans

68. An employer that sponsors one or more defined benefit pension, plans) or one or more other
defined benefit postretirement plans shall provide the following informiation, separately for pension plans
and other postretirement benefit plans. Amounts related to theemployer’syresults of operations shall be
disclosed for each period for which a statement of income 18, presented. Amounts related to the
employer’s statement of financial position, shall be disclosed@s of the'date of each statement of financial
position presented.

a. A reconciliation of beginning and ¢nding, balances of the benefit obligation showing
separately, if applicable, the effects during the period attributable to each of the
following: service cost, intefest €ost,ycontributions by plan participants, actuarial gains
and losses, foreign currehey exchange rate changes, benefits paid, plan amendments,
business combinations, divestitures, curtailments, settlements, and special termination
benefits.

b. A reconciliationfof beginning and ending balances of the fair value of plan assets
showing separately, if applicable, the effects during the period attributable to each of the
following: actual return on plan assets, foreign currency exchange rate changes,
contributions by the employer, contributions by plan participants, benefits paid, business
combinations,,divestitures, and settlements.

c. The funded status of the plans and the amounts recognized in the statement of financial
position, showing separately the assets and liabilities recognized.

d. The objectives of the disclosures about postretirement benefit plan assets are to provide
users of financial statements with an understanding of:

1. How investment allocation decisions are made, including the factors that are
pertinent to an understanding of investment policies and strategies

il. The classes of plan assets
iii. The inputs and valuation techniques used to measure the fair value of plan assets
iv. The effect of fair value measurements using significant unobservable inputs

(Level 3) on changes in plan assets for the period

© 1999-2024 National Association of Insurance Commissioners 102-13 Page 812 0f 2278



SSAP No. 102 Statement of Statutory Accounting Principles

V. Significant concentrations of risk within plan assets.

An employer shall consider those overall objectives in providing the following
information about plan assets:

(a) A narrative description of investment policies and strategies, including
target allocation percentages or range of percentages considering the
classes of plan assets disclosed pursuant to (b) below, as of the latest
statement of financial position presented (on a weighted-average basis
for employers with more than one plan), and other factors that are
pertinent to an understanding of those policies and strategies such as
investment goals, risk management practices, permitted.and prohibited
investments including the use of derivatives, diversification, and the
relationship between plan assets and benefit obligationsy For investment
funds disclosed as classes as described in (b) below, aidescription of the
significant investment strategies of those funds'shall,be’provided.

(b) The fair value of each class of plan assetsyas‘of each date for which a
statement of financial position is presented. Asset classes shall be based
on the nature and risks of assets, in amyemployer’s plan(s). Examples of
classes of assets could include,butiare not limited to, the following: cash
and cash equivalents; equity seeurities, (segregated by industry type,
company size, or invéstment objective); debt securities, issued by
national, state, and local governments; corporate debt securities; asset-
backed securities; (structured debt; derivatives on a gross basis
(segregated by type of underlying risk in the contract, for example,
interest raté contracts, foreign exchange contracts, equity contracts,
commodityjcontracts, credit contracts, and other contracts); investment
funds (segregated’by type of fund); and real estate. Those examples are
not meant to be all inclusive. An employer should consider the overall
objectives in paragraph 68.d. in determining whether additional classes
of planiassets or further disaggregation of classes should be disclosed.

(©) A, narrative description of the basis used to determine the overall
expected long-term rate-of-return-on-assets assumption, such as the
general approach used, the extent to which the overall rate-of-return-on-
assets assumption was based on historical returns, the extent to which
adjustments were made to those historical returns in order to reflect
expectations of future returns, and how those adjustments were
determined. The description should consider the classes of assets
described in (b) above, as appropriate.

(d) Information that enables users of financial statements to assess the inputs
and valuation techniques used to develop fair value measurements of
plan assets at the reporting date. For fair value measurements using
significant unobservable inputs, an employer shall disclose the effect of
the measurements on changes in plan assets for the period. To meet those
objectives, the employer shall disclose the following information for
each class of plan assets disclosed pursuant to (b) above for each annual
period:
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(D) The level within the fair value hierarchy in which the fair value
measurements in their entirety fall’ segregating fair value
measurements using quoted prices in active markets for identical
assets or liabilities (Level 1), significant other observable inputs
(Level 2), and significant unobservable inputs (Level 3)

2) Information about the valuation technique(s) and inputs used to
measure fair value and a discussion of changes in valuation
techniques and inputs, if any, during the period.

e. For defined benefit pension plans, the accumulated benefit obligation.

f. The benefits (as of the date of the latest statement of financial position presented)
expected to be paid in each of the next five fiscal years, and in the aggregate, for the five
fiscal years thereafter. The expected benefits should be estimated,based on the same
assumptions used to measure the company’s benefit obligatien at'the end of the year and
should include benefits attributable to estimated future employ&e,senvice.

g. The employer’s best estimate, as soon as it can reasonably be determined, of
contributions expected to be paid to the plan during the,next¥fiscal year beginning after
the date of the latest statement of financial position presented. Estimated contributions
may be presented in the aggregate combining (1) contributions required by funding
regulations or laws, (2) discretionary contributions, and (3) noncash contributions.

h. The amount of net benefit cost reeognized,” showing separately the service cost
component, the interest cost componéntgthe expected return on plan assets for the period,
the gain or loss component, the priog seryice cost or credit component, the transition asset
or obligation component,sand the “gain or loss recognized due to settlements or
curtailments.

1. Separately the net gain or loss and net prior service cost or credit recognized in
unassigned funds (surplus) for the period pursuant to paragraphs 15 and 19 and
reclassification adjustments of unassigned funds (surplus) for the period, as those
amounts, includingyamortization of the net transition asset or obligation, are recognized
as components ofinet periodic benefit cost.

J- The gamoeunts# in unassigned funds (surplus) that have not yet been recognized as
components of net periodic benefit cost, showing separately the net gain or loss, net prior
seryicercost or credit, and net transition asset or obligation.

k. On a weighted-average basis, the following assumptions used in the accounting for the
plans: discount rates, rates of compensation increase (for pay-related plans), expected
long-term rates of return on plan assets specifying, in a tabular format, the assumptions
used to determine the benefit obligation and the assumptions used to determine net
benefit cost, and interest crediting rates (for cash balance plans and other plans with
promised crediting rates).

’In some cases, the inputs used to measure fair value might fall in different levels of the fair value hierarchy. The level in the fair
value hierarchy within which the fair value measurement in its entirety falls shall be determined based on the lowest level input
that is significant to the fair value measurement in its entirety. Assessing the significance of a particular input to the fair value
measurement in its entirety requires judgment, considering factors specific to the asset or liability.
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1. If applicable, the amounts and types of securities of the employer and related parties
included in plan assets.

m. If applicable, any alternative method used to amortize prior service amounts or net gains
and losses pursuant to paragraphs 16 and 23.

n. If applicable, any substantive commitment, such as past practice or a history of regular
benefit increases, used as the basis for accounting for the benefit obligation.

0. If applicable, the cost of providing special or contractual termination benefits recognized
during the period and a description of the nature of the event.

p. An explanation of the following information:

1. The reasons for significant gains and losses related to changes, in the defined
benefit obligation for the period.

ii. Any other significant change in the benefit obligatien,or plan assets not otherwise
apparent in the other disclosures required by this statement.

Disclosures — Employers with Two or More Defined Benefit Plans

69. The disclosures required by this statement shall, be“aggregated for all of an employer’s defined
benefit pension plans and for all of an employer’s other, defined benefit postretirement plans unless
disaggregating in groups is considered to provide ugeful information or is otherwise required by this
paragraph and paragraph 70. Disclosures shall begas“of the date of each statement of financial position
presented. Disclosures about pension plans swvithyassets“in excess of the accumulated benefit obligation
generally may be aggregated with disclosutes about pension plans with accumulated benefit obligations in
excess of assets. The same aggregation is permitted for other postretirement benefit plans. If aggregate
disclosures are presented, an employergshall disclose, as of the date of each financial statement position

presented:
a. The projectedsbenefit obligation and fair value of plan assets for plans with projected
benefit obligations in excess of plan assets.
b. The accumulated benefit obligation and fair value of plan assets for pension plans with
accumulated benefit obligations in excess of plan assets.
70. A UlSmreporting entity may combine disclosures about pension plans or other postretirement

benefit plans outside the United States with those for U.S. plans unless the benefit obligations of the plans
outside the United States are significant relative to the total benefit obligation and those plans use
significantly different assumptions.

Interim Financial Disclosures —Defined Benefit Plans

71. The following shall be disclosed within interim financial statements that include a statement of
income:

a. The amount of net periodic benefit cost recognized, for each period for which a statement
of income is presented, showing separately the service cost component, the interest cost
component, the expected return on plan assets for the period, the gain or loss component,
the amount of prior service cost or credit component, the transition asset or obligation
component, and the gain or loss recognized due to a settlement or curtailment.
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b. The total amount of the employer’s contributions paid, and expected to be paid, during
the current fiscal year, if significantly different from amounts previously disclosed
pursuant to paragraph 68.g. Estimated contributions may be presented in the aggregate
combining (1) contributions required by funding regulations or laws, (2) discretionary
contributions, and (3) noncash contributions.

Defined Contribution Plans

72. A defined contribution pension plan is a plan that provides pension benefits in return for services
rendered, provides an individual account for each participant, and has terms that specify how
contributions to the individual's account are to be determined rather than the amount of pension benefits
the individual is to receive. Under a defined contribution plan, the pension benefits a participant will
receive depend only on the amount contributed to the participant's account, the returns earned on
investments of those contributions, and forfeitures of other participants' benefits that may be allocated to
the participant's account.

73. To the extent that a plan's defined contributions to an individual'staccount are to be made for
periods in which that individual renders services, the net pension cost forsa period shall be the
contribution called for in that period. If a plan calls for contributions fotyperiods after an individual retires
or terminates, the estimated cost shall be accrued during the employée's,setvice period.

74. A pension plan having characteristics of both a definedibenefit plan and a defined contribution
plan requires careful analysis. If the substance of the plamisito provide a defined benefit, as may be the
case with some "target benefit" plans, the accounting_requirements shall be determined in accordance
with the provisions applicable to a defined benefit plan and the disclosure requirements within paragraph
68 shall be followed.

Disclosures - Defined Contribution Plan’s

75. An employer shall disclose thefamount of cost recognized for defined contribution pension plans
and for other defined contribution postretirement benefit plans for all periods presented separately from
the amount of cost recognized for/defined benefit plans. The disclosures shall include a description of the
nature and effect of any significant,changes during the period affecting comparability, such as a change in
the rate of employer contributions, a business combination, or a divestiture.

Multiemployer Plans

76. A multiemployer/plan is a pension plan to which two or more unrelated employers contribute,
usually purSwant_tosone or more collective-bargaining agreements. A characteristic of multiemployer
plans is thatWassets contributed by one participating employer may be used to provide benefits to
employees of other participating employers since assets contributed by an employer are not segregated in
a separate account or restricted to provide benefits only to employees of that employer.

77. A reporting entity participating in a multiemployer plan shall recognize as net pension cost the
required contribution for the period and shall recognize as a liability any contributions due and unpaid.

78. In some situations, withdrawal from a multiemployer plan may result in a reporting entity having
an obligation to the plan for a portion of its unfunded benefit obligations. If withdrawal under
circumstances that would give rise to an obligation is either probable or reasonably possible, the
provisions of SSAP No. 5SR—Liabilities, Contingencies and Impairment of Assets shall apply.
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Disclosures - Multiemployer Plans

79. A reporting entity shall disclose the amount of contributions to multiemployer plans for each
annual period for which a statement of income is presented. A reporting entity may disclose total
contributions to multiemployer plans without disaggregating the amounts attributable to pension plans
and other postretirement benefit plans. The disclosures shall include a description of the nature and effect
of any changes affecting comparability, such as a change in the rate of employer contributions, a business
combination, or a divestiture. This disclosure shall identify whether the contributions represent more than
5%-pereent of total contributions to the plan as indicated in the plan’s most recently available annual
report.

80. In addition to the requirements of paragraph 79, the following information shall be disclosed:
a. Whether a funding improvement plan or rehabilitation plan had been_implemented or is
pending.
b. Whether the reporting entity paid a surcharge to the plan.
c. A description of minimum contributions required for future petiods; if applicable.
d. A qualitative description of the extent to which the employer/could be responsible for the

obligations of the plan, including benefits eamnedyby employees during employment with
another employer.

81. In some situations, withdrawal from a multiemployer plan may result in a reporting entity having
an obligation to the plan for a portion of the unfunded*benefit,obligation of the pension plans and other
postretirement benefit plans. If withdrawal under circumstances that would give rise to an obligation is
either probable or reasonably possible, the provisions, ofaSSAP No. 5R shall apply. If it is either probable
or reasonably possible that (a) an employer would withdraw from the plan under circumstances that
would give rise to an obligation or (b) an employet's contribution to the fund would be increased during
the remainder of the contract period to maketp a shortfall in the funds necessary to maintain the
negotiated level of benefit coverage (a "maintenance of benefits" clause), the employer shall apply the
provisions and disclosures of SSAPNe. SR.

Multiple-Employer Plans

82. Some pension plans to which two or more unrelated employers contribute are not multiemployer
plans. Rather, they/ are, imwfsubstance aggregations of single-employer plans combined to allow
participating emiployers to pool their assets for investment purposes and to reduce the costs of plan
administration. These plans ordinarily do not involve collective-bargaining agreements. They may also
have features,that allow participating employers to have different benefit formulas, with the employer's
contributions toythe plan based on the benefit formula selected by the employer. Such plans shall be
considered single-employer plans rather than multiemployer plans, and each reporting entity’s accounting
shall be based on its respective interest in the plan.

Non-U.S. Pension Plans

83. Except for its effective date, this statement includes no special provisions applicable to pension
arrangements outside the United States. To the extent that those arrangements are in substance similar to
pension plans in the United States, they are subject to the provisions of this statement. The substance of
an arrangement is determined by the nature of the obligation and by the terms or conditions that define the
amount of benefits to be paid, not by whether (or how) a plan is funded, whether benefits are payable at
intervals or as a single amount, or whether the benefits are required by law or custom or are provided
under a plan the employer has elected to sponsor.
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84. It is customary or required in some countries to provide benefits in the event of a voluntary or
involuntary severance of employment (also called termination indemnities). If such an arrangement is in
substance a pension plan (for example, if the benefits are paid for virtually all terminations), it is subject
to the provisions of this statement.

Business Combinations

85. When an employer is acquired in a business combination and that employer sponsors a single-
employer defined benefit pension plan, the assignment of the purchase price to individual assets acquired
and liabilities assumed shall include a liability for the projected benefit obligation in excess of plan assets
or an asset for plan assets in excess of the projected benefit obligation, thereby eliminating any previously
existing net gain or loss, prior service cost or credit, or transition asset or obligation recognized in
unassigned funds (surplus). If it is expected that the plan will be terminated or curtailed, the effects of
those actions shall be considered in measuring the projected benefit obligation.

Consolidated/Holding Company Plans

86. The employees of many reporting entities are members of a plan §ponsered by a parent company
or holding company. A reporting entity who participates in these plans and is not directly liable for
obligations under the plan shall recognize pension expense equal®to its.allocation from the holding
company or parent company of the required contribution to ¢he ‘plan for the period. A liability shall be
established for any such contributions due and unpaid. Furthermere, th€ reporting entity shall disclose in
the notes to the financial statements that its employees,participate in a plan sponsored by the holding
company for which the reporting entity has no legal obligation.®The amount of expense incurred, and the
allocation methodology utilized by the provider of such benefits shall also be disclosed. If the reporting
entity is directly liable for obligations under the plan, then the requirements outlined above in paragraphs
1-85 and 90-101 of this statement shall be applied:

Relevant Literature

87. This statement adopts with medification paragraphs 1-7 and 16-17 as well as Appendix C —
Amendments to Statements 87 and 88 and Appendix E — Amendments to Statement 132(R) of FASB
Statement No. 158, Employers»Aecounting for Defined Benefit Pension and Other Postretirement Plans,
an amendment of FASB Statements No. 87, 88, 106 and 132(R) (FAS 158). Paragraphs 8-10 providing
specific guidance for not*for-profit organizations is rejected. Paragraphs 11-15 regarding the effective
dates for FAS 158 is_tejected and paragraph 19 providing an alternative method for remeasuring plan
assets and benefits gbligations as of the fiscal year the measurement date provisions are applied is also
rejected. Appendix Dy— Amendments to Statement 106 has not been incorporated within this statutory
statement a§uitawill be considered in accordance with revisions to SSAP No. 14—Postretirement Benefits
Other Than Pensions. Disclosures included within FAS 132(R), as amended by FAS 158, pertaining to
health care (paragraphs 5.1. and 5.m.) have been rejected for inclusion within this standard, but will also
be considered in accordance with revisions to SSAP No. 14. This statement adopts the revisions to
paragraph 5.d. of FAS 132(R) as amended by FASB Staff Position FAS 132(R)-1, Employers’ Disclosures
about Postretirement Benefit Plan Assets (FSP FAS 132(R)-1) and ASU 2010-06, Fair Value
Measurements and Disclosures (Topic 820): Improving Disclosures about Fair Value Measurements
(ASU 2010-06). Other revisions to disclosures requirements as amended by FSP FAS 132(R)-1 relate to
nonpublic entities and are rejected. This statement adopts by reference revisions to ASC 715-80 as
detailed in ASU 2011-09, Compensation — Retirement Benefits — Multiemployer Plans with limited
additional disclosures required within statutory financial statements. This statement adopts by reference
FSP FASB 158-1, Conforming Amendments to the lllustrations in FASB Statements No. 87, No. 88, and
No. 106 and to the Related Staff Implementation Guides (FSP FAS 158-1) to the extent that the examples
and related implementation guides comply with the adopted GAAP guidance previously identified within
this statement, as modified for statutory accounting. This statement adopts with modification the
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disclosure revisions reflected in ASU 2018-14, Changes to the Disclosure Requirements for Defined
Benefit Plans, consistent with the modifications from the adoption of FAS 158 and FAS 106. The
following modifications from the adopted paragraphs of FAS 158 have been incorporated within this
standard:

a. All references to ‘other comprehensive income’ or ‘accumulated other comprehensive
income’ within FAS 158 have been revised to reflect unassigned funds (surplus).

b. Any prepaid asset resulting from the excess of the fair value of plan assets over the
projected benefit obligation shall be nonadmitted. Furthermore, any asset recognized
from the cost of a ‘participation right’ of an annuity contract per paragraph 54 shall also
be nonadmitted.

c. Provisions within paragraph 30 of FAS 87, as amended by FAS 158, permitting a market-
related value of plan assets have been eliminated with only the fair,value measurement
method for plan assets being retained.

d. The reduced disclosure requirements for nonpublic entities desctibed in paragraph 8 of
FAS 132(R), as amended by FAS 158, are rejected. All reportingfentities shall follow the
disclosure requirements included in paragraph 5 of FAS§132(R) as amended by FAS 158.

e. Clarification has been included within this standard, to ensure both vested and nonvested
employees are included within the recognition of net periodic pension cost and in the
pension benefit obligation. Although thi$yis consistent with GAAP, this is a change from
previous statutory accounting. As nonwvested employees were excluded from statutory
accounting under SSAP No. 89, guidance has been included to indicate that the
unrecognized prior service cost aftributedsto nonvested individuals is not required to be
included in net periodic pefision ¢ostientirely in the year this standard is adopted. The
unrecognized prior service) cost for nonvested employees shall be amortized as a
component of net periodic pension cost by assigning an equal amount to each expected
future period of serviee before vesting occurs for nonvested employees active at the date
of the amendmentmUnassigned funds (surplus) is then adjusted each period as prior
service costfis amortized. (Guidance is included within the transition related to the
recognition of the'prior service cost for nonvested employees through unassigned funds

(surplus).)

f. Conglusionef Interpretation 04-12: EITF 03-4: Determining the Classification and
Benefit Attribution Method for a “Cash Balance” Pension Plan indicating that ‘cash
balance’ plans are considered defined benefit plans has been incorporated within
paragraph 3 of this statement.

g. Conclusion of Interpretation 99-26: Offsetting Pension Assets and Liabilities prohibiting
the offset of defined benefit liabilities of one plan with prepaid assets of another plan has
been incorporated within paragraph 26 of this statement.

h. Provisions within paragraph 36 of FAS 87, as amended by FAS 158, regarding the
classification of underfunded liabilities as current or noncurrent liabilities and the
classification of assets from overfunded plans as noncurrent assets has been rejected as
inconsistent with statutory accounting.

1. Provisions within paragraph 49 of FAS 87, as amended by FAS 158, defining the fair
value of investments have been rejected. Fair value definitions and measurement for

investments shall be determined in accordance with statutory accounting guidance.
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J. Provisions within paragraph 52 of FAS 87, as amended by FAS 158, regarding the plan
assets measurement date for consolidating subsidiaries or entities utilizing the equity
method under APB Opinion No. 18 has been rejected. For statutory accounting, all
entities shall follow the measurement date guidance within paragraph 45 of this
statement.

k. Transition under FAS 158 is different from this statement. FAS 158 requires entities with

publicly traded equity securities to initially apply the requirement to recognize the funded
status of a benefit plan; the gains/losses, prior service costs/credits and transition
obligations/assets that have not yet been included in net periodic benefit cost; and the
disclosure requirements as of the end of the fiscal year ending after December 15, 2006.

L. FAS 158 provided two approaches for an employer to transition.to “a, fiscal year-end
measurement date. For purposes of statutory accounting, the,second approach permitting
reporting entities to use earlier measurements determined for year-end reporting as of the
fiscal year immediately preceding the year that the measurement date provisions is
rejected. For consistency purposes, all reporting entities shall*fellow the first approach
and remeasure plan assets and benefit obligations as of the beginning of the fiscal year
that the measurement date provisions are applied:

88. This statement adopts the revisions to ASC 715-30 agrit telates to interim re-measurement due to
a significant event as detailed in ASU 2015-04, Practical Expedient for the Measurement Date of An
Employer’s Defined Benefit Obligation and Plan Assets, Other revisions are rejected as statutory
accounting requires the annual measurement of benefit obligations and plan assets to be measured as of a
year-end measurement date.

9. This statement rejects ASU 2017407, Improving the Presentation of Net Periodic Pension Cost
and Net Periodic Postretirement Benefit Cost. Existing statutory disclosures on the components of
pension costs shall be completed.

Effective Date and Transition

90. Reporting entities are tequired to disclose the projected benefit obligation, the accumulated
benefit obligation and the’fair value of plan assets for defined benefit pension plans in the first reporting
period after the effective date,of this standard and in each subsequent reporting period. This disclosure
shall specifically note theyfunded/underfunded status of the pension plan based on the projected benefit
obligation. Reportingientities shall also specifically note the surplus impact necessary, at each reporting
date, to refléetthe full projected benefit obligation within the financial statements.

91. This statement is effective for quarterly and annual reporting periods beginning on or after
January 1, 2013 (transition date) with early adoption permitted. Any unfunded defined benefit pension
amounts, as determined when the projected benefit obligation exceeds the fair value of plan assets, is a
liability under SSAP No. 5R and shall be reported in the first quarter statutory financial statements after
the transition date with a corresponding entry to unassigned funds (surplus). If the fair value of plan assets
exceeds the projected benefit obligation, the asset shall be considered a nonadmitted asset. Net periodic
pension cost shall include a component for unrecognized prior service cost for nonvested employees
beginning in 2013.
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98-92. The requirement to measure plan assets and benefit obligations as of the date of the reporting
entity’s financial statement year-end is effective for financial statement years beginning January 1, 2014.
(The measurement date change will be initially reflected in the December 31, 2014 financial statements.)

99.93. In order to transition to a fiscal year-end measurement date, the reporting entity shall remeasure
plan assets and benefit obligations as of the beginning of the fiscal year that the measurement date
provisions are applied. The reporting entity shall use those new measurements to determine the effects of
the measurement date change as of the beginning of the fiscal year that the measurement date provisions
are applied.

1006-94. The reporting entity shall measure plan assets and benefit obligations as ©0f the beginning of the
fiscal year that the measurement date provisions are applied. This would result with\the following:

a. Net periodic benefit cost for the period between the measurement date that is used for the
immediately preceding fiscal year-end and the begimningyof the fiscal year that the
measurement date provisions are applied, exclusivesof any curtailment or settlement gain
or loss, shall be recognized, net of tax, as a separate adjustment of the opening balance
unassigned funds (surplus). That is, the pretakjamount recognized as an adjustment to
unassigned funds (surplus) is the net periodic benefit cost that without a change in
measurement date otherwise would have been‘recognized on a delayed basis during the
first interim period for the fiscal year that theimeasurement date provisions are applied.

b. Any gain or loss arising from.a,curtailment or settlement between the measurement date
that is used for the immediately preceding fiscal year-end and the beginning of the fiscal
year that the measurement date provisions are applied shall be recognized in earnings in
that period and not as an adjustment to unassigned funds (surplus). This provision
prohibits a reporting <entity from early application of the measurement date provisions
when the reportingwentity has issued financial statements for the prior year without
recognition of such a settlement or curtailment.

C. Other changes inythe fair value of plan assets and the benefit obligations (for example,
gains or,losses) for the period between the measurement date that is used for the
immediately, preceding fiscal year-end and the beginning of the fiscal year that the
measurement date provisions are applied shall be recognized, net of tax, as a separate
adjustment of the opening balance of unassigned funds (surplus) for the fiscal year that
thesmeasurement date provisions are applied.

10495 Earlier application of the recognition or measurement date provisions is encouraged, however,
early applications must be for all of the reporting entity’s benefit plans. If early application is elected, the
transition date shall reflect the January 1% of the year in which this standard is initially applied.
Retrospective application is not permitted.

REFERENCES

Other

. Statutory Accounting Principles Statement of Concepts and Statutory Hierarchy

. SSAP No. 89—Accounting for Pensions, A Replacement of SSAP No. 8
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Relevant Issue Papers

. Issue Paper No. 8—Accounting for Pensions
. Issue Paper No. 123—Accounting for Pensions, A Replacement of SSAP No. 8
. Issue Paper No. 132—Accounting for Pensions, A Replacement of SSAP No. 89
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Total 300
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Funded-Status Q (2202) (2502 (2,547 628
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HH2013
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20127 | 2013 2013 2014 2015 2015
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Service Cost 250
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EXHIBIT BA - CHANGES IN THE MEASUREMENT DATE AND PLAN SETTLEMENT

Note: Footnote references in this section link numbers together for ease of reference.

The reporting entity adopted this SSAP as of the transition date (January 1, 2013.) In accordance with this
SSAP, Company B is changing the measurement date for its defined benefit pension plan from September
30 to December 31 for its December 31, 2014, financial statements. In accordance with this SSAP,
statutory accounting principles require that change to be implemented by remeasuring plan assets and
obligations as of December 31, 2013. Company B has a plan settlement on November 30, 2013, and
remeasures its plan assets and benefit obligations as of November 30, 2013, resulting in a settlement loss
before taxes of $60,000°, which is a portion of the net loss in unassigned funds (surplus). However, the
effects of remeasuring plan assets and obligations as of November 30, 2013, on the funded status reported
in Company B’s statement of financial position are not recognized until the following fiscaliyear because
the change in measurement date has not been adopted at November 30, 2013. In recognizing the effects of
the plan settlement and change in measurement date:

a. Recognize the settlement loss in net income in the fourth quarter of 2013 and a
corresponding decrease in the cumulative net loss in unassignedifunds (surplus).

b. Recognize the net periodic pension cost incurred, fromi©October 1, 2013, to December 31,
2013, net of tax, as an adjustment to beginning unassigned funds (surplus) for 2014.

C. Recognize any gains or losses arisinghduring the period from October 1, 2013, to
December 31, 2013, net of tax, as an adjustment to unassigned funds (surplus) for 2014.

d. Recognize corresponding changestin pension liability and deferred tax amounts for the
above items.

The funded status of Company B’s Plan assetsias©f September 30, 2013, November 30, 2013, December
31, 2013 and December 31, 2014, and,amounts included in unassigned funds (surplus) to be recognized as
a component of net periodic pensionycost,are shown below. Company B has no remaining transition asset
or obligation. Company B isgot fequired to amortize the cumulative net loss because it is less than 10%
of the greater of the fair value of'‘plan‘assets or the projected benefit obligation for all years presented.
The applicable tax rate for 2013 and 2014 is 40%.

9/30/13 11/30/13 12/31/13 12/31/14

Projected Benefit Obligation (3,660) (3,200) (3,210) (3,700)
Plan Assety Fair'Value 2,600 2,200 2,225 2,200
Funded Status (1,060) (1,000) (985) (1,500)
Items ot yet recognized as a

component of net periodic cost: 380 360 350 230
Prior Service Cost 265° 220 315° 365
Net Loss 645 580 665 595

Based on actuarial valuations performed as of September 30, 2013, and November 30, 2013, the reporting
entity determines its net periodic pension cost for the two-month period from October 1, 2013, to
November 30, 2013, and for the one-month period from December 1, 2013, to December 31, 2013, as
follows:
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Transfers and Servicing of Financial Assets and Extinguishments of Liabilities

STATUS
Type of ISSUC....eovvievieciieieee e Common Area
ISsued ..cooovveieiieeeee e March 3, 2012; Substantively revised June 9, 2016
Effective Date.......ccccvvvveeeeiiiiiiiiiieeeeenn January 1, 2013; Substantive revisions detailed in Issue
Paper No. 152 effective January 1, 2017
ATTECES oo Supersedes SSAP No. 91R; Nullifies and incorporates INT
99-22 and INT 03-05
Affected DY .cvvevvveeiieiieiieeece e No other pronouncements
Interpreted by .....coovvvveiiivieeieeeee, INT 01-31; INT 04-21; INT 20-06
Relevant Appendix A Guidance.............. None
STATUS 1
SCOPE OF STATEMENT 2
SUMMARY CONCLUSION 3
Accounting for Transfers and Servicing of FInancial ASSetS. B, s..cueercreeeriieriiieeiiireriiesiieesreesreessreesveeans 3
Accounting for Transfers of Participating Interests.... st B eee i i e 5
Accounting for Transfers of an Entire Financial:Asset or.Group of Entire Financial Assets.........c..cc.cc...... 5
Secured BOTTOWINE ......cocvevvireenienerienienees e S ettt ettt ettt et nne 6
Recognition and Measurement of Servicing Assets and Liabilities.........cccvvvevieeecireriiie e 6
Financial Assets Subject to Prepayment............ i . i it eee et et re b b seeseaeseseense s 7
Secured Borrowings and Collateral ... ......cooueriiiiiiiniiiiet ettt 7
Extinguishments of LIabilities ... s . e e oiie it eeiee et steeeiee et eeete e e beesteeessbeesssaeessaeessseessseesssenans 8
LD e (0T < A S o SRS 8
APPLication GUIAANCE ........cofiiBe o BEI ettt ettt e te et et e st e st e et e e se e seessaesssesnseenseenseenseesnnennses 18
UNITE OF ACCOUNE.....tiitifseneeeneeee s ittt ettt et e steestteeateeabe e bt e bt e sseeemteemteenteenbeabeesseesaseeaseenseeseasneesneeenees 18
Participating Interests infan Entire Financial ASSEt ........c.ccccvvciieviiirierie e cie et sre e ere e s e 19
Isolation Beyond the/Reagh of the Transferor and [ts Creditors........coceevererierieninieninieieseeee e 20
Conditions ThatilConstrain a TranSferee ...........c.ceoiiriiiierieiie ettt 21
Transferor’s,Rightsior Obligations to Reacquire Transferred Assets or Beneficial Interests...................... 22
Effective Control Over Transferred Financial Assets or Beneficial Interests...........ccccveveveneeiencncenienene 23
Agreement to Repurchase or Redeem Transferred Financial ASSEts.........coevvevereriieneneenieniniencnceee 23
Unilateral Ability to Cause the Return of Specific Transferred Financial ASSets ..........ccecceeveeneenienennnee. 24
Arrangements to Reacquire Transferred Financial ASSEtS..........ccvvevcverciieciieriienieniesee e ere e eseeesne v 25
Changes That Result in the Transferor’s Regaining Control of Financial Assets Sold .........c..ccccoeereenene. 25
Measurement of Interests Held after a Transfer of Financial ASSets .........coccoevuieiieiieniieniiiieeeeceeeieene 26
Assets Obtained and Liabilities Incurred as Proceeds ..........c.coevuiiiiiriiniiiiiiiiiiiieeiescece e 26
Participating Interests in Financial Assets That Continue to be Held by a Transferor ...........c.ccccceveeeenen. 26
Servicing Assets and Liabilities . ........eeuieiiieiieiieiierie ettt ettt st s eee e 26
SECUITEIZATIONS ..ttt ettt ettt b e sat e sa e et e bt e bt e sheesateeabeeabe e bt e sbeeeaeeemteembeenbeenbeesaeesaneenseenne 27
Isolation of Transferred Financial Assets in SECUTTHZAIONS. .........cevuerueeiereeieieee e 28
Sales Of FULUTE REVEIUES ........ccueiuiiiiiieieiieiiee ettt sttt sttt ettt et sbe et e b et e e e 29
Removal-0f-ACCOUNES PrOVISIONS ....cc.iiitiiiiiiiieiieiieiie sttt ettt ettt ettt et e s bt e saeesnteenseenseenseensnens 29
] 10 AN T2 (TSRS 29
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SSAP No. 105R Statement of Statutory Accounting Principles

24, A Working Capital Finance Investment may provide for a prepayment penalty or acceleration fee
in the event the working capital finance investment is liquidated prior to its scheduled termination date.
Such fees shall be reported as investment income when received.

25. SSAP No. 34—Investment Income Due and Accrued shall be followed for determining and
recording investment income earned on working capital finance investments acquired at a discount. In
accordance with SSAP No. 34—Investment Income Due and Accrued, investment income shall be reduced
for amounts that have been determined to be uncollectible, however amounts more than 15 days overdue
are nonadmitted.

Default

26. A working capital finance investment payment that is uncollected by the reporting entity within 30
days after the due date shall be considered in default and nonadmitted. If the reporting enfityyhas any other
working capital finance investment assets from the same defaulting counterparty, all other working capital
finance investments from that counterparty shall be nonadmitted. All working capital finance investments
from a counterparty identified in default shall be evaluated for impairment.

Impairment

27. An other-than-temporary impairment™7 %97 shall be consideredito have occurred if it is probable
that the reporting entity will be unable to collect all amounts due,according to the contractual terms of a
confirmed supplier receivable including the payment on the established due date. Pursuant to this guidance,
assessment of other-than-temporary impairment shall include'an evaluation of the financial condition and
short-term prospects of the obligor. If it is determined thata degline in the fair value of a working capital
finance investment below book/adjusted carrying value®is due to an other-than-temporary impairment, an
impairment loss shall be recognized as a realized loss,equal to the entire difference between the working
capital finance investment’s carrying value and fair value as of the reporting period for which the
assessment is made. Fair value shall be detérminediin accordance with SSAP No. 100R—Fair Value, and
reflect the price to sell the asset in an orderlyymarket between market participants. As such, the fair value
shall reflect the assumptions market participantsywill use in pricing the asset, including assumptions about
risk.

28. For reporting entitiesTequired tomaintain an AVR/IMR, the entire amount of the realized loss from
the other-than-temporary impairment,shall be recorded through the AVR, in accordance with SSAP No. 7.

20. Upon recognitienyof an other-than-temporary impairment, the fair value of the working capital
finance investment on'the,measurement date shall become the new cost basis of the working capital finance
investment and<the new cost basis shall not be adjusted for subsequent recoveries in fair value. Once an
investment is determined'to be other-than-temporarily impaired, until all expected payments are received,
the reporting, entityemust re-evaluate the investment quarterly and reassess fair value, with recognized
realized losses for the difference between the book/adjusted carrying value and the current fair value. This
process shall continue until either all expected payments are received, or the entity has recognized a realized
loss for the entire uncollected carrying value.

Disclosures
30. The financial statements shall include the following disclosures:
a. Fair value in accordance with SSAP No. 100R.
b. Concentrations of credit risk in accordance with SSAP No. 27—Off-Balance-Sheet and

Credit Risk Disclosures in the annual audited statutory financial reports only.
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Working Capital Finance Investments SSAP No. 105R

c. Information regarding the aggregate book/adjusted carrying value of working capital
finance investment by designation including gross assets with nonadmitted and net
admitted amounts annually. (Note that programs designated 3-6 are nonadmitted.)

Non-Admitted Net Admitted
Gross Asset CY Asset CY Asset CY

WCFI Designation 1
WCFI Designation 2
WCFI Designation 3
WCFI Designation 4
WCFI Designation 5
WCFI Designation 6
Total

d. Annual and quarterly information regarding the aggregate bogok/adjusted carrying value
maturity distribution on the underlying working capitaljfinance “investments by the
categories of maturities up to 180 days and 181 to 365 days.

e. Any events of default of working capital finance investments,during the reporting period.
31. Refer to the Preamble for further discussion regarding disclosure requirements.

Relevant Literature

32. ASU 2022-04, Disclosure of Supplier Financé Pro®kam Obligations is rejected.

33. Effective December 31, 2023, this sfifementRejects ASU 2016-13, Financial Instruments—Credit
Losses (Topic 326), Measurement of Crediflosses¥on Financial Instruments; ASU 2018-19, Codification
Improvements to Topic 326, Financial Mstrgnents—Credit Losses; ASU 2019-04, Codification
Improvements to Topics 326, 815, 8238ASU 20¥9-10 Financial Instruments—Credit Losses (Topic 326),
Derivatives and Hedging (Topic 815), dad Leases (Topic 842); ASU 2019-11, Codification Improvements
to Topic 326, Financial Inswpumé@nts—2Credit Losses; and ASU 2020-03, Codification Improvements to
Financial Instruments. Compafiicshoatld continue to apply the relevant statutory accounting impairment
guidance, which may reflect U.SWGAAP guidance prior to FASB’s issuance of ASU 2016-13 and other
related ASUs.

Effective Date and Transition

32.34. This'statement is effective for years on or after January 1, 2014. Substantive revisions documented
in Issue PaperiNo. 163—Working Capital Finance Investment Updates are effective for financial reporting
periods on or after June 30, 2020. A change resulting from the adoption of this statement shall be accounted
for as a change in accounting principle in accordance with SSAP No. 3—Accounting Changes and
Corrections of Errors.

REFERENCES
Relevant Issue Papers

. Issue Paper No. 147—Working Capital Finance Investments
. Issue Paper No. 163—Working Capital Finance Investment Updates
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Statement of Statutory Accounting Principles No. 107

Risk-Sharing Provisions of the Affordable Care Act

STATUS

Type of ISSUC....cccvveeiieeiiieiee e Common Area

ISsued ....coovveeeeiieeeeeee e December 12, 2014

Effective Date ..........coovvvvvvvveeiiiiinnns December 15, 2014

ATTECES .o Nullifies INT 13-04

Affected DY..ooovvevevevieeieeeeeee No other pronouncements

Interpreted by ....ccvveeeviveiiieeiieeieen INT 15-01

Relevant Appendix A Guidance ......... A-791

STATUS ceiiticintisicesssisnsssisssessessisssssssssissssssissessssssssssssssssssssssssssssssssssests 1
SCOPE OF STATEMENT.......... . 1
SUMMARY CONCLUSION 2
Risk Adjustment Program — Description and OVEIVIEW ........al.eec e eeeeiie e ere et eieesee e sresre e eeeenns 2
Risk Adjustment Program — Accounting Treatment......... 8 .. i coveieerienenieeseetee et 3
Risk Adjustment Program — High-Cost Risk Pool — Aceounting, Treatment..............cccceereeniinieniiennieenenne 5
Transitional Reinsurance Program — Description @nd OVEFVAEW ............cceeevieviieviierienie e e e e 5
Transitional Reinsurance Program — Accounting, TT@AMENL .........c..ccervieririerenirieeeeeenicee e 7
Subject Individual Insured Health Productsd......... 00k .8 e e 7
Other Insured Health Products...........ooiere i ittt sttt et ee s 9
Self-Insured Health PTOAUCES .......c.ooueee e ettt st 9
Risk Corridors — Description and OVERVIEW ........c..coeeueriirierienirienienitete e eitente st eiteste st etesieseesaesaeeaeenne s 10
Risk Corridors — Accounting Treatment™ 500 e 11
DISCIOSUTIES ... el ettt et sat et e b ettt et e b saeeae b 12
Relevant LIterature...............idi ittt e et e e te e e s tbeeeteeesabeeeabeeensaeessseeenseeensseas 14
Effective Date and TranSIhion .....iu. . .eeoueerierieiie ettt ettt ettt e bt e s bt e satesatesaeeeseeenbeenbeens 14
REFERENCES.......c0m00itieiasiumticsnssnsicssssssiessssssesssssssesssssssesssssssesssssssesssssssssssssssssssssssssssssssssssnss 14
Relevant ISSUC RAPETS ... iluiciieiieiiieiieiie ettt ettt ettt et e et estae s e e ssaessaesssessseesseenseesssesssesnsennseesenns 14
EXHIBITASGLOSSARY ..ccuiiiiiinnniniosenssisssossissssssssssosssssssssosssssssssssssssssssssssosssssssssossssssssssssssssossssssossss 15
EXHIBIT B —ACA RISK-SHARING PROVISIONS ROLL-FORWARD ILLUSTRATION ........ 17

SCOPE OF STATEMENT

1. The Affordable Care Act (ACA) imposes fees and premium stabilization provisions on health
insurance issuers offering commercial health insurance. This statement provides accounting for three
programs known as risk adjustment, reinsurance and risk corridors that take effect in 2014. Risk
adjustment is a permanent risk-spreading program (ACA Section 1343). The temporary transitional
reinsurance program (ACA Section 1341) and temporary risk corridors program (ACA Section 1342) are
for years 2014 through 2016.
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SUMMARY CONCLUSION

2. Specific terms included in Exhibit A are unique to these programs and should not be applied to
other aspects of statutory accounting. The required payments to the programs by reporting entities are
described as “contributions” in the program literature but are referred to in this guidance as assessments
for clarity. Amounts redistributed by the programs back to reporting entities are termed “payments” by
the programs. These “payments” are recoverables / receivables for the reporting entity and are termed
program distributions or receivables (to the reporting entity) in this guidance. The reporting of payable or
receivable amounts in this guidance is from the perspective of the reporting entity. This statement
nullifies INT 13-04: Accounting for the Risk-Sharing Provisions of the Affordable Care Act.

3. This statement establishes statutory accounting principles for the risk-sharing provisions of the
ACA. The manner in which these provisions are applied in the determination of the medical loss ratios
(MLR) and rebates may be different from these as the MLR calculations are based onfthe?ACA Section
2718(b).

Risk Adjustment Program — Description and Overview

4. The risk adjustment program based on Section 1343 of the ACA isteffective beginning in the
2014 benefit year and continues as a permanent program.

5. The risk adjustment program includes health plansg(exeept certain exempt and grandfathered
plans) in the individual or small group markets both on and off‘the exchange. All covered risk adjustment
plans are required to participate in the risk adjustment program.

6. The purpose of the risk adjustment program is*to transfer funds from lower risk plans to higher
risk plans within similar plans in the same state ih order®tojadjust premiums for adverse selection among
carriers caused by membership shifts due to guarantee isstie and community rating mandates. States may
set up their own risk adjustment programs,0r they mayspermit the U.S. Department of Health and Human
Services (HHS) to develop and manage the program in the state. In addition to the risk adjustment
amount, HHS determines the user fee. In states‘operating their own risk adjustment program, the state will
determine the fee.

7. Risk adjustment assgssments and distributions will be computed based on the reporting entity’s
risk score versus the overall marketisisk score after applying adjustments. Effective for 2018 benefit plan
years, the risk adjustments and distributions are calculated including the high-cost risk pool aspect of this
program (see high-cost risk pool in paragraphs 10-11, paragraph 15 and paragraph 16). Risk adjustment
assessments will be made,if'the plan average actuarial risk of all of their enrollees in a market and state is
lower than the plan‘average risk of all enrollees in fully insured plans in that market and state risk pool.
Risk adjustment distribations will be made to health plan issuers whose plans have an average actuarial
risk that is ‘greater=than the plan average actuarial risk scores in that market and state risk pool. The
reinsurance program is not considered in the computation.

8. HHS will collect a user fee to support the administration of the HHS-operated risk adjustment
program. This fee applies to issuers of risk adjustment covered plans in states in which HHS is operating
the risk adjustment program. For example, HHS projects that the per capita risk adjustment user fee for
2014 is approximately $1 per enrollee per year. Similar terms will apply for the user fees of state operated
programs.

9. All risk adjustment distributions made to issuers are completely funded through the amounts
assessed to other issuers within the same market in the same state to ensure equality between program
distributions and assessments. Consequently, risk adjustment assessments will be invoiced prior to
processing program distributions to issuers. Once applicable risk adjustment assessments by issuers are
received by HHS or the state, funds will be redistributed to the higher risk plans. Each issuer that offers a
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risk adjustment covered plan will be notified of risk adjustment distributions or assessments by June 30 of
the year following the benefit year to align with the program distributions and assessment processing.
Risk adjustment assessments owed by an issuer to HHS or the state are required to be remitted within 30
days of notification of the assessment. Once applicable assessments are received by HHS or the state,
funds will be redistributed to the higher risk plans.

10. In December 2016, the HHS adopted a new regulation that changed how the ACA risk adjustment
program would function, beginning with the 2018 benefit year. Specifically, the ACA risk adjustment
methodology will incorporate a high-cost risk pool calculation. This adds a reinsurance-like element to
the risk adjustment program, which is referred to as high-cost risk pooling. The operation of the high-cost
risk pools will exclude a percentage of costs above a threshold level in the calculation of enrollee-level
plan liability risk scores so that risk adjustment factors in the risk adjustment program described in
paragraphs 4-9 would be calculated for risk excluding these extreme costs as determined by federal
regulations. The program will operate two national high-cost risk pools, one for indiyiduals, and one for
small groups. An overview of the new high-cost risk pool aspect of ACA risk adjustmentiis as follows:

a. HHS will establish two new high-cost risk pool parameters: a threshold,and a coinsurance
rate. For 2018, the threshold has been set at $1 million, and the ceinsurance rate has been
set at 60%. For 2018, the high-cost risk pools for high-cost.enrellees would fund 60% of
an issuer’s costs for individual enrollees with claims abeye $Tunillion.

b. In the calculation of each issuer’s annual riskvadjustment transfer amount, the issuer will
be reimbursed for a portion (specifically, the ceinsurance rate) of actual enrollee-level
claims above the threshold. Conforming,changesywill be made to how each issuer’s
enrollee-level plan liability risk scores are, calculated. For example, in 2018, claims in
excess of $1 million per enrollee will be reimbursed from the respective high-cost risk
pool at a 60% coinsurance rate. This payment is referred to hereafter as the high-cost risk
pool claims reimbursement.

c. In order to maintain the zerossum nature of risk adjustment across each market in light of
the new high-cost risks pool claims reimbursements detailed in paragraph 10.b., each
issuer’s risk adjustment\transfer amount payable to HHS will include an assessment to all
risk adjustment efitities, which will be calculated as a percentage of the issuer’s total
premiums in,the applicable market. The sum of the assessments across all issuers is
intended to equal the sum of the high-cost risk pool claims reimbursements across all
issuers.

d. HHS willyreport the high-cost risk pool amounts as part of the risk adjustment payment
transfer formula including all components as a single amount, which should be reported
on anet basis.

11. Conceptually, high-cost risk pool can be thought of as an involuntary reinsurance pool or as an
aspect of the risk adjustment program. Combining the estimates of the various parts of the risk adjustment
program reduces the potential impact of misestimating each element.

Risk Adjustment Program — Accounting Treatment

12. The accounting elements of the ACA permanent risk adjustment program, which are considered
separately, include the user fee and the risk adjustment assessments and distributions.

13. The user fee is paid to HHS in states where the risk adjustment program is being operated by
HHS and to the state program if operated by the state. Risk adjustment user fees shall be treated as
government assessments. These fees are treated the same as other non-income-based governmental taxes
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and fees in that they are recognized as an expense and liability when the premium subject to the
assessment is written.

14. Premium adjustments pursuant to the risk adjustment program will be based upon the risk scores
(health status) of enrollees, participating in risk adjustment covered plans rather than the actual loss
experience of the insured. This program bears some similarities to the Medicare Advantage risk
adjustment program' under which the plan receives additional funding (or pays additional amounts) based
on adjustments to risk scores of enrollees (see INT 05-05: Accounting for Revenues Under Medicare Part
D Coverage).

15. The risk adjustment payables and receivables shall be accounted for as premium adjustments
subject to redetermination as specified in this statement. Effective beginning with 2018 benefit plan years,
the risk adjustment assessments and distributions are calculated including the high-cost risk pool aspect of
this program and should be reported on a net basis.

a. Risk adjustment payables meet the definition of liabilities as set forthyn SS4P No. SR—
Liabilities, Contingencies and Impairments of Assets. Risk adjustment receivables meet
the definition of an asset and are admissible to the extent that they, meet all of the criteria
in this statement.

b. Risk adjustment payables and receivables shall be estimated.based on experience to date.
The method used to estimate the payablesyand receivables shall be reasonable and
consistent between reporting periods. Reportingjentities shall be aware of the significant
uncertainties involved in preparing estimates andybe both diligent and conservative in
their estimations. In exercising the judgment required to prepare reasonable estimates for
the financial reporting of risk adjustmeént program payables and receivables, the statutory
accounting concept of conservatism shall be followed. In addition, reporting entities are
required to have sufficient datanto determine a reasonable estimate. Ensuring sufficient
data requires that the repofting entity’s estimate is based on demonstrated knowledge of
the marketplace and annual“information which includes patient encounter and diagnosis
code data to determine the differ€nces in the actuarial risk profile of the reporting entity’s
insureds versus the market participants in the particular market and state risk pool.
Sufficient data shall“incogporate patient default scores, if applicable, under the terms of
the risk adjustment program. In addition, the estimates shall be consistent with other
financial statement assertions and the pricing scenarios used by the reporting entity.

C. Premium “tevenue adjustments for the risk adjustment program are estimated for the
portion of the policy period that has expired and shall be reported as an immediate
adjustment to premium. Accrued risk adjustment receivables shall be recorded in
premium and considerations receivable, with a corresponding entry to written premiums.
Accrued risk adjustment payables shall be recorded as a liability? with a corresponding
entry to written premiums. Reporting entities shall record additions or reductions to
revenue resulting from the risk adjustment program in the period in which the changes in
risk scores of enrollees result in reasonably estimable additions or reductions. The risk
adjustment program receivables shall be reported gross of payables.

! The ACA program also has significant differences from the Medicare Advantage risk adjustment program, which is
retrospective, administered as a single national program, with most enrollees administered by the federal government. By
contrast, the ACA risk adjustment is not retrospective, and is administered by each entity by state and by plan.

2 The annual statement liability lines will vary by the type of annual statement the reporting entity files. Managed care/accident
and health reporting entities report as aggregate health policy reserves; life and accident and health reporting entities report as
aggregate reserves for accident and health contracts; and property and casualty reporting entities report as aggregate write-ins for
liabilities.
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d. The risk adjustment receivables are administered through a federal governmental
program. Once amounts are collected by the governmental entity, there is an obligation to
distribute the funds. Amounts over 90 days due shall not cause the receivable to be
treated as a nonadmitted asset based solely on aging.

e. Provided that the risk adjustment receivables due the reporting entity are determined in a
manner that is consistent with the requirements of this statement, the receivables are
admitted assets until determination of impairment or payment denial is received from the
governmental entity or government-sponsored entity administering the program. Upon
notification that payments to be paid to the reporting entity will be less than the recorded
receivables, any amount in excess of the confirmed amount shall be written off and
charged to income, except for amounts that are under appeal. Any receivable for risk
adjustment amounts under appeal shall be reflected as a nonadmitted asset.

f. Evaluation of the collectibility of all amounts receivable from the)risk “adjustment
program shall be made for each reporting period. If, in accordancé with SSAP No. 5R, it
is probable that the risk adjustment receivables are uncollectible, /any uncollectible
receivable shall be written off and charged to income in thé peried the determination is
made. If it is reasonably possible that a portion of the balanceidetermined in accordance
with this paragraph is not anticipated to be collected and is therefore not written off, the
disclosure requirements outlined in SSAP No. 5R shallybefollowed.

Risk Adjustment Program — High-Cost Risk Pool — Accounting Treatment

16. The individual and small group high-cost risk pools of the ACA risk adjustment program shall be
accounted for consistent with the rest of the ACA risksadjustment program. Reporting entity issuers in the
individual or small group markets need to accountsfor the following risk adjustment payables and
receivables including the impairment and aging'guidancéteflected in paragraph 15 and paragraph 16:

a. The high-cost risk pool assessment payable by the reporting entity, which is the percent-
of-premium charge to the issuer’in order to fund reimbursements across all issuers of
claims above the high'cost risk pool threshold, shall be accounted for as decreases to
written premium subject te redetermination.

b. High-cost riskipooldistributions, which represent proportionate reimbursement for the
issuer’sy claims above the high cost risk pool threshold, would be accounted for as
increasé€sto written premium subject to redetermination.

C. As the risk adjustments and distributions described in paragraphs 4-9 are calculated after
exeluding the percentage of costs above the threshold specified in the high-cost risk pool
aspect of this program, the payments described in paragraphs 4-9 will continue to be
accounted for consistent with guidance in paragraph 15 and paragraph 16 (i.e., as a
premium adjustment subject to redetermination).

Transitional Reinsurance Program — Description and Overview

17. The transitional reinsurance program based on Section 1341 of the ACA is effective for plan
years 2014 through 2016. Reinsurance assessments will be collected and distributions will be issued
during the three-year term.

18. All issuers of major medical commercial products and third party administrators (TPAs) on
behalf of uninsured group health plans are required to contribute funding at the national contribution rate
to HHS. States establishing reinsurance programs may collect additional funding. Non-grandfathered
individual plans are eligible to receive benefit program distributions via an excess-of-loss reinsurance
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system. Grandfathered plans are ineligible. Group plans are required to contribute funding, but are not
eligible to receive reinsurance program distributions.

19. In general, this transitional reinsurance program provides funding to issuers in the individual
market that incur high claims costs for enrollees. The program requires assessments from all issuers and
TPAs on behalf of group health plans based on a per member annual fee established by HHS. The
reinsurance assessment will fund reinsurance program distributions plus disbursements to the U.S.
Treasury, in addition to covering administrative expenses of the program.

20. Consequently, the term “reinsurance” does not represent actual reinsurance between licensed
insurers as defined by SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance. This
program is similar to an involuntary pool in SSAP No. 63—Underwriting Pools for the individual insured
health products subject to the 2014 ACA market reforms. For the group plans, which are required to
contribute funding but are not eligible to receive program distributions, the program/is an assessment
payable by the reporting entity and not a pool.

21. The national transitional reinsurance program assessment rate for allgssuers and TPAs will be
established by HHS and will be designed to collect more than $12 billionifi 2014 to cover the required
$10 billion for the reinsurance program, the $2 billion contribution to théyU.Sy Treasury, and additional
amounts to cover the administrative costs of the federal governmentqentityhand applicable reinsurance
entities. States electing to operate their own reinsurance programyhavesthe option to increase the
reinsurance assessment rate to provide additional funding for the reinsurance program or to fund the
administrative expenses of the applicable reinsurance entitys Assessments for the reinsurance program
must fund the reinsurance program of $10 billion in 2014, $6 billion in 2015 and $4 billion in 2016, plus
disbursements to the U.S. Treasury of $2 billion, $2 billioniand"$1 billion for years 2014 through 2016, in
addition to covering administrative expenses of the applicableir€insurance entity or HHS.

22. Reinsurance program distributions will"be processed either by the applicable reinsurance entity or
by HHS and will be made to issuers of nod-grandfathered individual market plans for high claim costs of
enrollees. Distributions from the applicable teinsurance entity to insurers providing individual coverage
will be calculated as a coinsurance rate multiplied by the eligible claims submitted for an individual
enrollee’s covered benefits between an,attachment point and the reinsurance cap for each benefit year.
The coinsurance rate, attachmentpoint,and reinsurance cap are initially determined by HHS, but may be
modified by the state, if the state chooses to establish its own reinsurance program.

23. Each state is eligible topestablish a reinsurance program, regardless of whether the state
establishes a Marketplace‘Exchange. If a state establishes a reinsurance program, the state must enter into
a contract with an applicable feinsurance entity or entities or establish a reinsurance entity to carry out the
program. If a state ‘does mot elect to establish its own reinsurance program, HHS will administer the
reinsurancegprogram,on behalf of that state. HHS establishes the annual administrative portion for the fee.
(For exampleythe 2014 fee will be $0.11 per-member per-year resulting in $20.3 million of administrative
expense funding),

24, Reinsurance assessments to fund the program are made on an annual basis with billing beginning
December 15, 2014. An insurer may submit claims for reimbursement when an enrollee of the
reinsurance-eligible plan has met the applicable criteria as determined by either the state or HHS. Claims
may be submitted through April 30 of the year following the benefit year. HHS will distribute reinsurance
program funds among issuers nationally based on submitted claims. Issuers will be notified of pending
reinsurance distributions by June 30 following the benefit year. If the requests for distributions exceed the
actual assessments collected, HHS will reduce reinsurance distributions on a pro-rata basis. If the requests
for distributions are less than actual assessments collected, HHS will increase reinsurance distributions on
a pro-rata basis.
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Transitional Reinsurance Program — Accounting Treatment

25. Due to the diverse elements of the transitional reinsurance program, which includes
characteristics of traditional reinsurance, involuntary pools and governmental assessments, a hybrid
accounting approach is required. The accounting treatment for the transitional reinsurance program
outlined below is discussed in terms of the payables and receivables and the impact to the health
insurance products subject to the program.

26. The following are the broad groupings of the health insurance products subject to the transitional
reinsurance program:

a. Individual insured health products subject to the 2014 ACA market reforms. This
excludes grandfathered and non-grandfathered 2013 products (referred to as subject
individual insured products);

b. Other insured health products. This encompasses products which”areynot,subject to the
ACA market reforms including individual grandfathered and non-grandfathered (referred
to as other insured health products);

c. Self-insured health products.

27. The guidance in this section will provide treatment for (cachyof the assessments payable and
program distribution receivable elements of the program listedybelow for the health insurance products
listed in paragraph 26.

a. Assessments for reinsurance

b. Administrative costs assessments

c. Additional U.S. Treasury assessment
d. Reinsurance distributiofts

Subject Individual Insured Health Products

Subject Individual Insured Issuers - ASsessments Payable for Reinsurance

28. Transitional reinsurance assessments attributable to enrollees in individual plans are treated as
ceded reinsurance premium. This applies both to assessments made at the national assessment rate and to
any state-elected, additional assessments that will fund reinsurance program distributions. Ceded
premiums would beyreported as a reinsurance cession and follow reinsurance accounting in accordance
with SSAP Ne. 61R, paragraph 17 and paragraphs 25-27.

29. For the individual coverage issuers, this is an involuntary pool and under the terms of the
transitional reinsurance program, the transfer of risk and timely reimbursement requirements of SSAP No.
61R are deemed to be met.

30. With regard to individual coverage issuers, the transitional reinsurance program is more similar to
traditional reinsurance than it is to an assessment, because program assessments are made to and program
distributions are received from the government or government-sponsored entity. Accordingly, the
program is accounted for as reinsurance for individual insured products subject to the transitional
reinsurance program.

31. The provisions of SSAP No. 63, paragraph 3, define involuntary pools.
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32. The transitional reinsurance program differs from an involuntary pool, in that there is not a
proportionate sharing of the entire results of a pool. However, the purpose is very similar: to address the
additional costs associated with high-risk individuals. Furthermore, HHS has noted, “the Affordable Care
Act ... requires that states eliminate or modify high-risk pools to the extent necessary to carry out the
reinsurance program,” which likewise highlights the similar purposes of the two mechanisms. Therefore,
SSAP No. 63, paragraph 8, provides additional relevant guidance. As the transitional reinsurance program
is a mechanism for sharing the additional costs associated with high-risk individuals, it is accounted for as
traditional reinsurance.

Subject Individual Insured Issuers - Reinsurance Administrative Expense Assessments

33. The assessment payable by the reporting entity for administrative expenses attributable to
individual coverage is reflected as ceded premium. This applies both to assessments made at the national
assessment rate and to any state-required assessments that will provide additionalyfunding for
administrative expenses.

34, Normally reinsurance premiums are set at a level intended to cover amticipated claim costs and
include an administrative charge component. Therefore, as a matter of consistency, it is appropriate to
include the administrative charge component for the transitional reinsurafice program in ceded premium
for individual insured products.

Subject Individual Insured Issuers - U.S. Treasury Assessment

35. Because this portion of the assessment is earmarked fow the U.S. Treasury and not for the
reimbursement of claims or to cover the operating costs, of ‘the reinsurance program, it is a federal
assessment not based on income. This portion of thedssessmeft is not treated as ceded premium, but as
an assessment under SSAP No. 35R and is reflected 11 the/same expense category as taxes, licenses and
fees. This is also consistent with annual statementiexpense reporting categories.

Subject Individual Insured Issuers - Reinsurance Program Distributions

36. Program distributions received, from the ACA transitional reinsurance program for individual
insurance is reflected as ceded (laim benefit recoveries. This applies both to distributions received
pursuant to the uniform federalaeinsurance parameters and to any state distribution received.

37. In keeping withythe rationale for reinsurance assessments above, distributions receivable from the
transitional reinsurance ptegram for individual insurance products is reflected the same as traditional
reinsurance recoveri€s asideseribed in SSAP No. 61R, paragraph 27.

38. Therefore, wecoveries received are reported in the summary of operations and will reduce the
ceding entity’s reported benefits paid.

39. HHS and all applicable reinsurance entities shall be reported consistent with providers to an
involuntary pool and will be treated as authorized reinsurers for the purposes of financial reporting for
subject individual health products.

40. All receivables from the transitional reinsurance program are subject to the 90-day nonadmission
rule beginning from when program receivables are due to be disbursed by the government or a
government-sponsored entity. That is, the 90-day rule begins when governmental receivables are due, not
from the date of initial accrual. The announced governmental or government-sponsored entity distribution
date shall be the contractual due date similar to Appendix A-791, paragraph 2.h., which requires that
payments due from the reinsurer are made in cash within ninety (90) days of the settlement date. The
receivable is also subject to impairment analysis.
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Other Insured Health Products

Other Insured Health Products — Assessments Payable for Reinsurance

41. Transitional reinsurance program reinsurance assessments made for enrollees in fully insured
plans other than individual plans are treated as an assessment payable by the reporting entity and charged
to taxes, licenses and fees. This applies both to assessments made at the national assessment rate and to
any state assessments that will fund reinsurance program distributions. In this case, for fully insured non-
individual plans, the entity cannot, under the terms of the program, be deemed to be “participating,” as
funds for claim recoveries will not be re-distributed back to the issuer for the coverage that is being
assessed. Therefore, issuers of other insured health products that are not for individuals are paying an
involuntary fee but are not participating in an involuntary pool.

42, The treatment of the transitional reinsurance program reinsurance assessments for non-individual
fully insured plans differs from the treatment for individual plans. Since the non-individual plans are not
eligible for reimbursement, they are not participating in a reinsurance arrangement,vand thus, the
assessments are not treated as ceded premium. As an involuntary assessment, the transitional reinsurance
program reinsurance assessments, consistent with SSAP No. 35R are treated{as anyassessment payable by
the reporting entity and charged to taxes, licenses and fees expense. The €xpense is accrued in proportion
to the other insured health enrollees base that will be used to determine the assessments payable as the
premium subject to the assessment is written.

Other Insured Health Products - Reinsurance Administrative ExpenseyAssessments

43. The reinsurance program administrative costs for other insured health products are an assessment
payable by the reporting entity. This applies both to agsessments made at the national assessment rate and
to any state assessment that will fund administrative” expenses and is reflected in the same expense
category as taxes, licenses and fees.

Other Insured Health Products - U.S. Treasury, Ass¢ssment

44, The additional U.S. Treasury assessment for other insured health products is a federal assessment
payable by the reporting entity avhich is,not based on income and is reflected in the same expense
category as taxes, licenses and.fees.

Other Insured Health Preducts - Reinsurance Program Distributions (not applicable)

45. Reinsurancefrecoyeries will not occur for insured health products other than individual. Other
insured health preducts will pay the transitional reinsurance program assessments payable but not receive
program distsibutions for claims.

Self-Insured Health Products

Self-Insured Health Products - Assessments Payable for Reinsurance

46. Assessments made on behalf of self-insured plans which are administered by the reporting entity
are uninsured plans and are excluded from the reporting entity’s statement of operations, with respect to
both monies received from the plans and assessments disbursed by the reporting entity. Any resulting
liabilities or receivables shall be reported as liabilities and receivables held in connection with uninsured
plans. This treatment is consistent with SSAP No. 47—Uninsured Plans, paragraphs 5 and 8-11.

47. The self-insured plan, not the reporting entity, is legally liable for assessments for the transitional
reinsurance program. The funds are a bona fide pass-through by the reporting entity, which is merely
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providing a service for the self-insured (uninsured) plan. Therefore, the reporting entity will not report
revenues or expenses for the assessments for the transitional reinsurance program.

48. The reporting entity may have received funds from the self-insured plans in advance of making
disbursements. In that event, a liability is established for funds held in connection with self-insured plans.

49. The reporting entity, depending on its arrangement with the (uninsured) plan, may make a
disbursement before receiving full funding from the plan. In that event, an asset is established for amounts
receivable in connection with uninsured plans. The asset would be subject to the rules for admissibility
and impairment as prescribed in SSAP No. 47, paragraphs 9-10.

Self-Insured Health Products - Reinsurance Administrative Expense Assessments Payable and U.S.
Treasury Assessment

50. A reporting entity providing a service for a self-insured plan that is uninsured shall apply the
pass-through treatment for the transitional reinsurance program’s administrative”cost assessments and
additional U.S. Treasury contribution amounts. The uninsured plan, not the reporting entity, is legally
liable. Therefore, the reporting entity will not report revenues or expenses With respeet to the transitional
reinsurance program’s administrative cost assessments and additional, UiS. Treasury contribution
amounts.

Self-Insured Health Products - Reinsurance Payments (not applicable)

51. Reinsurance recoveries will not occur for self-insured health products, as these products will pay
fees but not receive claims reimbursements.

Risk Corridors — Description and Overview

52. The risk corridors program basedgon Sectiony 1342 of the ACA is effective for benefit years
beginning in 2014 through 2016. The risk corridors program applies to Qualified Health Plans (QHPs) in
the individual and small group markets whethetisold on or outside of an exchange.

53. The purpose of the risk corridors,program is to provide limitations on issuer losses and gains for
QHPs through additional protection against initial pricing risk. The program creates a mechanism for
sharing the risk for Allowable'Costs bétween the federal government and the QHP issuers. The program
is applied at the QHP level, not the issuer or market segment level. Although the risk corridors program
provides protection against extreme bounds of experience, there is a substantial corridor in which all
variance in experience"directlyaffects the financial return of the reporting entity.

54, To determinc'whether an issuer pays into (contributes), or receives distributions from, the risk
corridors progfamsHHS will compare Allowable Costs® and the Target Amount® based on a formula that
compares Allowable Costs. Below is an example (before transition requirements) for a QHP.

a. When a QHP’s Allowable Costs for any benefit year are more than 103% but not more
than 108% of the Target Amount, HHS will pay the QHP issuer an amount equal to 50%
of the Allowable Costs in excess of 103% of the Target Amount.

3 With respect to a QHP, Allowable Costs is an amount equal to the sum of incurred claims of the QHP issuer, adjusted to include
qualifying expenditures by the QHP for activities that improve health care quality, expenditures for health information
technology and meaningful use requirements and other required adjustments.

4 With respect to a QHP, the Target Amount is an amount equal to the total premiums earned with respect to a QHP, including
any premium tax credit under any governmental program, reduced by the allowable administrative costs of the plan.
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b. When a QHP’s Allowable Costs for any benefit year are more than 108% of the Target
Amount, HHS will pay the QHP issuer an amount equal to 2.5% of the Target Amount
plus 80% of the Allowable Costs in excess of 108% of the Target Amount.

C. If a QHP’s Allowable Costs for any benefit year are less than 97% but not less than 92%
of the Target Amount, the QHP issuer must remit assessments payable to HHS in an
amount equal to 50% of the difference between 97% of the Target Amount and the
Allowable Costs.

d. When a QHP’s Allowable Costs for any benefit year are less than 92% of the Target
Amount, the QHP issuer must remit assessments payable to HHS in an amount equal to
the sum of 2.5% of the Target Amount plus 80% of the difference between 92% of the
Target Amount and the Allowable Costs.

55. The risk corridors program creates a mechanism for sharing risk for Allowable Costsbetween the
federal government and QHP issuers. The ACA establishes the risk corridorsfprogram as a federal
program; consequently, HHS will operate the risk corridors program under federal rules without state
variations. The risk corridors program is intended to protect against inaccurate'rate setting in the early
years of the exchanges by limiting the extent of issuer losses and gains.4n the event that risk corridors
program collections are not sufficient to cover all the required distributions, the ACA requires the use of
other sources of federal funding for the required distributions, subjectite the availability of appropriations.

56. The final risk corridors settlement calculation will be communicated by HHS after the end of the
benefit year and after premium and loss adjustments related toythe reinsurance and risk adjustment
programs have been determined.

Risk Corridors — Accounting Treatment™T 15-0D)

57. This program is similar to the riSk corridors program established for the Medicare Part D
prescription drug coverage’. However, due to,the asymmetrical nature of the risk corridors calculation, an
overstatement of expense in one cell, which isytheoretically offset by the understatement of expense in
another cell, does not necessarily resultiin zero financial impact.

58. Payables and receivables(pursuant to the temporary risk corridors program shall be accounted for
as specified in this statement.

59. Risk corridors assessments meet the definition of liabilities as set forth in SSAP No. 5R. Risk
corridors receivablessduie, toithe reporting entity meet the definition of an asset and are admissible to the
extent that theyameet\all of the criteria in this statement.

a. Assumptions used in estimating retrospective premium adjustments shall be consistent
with the assumptions made in recording other assets and liabilities necessary to reflect the
underwriting results of the reporting entity such as claim and loss reserves (including
IBNR) and contingent commissions. Contingent commissions and other related expenses
shall be adjusted in the same period the additional or return retrospective premiums are
recorded.

b. The additions or reductions to premium revenue resulting from the risk corridors program
are recognized over the contractual period of coverage, to the extent that such additions
or reductions are reasonably estimable. Reporting entities shall be aware of the
significant uncertainties involved in preparing estimates and be both diligent and

5 The ACA risk corridors program also has significant differences between the Medicare risk corridors program. The ACA risk
corridors program is performed at a significantly more granular plan specific level with a pro-rata allocation of the issuer’s
overall claim costs for the plan’s state/market cell.
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conservative in their estimations. Risk corridors payables and receivables shall be
estimated based on experience to date. The method used to estimate the payables and
receivables shall be reasonable and consistent between reporting periods. In exercising
the judgment required to prepare reasonable estimates for the financial reporting of risk
corridors program payables and receivables, the statutory accounting concept of
conservatism shall be followed. In addition, reporting entities are required to have
sufficient information to determine a reasonable estimate. Part of ensuring sufficient
information requires that the reporting entity’s estimate is based on demonstrated
knowledge of the impacts of the other risk-sharing programs on the risk corridors
program and the terms of the risk corridors program. In addition, the estimates shall be
consistent with other financial statement assertions and the pricing scenarios used by the
reporting entity.

c. The risk corridors receivables are from a federal governmental program. Amounts over
90 days due shall not cause the receivable to be treated as a nonadmitted asset based
solely on aging.

d. Provided that the risk corridors receivables due the reporting entity are determined in a
manner that is consistent with the requirements of this“statement, the receivables are
admitted assets until determination of impairment or paymentydenial is received from the
governmental entity or government-sponsoredeentityyadministering the program. Upon
notification that payments to be paid to the réporting entity will be less than the recorded
receivables, any amount in excess of the confirmed“amount shall be written off and
charged to income, except for amountsythat\are under appeal. Any receivable for risk
corridors amounts under appeal shall be reflected as a nonadmitted asset.

e. Evaluation of the collectibility of all amounts receivable from the risk corridors program
shall be made for each reporting period. If, in accordance with SSAP No. 5R, it is
probable that the risk corridors receivables are uncollectible, any uncollectible receivable
shall be written off and charged to/income in the period the determination is made. If it is
reasonably possible, that a portion of the balance determined in accordance with this
paragraph is not anticipated to be collected and is therefore not written off, the disclosure
requirements outlinediin SSAP No. 5R shall be followed.

f. Reporting shally be*“Consistent with SSAP No. 66—Retrospectively Rated Contracts,
paragraplr9 guidance on reporting for retrospective premium.
Disclosures
60. The, financial statements shall disclose on an annual and quarterly basis beginning in the first

quarter of 2014, the” assets, liabilities and revenue elements by program regarding the risk-sharing
provisions of the Affordable Care Act for the reporting periods which are impacted by the programs
including the listing in paragraphs 60.a. through 60.c. Reporting entities shall also indicate if they wrote
any accident and health insurance premium, which is subject to the Affordable Care Act risk-sharing
provisions. In the event that the balances are zero, the reporting entity should provide context to explain
the reasons for the zero balances, including insufficient data to make an estimate, no balances or premium
was excluded from the program, etc. Asset balances shall reflect admitted asset balances. The disclosure
shall include the following:

a. ACA Permanent Risk Adjustment Program

1. Premium adjustments receivable due to ACA Risk Adjustment (including high-
cost risk pool payments)
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ii.

iii.

Risk-Sharing Provisions of the Affordable Care Act SSAP No. 107
Risk adjustment user fees payable for ACA Risk Adjustment

Premium adjustments payable due to ACA Risk Adjustment (including high-cost
risk pool ceded premium)

iv. Reported as revenue in premium for accident and health contracts
(written/collected) due to ACA Risk Adjustment

V. Reported in expenses as ACA risk adjustment user fees (incurred/paid)

b. ACA Transitional Reinsurance Program

1. Amounts recoverable for claims paid due to ACA Reinsurance

il. Amounts recoverable for claims unpaid due to ACA Reinsurance (contra-
liability)

iii. Amounts receivable relating to uninsured plans, for, contributions for ACA
Reinsurance

iv. Liabilities for contributions payable due to ACA Reinsurance - not reported as
ceded premium

v. Ceded reinsurance premiums payablefdueto ACA Reinsurance

vi. Liability for amounts held ufider uminsured plans contributions for ACA
Reinsurance

vii. Ceded reinsurance premiumsidu€to ACA Reinsurance

viii.  Reinsurance recoveries (income statement) due to ACA Reinsurance payments or
expected payments

iX. ACA Reinstirance, Contributions — not reported as ceded premium

c. ACA Temporaty Risk¢Corridors Program

1. Accrued retrospective premium due from ACA Risk Corridors

ii. Reserve for rate credits or policy experience rating refunds due to ACA Risk
Corridors

iii. Effect of ACA Risk Corridors on net premium income (paid/received)

v. Effect of ACA Risk Corridors on change in reserves for rate credits

61. In addition, beginning in annual 2014 and both quarterly and annual thereafter, a roll forward of

prior year ACA risk-sharing provisions specified asset and liability balances shall be disclosed in the
annual statutory Notes to Financial Statements, as illustrated in Exhibit B. Note for the roll forward
illustration, assets shall be reflected gross of any nonadmission. The reasons for adjustments to prior year
balances (i.e. federal audits, revised participant counts, information which impacted risk score
projections, etc.) shall also be disclosed. For year-end 2014, all columns and rows are expected to be zero
since 2014 is the first year that a receivable or liability will be recorded. For reporting periods on or after
March 31, 2016, the risk corridors roll forward is amended to require disclosure of the risk corridors asset
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and liability balances and subsequent adjustments by program benefit year. The beginning receivable or
payable in the roll forward will reflect the prior year-end balance for the specified benefit.

62. For reporting periods ending on or after March 31, 2016, for both quarterly and annual reporting,
the following information is required for risk corridors balances by program benefit year:

a. Estimated amount to be filed or final amounts filed with federal agency

b. Amounts impaired or amounts not accrued for other reasons (not withstanding
collectability concerns)

C. Amounts received from federal agency
d. Asset balance gross of nonadmission
e. Nonadmitted amounts

f. Net admitted assets

Relevant Literature

Generally Accepted Accounting Principles
63. U.S. GAAP did not issue additional guidance to address$‘the tiskssharing provisions of the ACA.

Effective Date and Transition

64. This statement is effective for years ending of or/after December 15, 2014. A change resulting
from the adoption of this statement shall b€®accounted for as a change in accounting principle in
accordance with SSAP No. 3—Accounting Changes and Corrections of Errors. Risk-sharing provisions
guidance was previously reflected within INE, /3-04: Accounting for the Risk-Sharing Provisions of the
Affordable Care Act and was effective danuary 1, 2014. Upon adoption of this statement, INT 13-04 was
nullified. Disclosures in paragraphs 60"and 61 were adopted in SSAP No. 35R—Guaranty Fund and Other
Assessments, but were incorporatedfinto) this statement prior to publication. Statement revisions in
paragraphs 10-11 and paragraphs)15-16 for risk adjustment high-cost risk pools and related disclosure
changes are effective for reporting periods beginning on or after January 1, 2018.

REFERENCES
Relevant Issue Papers

o [ssuewPaper No. 150—Accounting for the Risk-Sharing Provisions of the Affordable Care Act
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EXHIBIT A - GLOSSARY

The terms included in this exhibit are specific to the risk-sharing provisions of the ACA; accordingly,
they are not intended to be applied to other topics.

Affordable Care Act (ACA) — The Patient Protection and Affordable Care Act (PPACA), commonly
called the Affordable Care Act (ACA), is a United States federal statute signed into law on March 23,
2010.

Applicable Reinsurance Entity — A tax-exempt not-for-profit organization, the duties of which shall be
to carry out the transitional reinsurance program by coordinating the funding and operation of the risk-
spreading mechanisms designed to stabilize the individual markets during the implementation of health
reform.

Cell — The risk corridor calculation is done at the QHP (Qualified Health Plan) level's the cell is state,
market (individual or small group), QHP.

Assessment — Required payments into the applicable reinsurance entity by, alliissuers of major medical
commercial products and third-party administrators to fund the transitional reinsurance program.

Exchange — Health insurance marketplaces, also called Health ‘Exchanges, are organizations set up to
facilitate the purchase of health insurance in every state ofvthe, United States in accordance with the
Patient Protection and Affordable Care Act. The exchanges “are regulated, online marketplaces,
administered by either federal or state government, where‘individuals, families and small businesses can
purchase qualified health insurance plans starting O¢tober, 1572013, with coverage beginning January 1,
2014. Exchanges will also determine who qualifiesyfor subsidies and make subsidy payments to insurers
on behalf of individuals receiving them. They will also accept applications for other health coverage
programs such as Medicaid and Children’s'Health Insurance Program (CHIP).

Exempt Plans — Certain health plans that are determined not to be a risk adjustment covered plan in the
applicable federally certified risk adjustment methodology (45 C.F.R. § 153.20), grandfathered health
plans, group health insurance coyerage benefits that are not an integral part of a group health plan, are
limited scope, or supplemental ‘benefits (45 C.F.R. § 146.145(c)), and individual health insurance
coverage excepted benefits (45 G.F.R.§ 148.220).

Grandfathered Plans — Aigroup health plan that was created or an individual health insurance policy that
was purchased on or before March 23, 2010. Grandfathered plans are exempted from many changes
required under the ACA/Plans or policies may lose their “grandfathered” status if they make certain
significant«€hanges that reduce benefits or increase costs to consumers. New employees and new family
members mayybe added to grandfathered group plans after March 23, 2010.

Health and Human Services (HHS) — The Department of Health and Human Services (HHS) is the
United States government’s principal agency that oversees CMS, which administers programs for
protecting the health of all Americans and providing essential human services.

Market Segment — Subset of consumers with its own set of demographic and other assumptions such as
individual, state/federal, small group, group, Medicaid or Medicare.

Program Distribution— Amounts payable to or redistributed by the applicable reinsurance entity or the

HHS to issuers of non-grandfathered individual market plans that incur high claims costs for enrollees
and are eligible to receive benefit payments (recoveries).
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Qualified Health Plan (QHP) — Under the Affordable Care Act, starting in 2014, an insurance plan that
is certified by the Health Insurance Marketplace, provides essential health benefits and follows
established limits on cost-sharing (such as deductibles, copayments, and out-of-pocket maximum
amounts).

Risk Score — Individual risk score means a relative measure of predicted health care costs for a particular
enrollee that is the result of a risk adjustment model. Claims-based risk-assessment models use data,
typically from a 12-month period, to identify underlying conditions and assign a risk score for each
individual based on an algorithm.
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EXHIBIT B — ACA RISK-SHARING PROVISIONS ROLL-FORWARD ILLUSTRATION

Receivables are reflected gross of any nonadmission for this illustration.

Accrued During the
Prior Year on Business
Written Before
December 31 of the
Prior Year

Received or Paid as of
the Current Year on
Business Written
Before December 31 of
the Prior Year

Differences

Adjustments

Unsettled Balances as
of the Reporting Date

Prior Year
Accrued
Less

Prior Year
Accrued
Less
Payments | Payments
(Col1-3)|(Col2-4)

To Prior
Year
Balances

To Prior
Year
Balances

Cumulative | Cumulative
Balance Balance
from Prior | from Prior
Years (Col | Years (Col
1-3+7)12-4+8)

1 2

3 4

5 6

7

8

10 11

Receivable | (Payable)

Receivable | (Payable)

Receivable | (Payable)

Receivable

(Payable)

Ref]

Receivable | (Payable)

a. Permanent ACA Risk

Adjustment Program

1. Premium adjustments
receivable

4,000,000

3,000,000

1,000,000

-800,000

200,000

2. Premium adjustments
(payable)

8,000,000

9,000,000

-1,000,000

1,000;000

3. Subtotal ACA
Permanent Risk
Adjustment Program

4,000,000 8,000,000

3,000,000/ 9,000,000

1,000,000| -1,000,000

-800,000

1,000,000

200,000

. Transitional ACA
Reinsurance Program

1. Amounts recoverable
for claims paid

22,000,000

15,000,000

7,000,000

-7,000,000

2. Amounts recoverable
for claims unpaid

(contra liability)

8,000,000

9,000,000

-1,000,000

990,000

-10,000

3. Amounts receivable
relating to uninsured
plans

3,000,000

2,800,000

200,000

-100,000

100,000

. Liabilities for
contributions payable
due to ACA
Reinsurance — not
reported as ceded
premium

90,000

75,000

15,000

-14,000

1,000

. Ceded reinsurance
premiums payable

100

200

-100

100

0

. Liability for amounts
held under uninsured
plans

125,000

15,000

110,000

90,000

200,000

. Subtotal ACA
Transitional
Reinsurance
Program

33,000,000 215,200

26,800,000 90,200

6,200,000 124,900

-6,110,000

76,100

90,000 201,000

. Temporary ACA Risk
Corridors Program

1. Accrued retrospective
premium

12,000,000

14,000,000

-2,000,000

1,750,000

-250,000

2. Reserve for rate
credits or policy
experience rating

refunds

150,000

250,000

-100,000

100,000

3. Subtotal ACA Risk

Corridors Program

12,000,000 150,000

14,000,000( 250,000

-2,000,000( -100,000

1,750,000

100,000

-250,000 0

. Total for ACA Risk-
Sharing Provisions

49,000,000| 8,365,100

43,800,000( 9,340,200

5,200,000, -975,100

-5,160,000

1,176,100

40,000 201,000

Explanation of adjustments:

A.

B.
C.
D
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Adjusted due to federal audit.
Adjusted because of revised participant count.

Adjusted due to poor experience of other participants in the reinsurance pool.
Revised risk score information in the state of substantially impacted risk scores.
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Derivatives Hedging Variable Annuity Guarantees

STATUS

Type of [SSue....oovvvevvevieeieeieeee, Common Area

ISsued ..ooooeveeeeeiiiiiie November 15, 2018

Effective Date........ccoceevvvevrveveennnnne, January 1, 2020, with early adoption permitted January 1, 2019
ATTECtS ..o None

Affected by...c.ooovvvveviiiciiieiieeees No other pronouncements

Interpreted by .....cccevvevvercierieeienee, No other pronouncements

Relevant Appendix A Guidance...... None

STATUS 1
SCOPE OF STATEMENT .....uuiiiiiinisensnisuissenssisissssssisssssssssssssessssstioncsstiassestossesssssssssssssssssssssssssssssssssssses 1
SUMMARY CONCLUSION 1
Terms/Concepts (for purposes of this StatemMent) .........coceveee e e i et 2
Special ACCOUNING ProVISION .....cvvieiireiiieriieeiieeeree e e i e ee e e eeeteeeeeveesareeetaeeseseeesseeessseessseeesseeesssens 2
Assessing Hedge EffeCtiVENESS.....cvviviiiiiiiiiie e semse s BB e ee it eteesteesteestveesveesseesbeessaesssesaesanessnesssennns 5
Measurement/Recognition of Gains and Losses of Outstanding(Open) Instruments...........coceveveeienncnne. 5
Measurement/Recognition of Realized Gains or Lo§ses of Expired Derivatives .........ccocvevveeecieeeeieenneenns 8
Derivative INCOME. ......ooueiuieiiiieieeeeeeee e B ettt ettt ettt sttt e et ettt et e st et e e e eneeneeees 9
DISCIOSUIES ...ttt ofne et e et et e et eh e e e bt ea b et e bt e st e st e ea e et e sbeeme e besaeent e bt eseeneesmeeneenees 9
Effective Date and TranSition ..........coceereeree i e sfteeieeieesteestieeiteseteeteeteeteeteesseesseesaeesnsesnsesnseenseenseenseens 11
REFERENCES 11
Relevant ISSUE PAPETS .....oouvieeree s e Bt eete et eieeite st e st et e et e enteestaestaesseessaessseanseensaesseesssesnsessseenseeseens 11
EXHIBIT A - CALCULATION'OF DEFERRED ASSET OR DEFERRED LIABILITY............... 12

SCOPE OF STATEMENT

1. Current statutory’accounting guidance for derivatives qualifying for hedging effectiveness is in
SSAP No. 86—Derivatives. Pursuant to the direction from the Financial Condition (E) Committee, this
statement allows special accounting treatment for limited derivatives hedging variable annuity guarantee
benefits subject to fluctuations as a result of interest rate sensitivity. The provisions within this statement
are separate and distinct from the guidance in SSAP No. 86, as the items subject to the scope of this
guidance, and the provisions within, would not qualify for hedge effectiveness under SSAP No. 86. The
provisions provided within this statement are only permitted if all of the components of the statement are
met and shall not be inferred as an acceptable statutory accounting approach for derivative transactions that
do not meet the stated qualifications or that are not specifically addressed within this guidance.

SUMMARY CONCLUSION

2. This statement establishes statutory accounting principles to address certain, limited derivative
transactions hedging variable annuity guarantees subject to fluctuations as a result of interest rate
sensitivity. Eligibility for the special accounting provision within this standard is strictly limited to variable
annuity contracts and other contracts involving certain guaranteed benefits similar to those offered with
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variable annuities that are reserved for in accordance with Valuation Manual 21: Requirements for
Principal-Based Reserves for Variable Annuities (VM-21)". The statutory accounting guidance within this
statement is considered a special accounting provision, only permitted if all the components in the standard
are met, and shall not be inferred as an acceptable statutory accounting approach for situations that do not
meet the stated qualifications or that are not specifically addressed within this guidance.

Terms/Concepts (for purposes of this statement)

3. The following terms reflect concepts specific to this statement. (This listing only details the key
concepts. Specific guidelines are reflected throughout the guidance.)

a. Derivative Instrument: An agreement, option, instrument or series or combination thereof:
(1) To make or take delivery of, or assume or relinquish, a specified amount of one or more
underlying interests, or to make a cash settlement in lieu thereof; or (2)/That has a price,
performance, value or cash flow based primarily upon the actual or expected price, level,
performance, value or cash flow of one or more underlying interests.

b. Dynamic Hedging Approach: A dynamic hedging strategyfallows™for the portfolio of
derivatives comprising the hedging instrument to be rebalanced'in accordance with changes
to the hedged item in order to adhere to the specified, documented hedging strategy.

C. Hedged Item: The hedged item shall consist of declared guarantee benefits on a pool, or
portion thereof, of variable annuity contracts expesedtodnterest rate risk. The hedged item
may relate to an open or flexible portfolio (€.g., gtoup of variable annuity contracts with
different characteristics and liability durations),that allows for addition of newly issued
contracts, subtraction of surrenders and*fluctaations in balances. The portfolio of variable
annuity contracts may consist of an entire’ book of business or declared components thereof.

d. Hedging Instrument: The diedging) instrument shall reflect a specified derivative, or a
portfolio of specified derivatives, that hedges the interest rate sensitivity of the designated
hedged item. The hedging instrurient may reflect a dynamic hedging strategy in which a
portfolio of derivatives comprising the hedging instrument is rebalanced in accordance
with changes to therhedged item.

Special Accounting Provision

4. The special accounting provision within this statement permits reporting entities to utilize a form
of “macro-hedging” inwhich.a portfolio of variable annuity policies, which could include the entire book
of business or sabsections thereof, are jointly designated as the host contracts containing the hedged item,
in a fair value hedge”"pursuant to a Clearly Defined Hedging Strategy (throughout this issue paper also
referred to as,“CDHS?” or “hedging strategy”). This is considered a macro-hedge, as the designated hedged
item (rate sensitive guarantee benefits) may be attached to a portfolio of variable annuity contracts with
different characteristics and liability durations. Under this special accounting provision, the portfolio of
contracts giving rise to the hedged item is not required to be static, but can be revised to remove policies
and/or include new policies to allow for continuous risk management (hedging) of the variable annuity
guarantees in accordance with the specific risks being hedged and the hedge objectives of the specified,
documented hedging strategy. In designating the hedged item, reporting entities are permitted to exclude
specific components of the variable annuity contracts, but such exclusions must apply collectively to all

! Actuarial Guideline XLIII, CARVM for Variable Annuities (AG 43) shall apply in states that have not adopted the Valuation
Manual.

2 As detailed in paragraph 10, these hedges are required to be highly effective in achieving offsetting changes in fair value attributed
to the hedged risk between the derivative hedging instruments and the hedged item during the period that the hedge is designated.
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policies included within the portfolio. For example, reporting entities may elect to only hedge the interest
rate risk of rider cash flows, and if making this election, would define the hedged item as the “fair value of
rider claims net of rider fees” for the portfolio of policies designated as giving rise to the hedged item.

5. This special accounting provision permits reporting entities to utilize a specified derivative, or a
portfolio of specified derivatives, as the hedging instrument within a fair value hedge to hedge the interest
rate sensitivity, or a specific percentage® of the interest rate sensitivity, of the designated hedged item. The
hedging instrument may reflect a dynamic hedging strategy in which a portfolio of derivatives comprising
the hedging instrument is rebalanced in accordance with changes to the hedged item in order to adhere to
the specified, documented hedging strategy. Although the hedging instruments must address interest rate
risk, this guidance does not preclude use of derivative instruments that may offset risks other than interest
rate risk from being designated as the hedging instruments. For derivative instruments that are affected by
multiple risk factors, including interest rate risk, reporting entities shall apply this special accounting
treatment to the change in fair value due to interest rate risk. Reporting entities shall bifurcate the change
in fair value due to the various risk factors - e.g., fair value volatility due to interest rates,(rho), and other
risk factors, such as equity level (delta) or volatility (vega). Pursuant to paragraphs 10%and 13, fair value
fluctuations not attributed to the hedged risk, including fair value changes from excluded/open components,
shall be recognized as unrealized gains or losses.

6. With the provisions in this standard to allow for flexibility in thghedged item (changes to variable
annuity contracts within a portfolio) coupled with a dynamic hedging“appreach (rebalancing of derivative
hedging instruments), there is a greater risk of misrepresefitation of successful risk management and
achievement of a highly effective hedging relationship. Although“this risk cannot be eliminated, the
following provisions intend to ensure governance of the program and provide sufficient tools to allow for
regulator review:

a. Prior to implementing a hedging pregram for application within scope of this standard, the
reporting entity must obtaing€xplicityapproval from the domiciliary state commissioner
allowing use of this speciallaccounting provision. The domiciliary state commissioner may
subsequently disallow use of'this special accounting provision at their discretion. Although
this guidance does notprestrict the state domiciliary commissioner on when to prohibit
future use, disallowance should be considered upon finding that the reporting entity’s
documentation, controls, measurement, prior execution of strategy or historical results are
not adequate‘te’support future use.

b. Actuariale certifications of VM-21 reserves, consistent with Valuation Manual
requirements, which explicitly include the following:

i Certification as to whether the hedging strategy is incorporated within the
establishment of VM-21 reserves, and the impact of the hedging strategy within
the VM-21 Conditional Tail Expectation Amount.

il. Certification by a financial officer of the company (CFO, treasurer, CIO, or
designated person with authority over the actual trading of assets and derivatives)
that the hedging strategy meets the definition of a Clearly Defined Hedging
Strategy within VM-21 and that the Clearly Defined Hedging Strategy is the
hedging strategy being used by the company in its actual day-to-day risk mitigation
efforts. This provision does not require reporting entities to use a hedging strategy
in determining VM-21 reserves, nor does it require entities to use the special
accounting provision within this standard. However, it does require reporting
entities that use the special accounting provisions within this standard to certify

3 In identifying the hedged risk, reporting entities must identify whether they are hedging the full, or a portion of (e.g., 40%), the
interest rate sensitivity.
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that the hedging strategy within scope of this standard is a Clearly Defined
Hedging Strategy and is reflected in the establishment of VM-21 reserves.

7. As identified in paragraph 2, eligibility for the special accounting provision within this standard is
strictly limited to variable annuity contracts and other contracts involving certain guaranteed benefits
similar to those offered with variable annuities that are reserved for in accordance with VM-21. This special
accounting provision requires the reporting entity to engage in highly effective fair value hedges that follow
a Clearly Defined Hedging Strategy, as defined in VM-21, meeting all required provisions of VM-21
allowing the reporting entity to reduce the amount of the Conditional Tail Expectation (CTE) Amount. In
order to qualify as a Clearly Defined Hedging Strategy (which may be dynamic, static, or a combination
thereof), the strategy must meet the principles outlined in VM-21, be in place (implemented) for at least
three months®, and shall at a minimum, identify:

a. Specific risks being hedged”,
b. Hedge objectives,
C. Risks not being hedged,
d. Financial instruments that will be used to hedge the risks,
e. Hedge trading rules, including permitted tolerances from hedging objectives,
f. Metric(s) used for measuring hedging effectivencss,
g. Criteria that will be used to measure effectiveness,
h. Frequency of measuring hedging effectiveness,
1. Conditions under which hédging will not take place, and
J- The individuals respongible for implementing the hedging strategy.
8. While an initially documentedyhedging strategy may subsequently change, any change in hedging

strategy, which includes a change'in hedge target, shall be documented, with notification to the domiciliary
state commissioner, and includeyan effective date of the change in strategy. Reporting entities that elect to
change a documented hedging strategy prior to the end of the three-month minimum implementation
timeframe shall identify the hedging strategy, and all hedging instruments executed under the strategy, as
ineffective. The thrée-month timeframe begins with the stated effective date of the hedging strategy
regardless if anyyhedging instruments have been executed under the hedging strategy. Changes in a
documentedrhedging,strategy that occur after the three-month implementation timeframe do not necessitate
an ineffectiveydetermination as long as hedged items and hedging instruments under the revised/new
strategy continue,to meet the requirements of a highly effective fair value hedge. Reporting entities are
permitted to have more than one hedging strategy implemented, but all implemented strategies must qualify
as a component of a Clearly Defined Hedging Strategy pursuant to paragraph 7.

4 As detailed in VM-21, before a new or revised hedging strategy can be used to reduce the amount of the Conditional Tail
Expectation (CTE) otherwise calculated, the hedging strategy should be in place (effectively implemented) for at least three months.
As detailed in VM-21, the reporting entity may meet the time requirement by having evaluated the effective implementation of the
hedging strategy for at least three months without actually having executed the trades indicated by the hedging strategy (e.g., mock
testing or by having effectively implemented the strategy with similar annuity products for at least three months.)

5 The specific risk being hedged shall include a measure of the hedge coverage (e.g., percentage of interest rate sensitivity being
hedged).
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Assessing Hedge Effectiveness

9. The provisions within this standard require the entity to use a specific method, as detailed in
paragraph 10, to assess hedge effectiveness at inception and on an ongoing basis. At a minimum, hedge
effectiveness assessment is required whenever financial statements are reported, at least every three months.
Documentation requires prospective and retrospective® hedge effectiveness assessments, with on-going
assessment consistent with the originally documented risk management strategy.

10. Both at inception, and on an ongoing basis, the hedging relationship must be highly effective in
achieving offsetting changes in fair value attributed to the hedged risk during the period that the hedge is
designated. Reporting entities electing to use this special accounting provision must calculate the fair value
of the hedged item at inception and on an ongoing basis, and compare the fair value change of the hedged
item to the fair value change of the hedging instruments in assessing whether the relationship is highly
effective on a cumulative basis. This comparison is specific to the designated hedged risks and exposures,
therefore, if only a portion of the interest rate risk is hedged or if the designated hedge only include specific
components of the variable annuity policies (e.g., riders), for determining hedge efféctiveness, the fair value
comparisons is limited to those designated items. If an entity’s defined risk management strategy for a
particular hedging relationship excludes specific components of the hedging derivative from the assessment
of hedge effectiveness, the excluded open components shall be reported atifairivalue with gains or losses
recognized as unrealized gains or losses.

11. The term “highly effective” describes a fair value hedging, relationship where the change in fair
value of the derivative instrument is within 80% to 125%-pereentiof the-opposite change in fair value of the
hedged item attributed to the hedged risk. It shall also apply,when aniR-squared of .80 or higher is achieved
when using a regression analysis technique.

Measurement/Recognition of Gains and Losses of Outstanding (Open) Instruments

12. All designated hedging instruments{(all derivatives, including those reflected in portfolios) shall be
reported in the financial statements at fair value.

13. Fair value fluctuations in the measurement of outstanding (non-expired) derivatives within a highly
effective hedging strategy shall beseflected as follows:

a. Fair value fluctuationssn the hedging instruments attributable to the hedged risk that offset
the current periodichange in the designated portion of the VM-21 reserve liability’ shall be
recognized as a realized® gain or loss.

¢ For situations in which there has been a change in hedging strategy pursuant to paragraph 8, when conducting retrospective hedge
effectiveness assessments, reporting entities shall assess effectiveness based on the hedge target that was actually in effect during
the retrospective time periods.

" 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.

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.
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b. Fair value fluctuations in the hedging instruments attributable to the hedged risk® 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.

c. An amount equal to the net deferred asset and deferred liability (net amount from all
hedging strategies/programs captured within this guidance) shall be allocated from
unassigned funds to special surplus. Upon domestic regulator request, reporting entities
shall provide estimations of RBC as if the special accounting provisions had not been
applied. This estimation shall reflect the removal of deferred assets or deferred liabilities
and reflect the impact to unassigned funds as if the derivative gains and losses had been
recognized.

d. As detailed in paragraph 10, fair value fluctuations in the hedgingdnstruments that are not
attributable to the hedged risk, shall be recognized as unrealizedygains or'unrealized losses.

e. Reporting entities shall utilize the following calculation foiyestablishing the deferred asset
(also illustrated in Exhibit A) unless a different method has been approved by the
domiciliary state commissioner:

1. Calculate the fair value gain or loss in the hedged item attributable to the hedged
risk.
ii. Express the quantity calculatedin paragraph 13.e.i. as a percentage of the change

in the full-contract fair value (ize, with all product cash flows) attributed to interest
rate movements'”.

iii. Calculate the VM-21, liability change attributed to the hedged risk as the quantity
calculated in paragraph’ 13.e.ii. multiplied by the VM-21 liability change
attributable towinterest rate.

iv. Establish the deferred asset or deferred liability in the amount of the fair value loss
or (gain) ofithe designated hedging instruments attributed to the hedged risk less
the VM=-21 liability decrease or (increase) attributed to the hedged risk as
calculated in paragraph 13.e.iii.

V. Allocate an amount equal to the net deferred asset and deferred liability (net
amount from all hedging strategies/programs captured within this guidance) to
special surplus.

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.

10 The result of this calculation (the coverage ratio) should not exceed 100% nor drop below zero.
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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 Projection'', but shall not exceed a period of 10 years.

a. Future recognition of deferred assets or liabilities (fair value fluctuations attributed to the
hedged risk that are not offset by the reserve liability change) do not extend the
amortization timeframe for previously recognized deferred assets or deferred liabilities.
Reporting entities are required to separately track, with a schedule to show the initial
deferred amount and amortization schedule, of the deferred assets and deferred liabilities
recognized and outstanding at each reporting date.

b. The amount reported on the financial statement at each reporting date shall reflect the net
amount (net as either a deferred asset or deferred liability) for eachfhedging strategy
captured within scope of this guidance. (Reporting entities that have morejthan one hedging
strategy could have both deferred assets and deferred liabilities inghe finaneial statements
based on the net position of the separate hedging strategies.)

c. Reporting entities are permitted to amortize a greater portion ofithe deferred assets and/or
deferred liabilities into realized gains or realized losses atiany time in advance of the
scheduled amortization period.

1. If electing to accelerate amortization, reportingsentities are required to accelerate
amortization equally between defefred assets and deferred liabilities within a
single hedging strategy. For exampley a reporting entity is not permitted to
accelerate amortization of the/deferredsliabilities (recognizing the gains from fair
value changes) and not acgelerate amortization of the deferred assets (continuing
to defer losses fromgfainyvalue ‘¢hanges). If a reporting entity only has a single
hedging strategy which only reflects deferred assets or deferred liabilities, the
reporting entity is petmitted to accelerate amortization without restrictions.

il. If a reporting®entity has more than one hedging strategy, and the strategies have
offsettingmietipositions (both deferred assets and deferred liabilities are recognized
in the financial statements), a reporting entity’s election to accelerate amortization
mustbeapplied equally to programs with offsetting net positions. (For example, a
decision to accelerate amortization of a program with a net deferred liability must
beyapplied equally to a program with a deferred asset that best corresponds to the
deferfed liability'2.) In these situations, the guidance in paragraph 14.c.i. is also
applicable, whereas, the accelerated amortization must also apply equally to the
deferred assets and deferred liabilities within each individual hedging program. If
a reporting entity with more than one hedging strategy only has net deferred assets
or net deferred liabilities recognized, the reporting entity is permitted to accelerate

11 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.

12 The intent of this guidance is to ensure that the ability to accelerate amortization does not result with elections that simply result
in favorable financial statement presentation.
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amortization to a single program in a manner consistent with the guidelines in
paragraphs 14.c.i.

15. For outstanding (non-expired) derivative instruments that were removed from a highly effective
hedging strategy (rebalanced), subsequent gains and losses from fair value fluctuations shall not impact the
previously recognized deferred assets or deferred liabilities. The deferred assets and deferred liabilities for
these derivative instruments shall be “locked” and amortized under the remaining schedule unless the
reporting entity elects to terminate or accelerate amortization. Subsequent to the removal from a highly
effective strategy, all fair value fluctuations from the outstanding derivative instruments would be subject
to the guidance in SSAP No. 86, and recognized as unrealized gains and/or unrealized losses. If the
derivative is re-designated as part of a highly effective hedging strategy qualifying under this standard,
subsequent fair value fluctuations (after the re-designation) may be accounted for under the special
accounting provision detailed in this statement.

16. For outstanding (non-expired) derivative instruments in a hedging strategy that ne longer qualifies
within scope of this standard (e.g., VM-21 requirements are not met) or is no lgngerja highly effective
hedge, any non-amortized deferred assets or deferred liabilities shall be amortizedyto unrealized gains or
unrealized losses over the remaining amortization timeframe, not to exceed five-years. If the deferred
assets/deferred liabilities have a remaining amortization period that is lesSithanythe shortened timeframe,
amortization shall continue over the remaining period. If the remainingfamortization period is greater than
S-years at the time of the program no longer qualifies, or is noglongerhighly effective, the amortization
schedule shall be revised to require full amortization within the shortened 5-year timeframe. If elected by
the reporting entity, deferred assets and deferred liabilities may be immediately recognized as unrealized
gains and/or unrealized losses or have accelerated amortization (less than 5-years) as unrealized gains
and/or unrealized losses. (An election to immediate eliminate ofyaccelerate amortization must follow the
provisions in paragraph 14.c.) All future fair value fluctuations for these derivative instruments would be
subject to the guidance in SSAP No. 86, and shallébe Tecognized as unrealized gains or unrealized losses
unless the instrument is subsequently designated as,patt of a highly effective hedging strategy within scope
of this statement. If the derivative is re-designated as part of a highly effective hedging strategy qualifying
under this standard, subsequent fair value fluctuatiofis (after the re-designation) may be accounted for under
the special accounting provision detaile@ in this statement.

17. Reporting entities may eléct to,terminate use of this special accounting provision at any time. In
those instances, if the derivative’instruments are outstanding, all deferred assets and deferred liabilities shall
be amortized to unrealized gains,or unrealized losses over the remaining amortization timeframe, not to
exceed five-years. If the deferred assets/deferred liabilities have an amortization period that is less than the
shortened 5-year timefrtame, amortization shall continue over the established period. If the remaining
amortization period(is greater than 5-years at the time of termination, the amortization schedule shall be
revised to require‘full’amortization within the shortened 5-year timeframe. If elected by the reporting entity,
deferred asSetssand deferred liabilities may be immediately eliminated or have accelerated amortization
(less than 5-years) with recognition as unrealized gains and/or unrealized losses. (An election to immediate
eliminate or accelerate amortization must follow the provisions in paragraph 14.c.) Once the special
accounting provision is terminated, unless re-designated by the reporting entity, subsequent accounting of
the derivatives in a hedging strategy that would be captured within this statement shall follow the fair value
accounting approach in SSAP No. 86",

Measurement/Recognition of Realized Gains or Losses of Expired Derivatives

18. With the ability to rebalance the hedging instrument, this guidance allows for individual derivative
instruments to expire and/or be removed from the portfolio of the hedging instrument, and not immediately

13 Macro-hedges and the ability to rebalance hedging instruments are not provisions permitted within “effective” hedges in scope
of SSAP No. 86. As such, hedging strategies with these components accounted for under SSAP No. 86 shall follow the fair value
accounting approach detailed in that standard.
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trigger an assessment that the overall hedging strategy is no longer highly effective. Furthermore, special
allowances are included to consider the tenure differences between a hedging instrument and VM-21
liability duration. These allowances permit expired'® derivative instruments that were part of a highly
effective hedging strategy at the time of expiration to continue amortizing the deferred gains and deferred
losses over the previously established amortization timeframe even if the overall hedging strategy is
subsequently terminated or subsequently identified as no longer qualifying as a highly effective hedge.

19. Pursuant to the provisions in paragraph 14.c., reporting entities are permitted to amortize a greater
portion of the deferred assets and/or deferred liabilities from expired derivatives into realized gains or
realized losses in advance of the scheduled amortization period.

20. Consistent with the guidance in paragraph 17, reporting entities may elect to terminate use of this
special accounting provision at any time. In those instances, if the derivative instruments have expired, all
deferred assets and deferred liabilities shall be amortized to realized gains or realized losses over the
remaining amortization timeframe, not to exceed 5-years. If the deferred assets/deferredyliabilities had an
amortization period that was less than the shortened timeframe, amortization ghallteontinue over the
established period. If the amortization period was greater than 5-years at the, time of termination, the
amortization schedule would be revised to require full amortization within‘the“shortened timeframe. If
elected by the reporting entity, the deferred assets and deferred liabilities may be immediately eliminated,
or have accelerated amortization, with recognition as realized gains an@/or realized losses. An election to
immediate eliminate or accelerate amortization (less than 5 years) m@stfollew the provisions in paragraph
14.c.)

Derivative Income
21. Derivative income shall be recognized when earned.

22. Pursuant to the documented hedginggstrategy as#a fair value hedge, derivative income shall be
considered as part of the overall hedging strategy and included in the assessments on whether the strategy
is highly effective.

Disclosures

23. A reporting entity that has any outstanding derivatives accounted for under this special accounting
provision, or that has unamertized,deferred assets and/or deferred liabilities (representing previously
unrecognized qualifying fair value fluctuations) from expired derivatives under the special accounting
provision shall disclose the following within the financial statements:

a. Discussion of hedged item, including information on the guarantees sensitive to interest
rate risky along with information on the designated hedging instruments being used to
hedge the risk. Discussion of the hedging instruments shall identify whether a hedging
instrument is a single instrument or portfolio, as well as information on the hedging strategy
(including whether there have been changes in strategy from the prior reporting period,
along with detailed information on the changes), and assessment of hedging effectiveness
and compliance with the “Clearly Defined Hedging Strategy” of VM-21. Identification
shall occur on whether the hedged item is intended to be fully hedged under the hedging
strategy, or if the strategy is only focused on a portion of the liability characteristics or a
portion of the interest rate sensitivity. Hedging strategies shall be identified as highly
effective or not highly effective. If the strategy for a particular hedging relationship
excludes a specific component of the gain or loss, or related cash flows, from the
assessment of hedge effectiveness, details on the excluded components shall be disclosed.

14 Throughout this standard the use of the word “expire” is intended to capture all instances in which the derivative is no longer
outstanding. It includes maturities, terminations, sales, and/or other closing transactions of a derivative.

© 1999-2024 National Association of Insurance Commissioners 108-9 Page 1011 of 2278



SSAP No. 108 Statement of Statutory Accounting Principles

b. Aggregate disclosure of the original cost and fair value of hedging instruments (including
all instruments within a portfolio), including any net investment income, realized and
unrealized gains and losses during the reporting period. Additionally, disclose the fair value
of the hedged item, the change in fair value from the prior reporting period, and the portion
of the fair value change attributed to the hedged risk.

C. Schedule showing the aggregate fair value change from the prior reporting period for the
designated components for all hedging instruments, with identification of the fair value
change reflected in realized gains, realized losses, deferred assets, and deferred liabilities.
This schedule shall also show the current period amortization, including any accelerated
amortization elected by the reporting entity, and the future scheduled amortization of the
deferred assets and deferred liabilities. This schedule shall identify the fair value of the
excluded components of the hedging instruments, and the fair value change for those
components reflected in unrealized gain and unrealized loss.

d. For hedging strategies no longer identified as highly effective previously eaptured within
scope of this standard, information on the determination ofgineffectiveness, including
variations from prior assessments resulting in the change from classification as a highly
effective hedge. This disclosure shall also include:

1. Identification of outstanding hedging instrumentsspreviously captured within
scope of this standard and subsequently identified as no longer part of a highly
effective hedging strategy. This disclosure“shdll identify the date in which the
domiciliary state was notified that the hedging strategy had been identified by the
reporting entity as no longer highlyeffective.

ii. Deferred assets and deferred liabilities previously recognized when the program
was highly effective,gwith,a schédule that shows the amortization that would have
occurred if the program had remained highly effective, the amount of original
amortization as wellias a schedule that details the amortization that will occur as
the program is mo longerhighly effective (maximum five-year timeframe).

iii. Disclosureomwhether the reporting entity is electing to accelerate amortization (in
advdnce ‘of the remaining scheduled amortization or the maximum five-year
timeframe),™along with amounts immediately recognized to unrealized
gains/losses, and how the election impacts the scheduled amortization.

e. For gituations’in which the reporting entity has elected to terminate the hedging strategy
and/or discontinue the special accounting provisions permitted within this SSAP, the
reporting entity shall disclose the key elements in the reporting’s entity’ decision to
terminate, identifying changes in the reporting entity’s objectives or perspectives from
initial application. This disclosure shall also include:

1. Identification of outstanding hedging instruments previously captured within
scope of this standard and the accounting impact as a result of the
termination/discontinuation. (Open derivative transactions no longer captured
within the special accounting provision would be subject to the accounting and
reporting guidance within SSAP No. 86.) This disclosure shall identify the date in
which the domiciliary state was notified that the hedging strategy or the election
to use the special accounting provision in this SSAP had been terminated.

il. Deferred assets and deferred liabilities previously recognized under the hedging

strategy and/or program, with a schedule that shows the amortization that would
have occurred if the strategy and/or program had remained highly effective, as well
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as a schedule that details the amortization that will occur with the termination of
the strategy and/or program (maximum five-year timeframe).

iii. Disclosure on whether the reporting entity is electing to accelerate amortization (in
advance of the remaining scheduled amortization or the maximum five-year
timeframe), along with amounts immediately recognized to unrealized
gains/losses, and the resulting impact to the scheduled amortization.

Effective Date and Transition

24. This statement is effective January 1, 2020, with early adoption permitted January 1, 2019. The
guidance in this SSAP is required to be applied on a prospective basis for qualifying hedge programs in
place on or after the effective date. This prospective application prohibits deferred asset and deferred
liability recognition from fair value fluctuations previously recognized as unrealized gginsyor losses that
occurred prior to the effective date of the guidance.

25. Reporting entities that have previously received permitted or prescribed practices for qualifying
hedge programs, resulting with the recognition of deferred assets/deferred lidbilities from unrecognized fair
value fluctuations, shall work with their domiciliary state regulator to detemmine,the appropriate method in
transitioning from previously approved permitted practices. The reporting entity shall include disclosure of
the transition approach approved by the domiciliary state in their financial statements in the first year of
application. The approved transition approach is not considered a permitted practice as long as the reporting
entity is fully compliant with the provisions of this statement after implementation. After the effective date
of this statement, domiciliary state provisions that differ ¥tom this statement must be disclosed as a
permitted or prescribed practice pursuant to SSAP No. I—<Accounting Policies, Risks & Uncertainties and
Other Disclosures.

REFERENCES
RELEVANT ISSUE PAPERS

o [ssue Paper No. 159—Specidalidccounting Treatment for Limited Derivatives
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EXHIBIT A - CALCULATION OF DEFERRED ASSET OR DEFERRED LIABILITY

Under the special accounting provisions within this issue paper, as detailed in paragraph 13.e., fair value
fluctuations in the hedging instruments attributable to the hedged risk that do not offset the current period
change in the hedged item (the change in the VM-21 reserve liability) can 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 hedged item. As detailed in the standard, the hedged risk may be designated as a specific
component of the hedged item. For example, if the variable annuity reserve benefits are matched to bonds,
the hedged risk could only be the portion of interest rate risk remaining after the natural hedge based on the
asset-liability matching.

Unless a different method has been approved by the domiciliary state commissioner, reposting entities shall
utilize the following calculation (detailed in paragraph 13) for establishing the defefrediasset:

13.e.i.  Calculate the fair value gain or loss in the hedged item attributable’to the hedged risk
(Step 1);

13.e.ii.  Express the fair value gain or loss calculated (Step.l)‘as a/percentage of the change in
the full-contract fair value (i.e., with all produet cash,flows) attributed to interest rate
movements (Step 2)"°.

13.e.iii. Calculate the VM-21 liability changefattributed to the hedged risk as the quantity
calculated in Step 2 multiplied by thesWM-21 liability change attributable to interest rate
(Step 3).

13.e.iv.  Establish the deferred asset or deferted liability in the amount of the fair value loss or
(gain) of the designated hedging instruments attributed to the hedged risk less the VM-
21 liability decrease or (increase) attributed to the hedged risk as calculated in Step 3.

13.e.v. Allocate an amount equal to the net deferred asset and deferred liability (net amount
from all hedging strategies/programs captured within this guidance) to special surplus.

To illustrate the above calculation:

Clearly Defined Hedging Strategy (CDHS) characteristics

Hedgeditemu,« Rider claims less rider fees
Hedgedwisk 50% of the rho (first-order IR level sensitivity)

Calculation of the deferred asset or liability
Note: positive values = increase in liability

Fair value gain (loss) in hedged item attributable to interest rate movement (500)
13.e.i. — Fair value gain (loss) in hedged item attributable to hedged risk (250)

15 The result of this calculation (the coverage ratio) should not exceed 100% nor drop below zero.
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Hence, if the insurer were hedging per the CDHS perfectly, then the insurer should see a 250 fair value
loss in the designated IR hedge instruments. To determine how much of that loss should be deferred:

Fair value gain (loss) in full-contract cash flows attributable to IR movement (700)
13.e.ii. — Quantity calculated in 13.b.i. as a % of the (700) above 36%
VM-21 liability increase (decrease) from beginning of period to end of period 400
VM-21 liability increase (decrease) attributable to interest rate movements (100)

13.e.iii. — VM-21 liability increase (decrease) attributable to the hedged risk (36)

In this example, even though the VM-21 liability increased by 400 during the reporting period, interest rate
movements actually contributed to a 100 decrease. The hedged risk (50% of the interest rate sensitivity of
rider cash flows) accounts for 36% of this, or $36 of the liability decrease. As such, $36 ofithe fair value
loss on the interest rate hedge instruments should be reflected immediately and the remainder deferred via
a deferred asset equal in amount to 250 — 36 =214.

13.e.iv. — Deferred asset (13.b.i less 13.b.iii) attributable to hedged risk (214)

(This is shown as a negative — to be consistent with the decrease iml/M=21, liability — but
represents a deferred asset. Deferred assets reflect fair value losses.)

© 1999-2024 National Association of Insurance Commissioners 108-13 Page 1015 of 2278



INDEX to the Statements of Statutory Accounting Principles

This index is a compilation of topics listed in the table of contents found at the beginning of each
statement of statutory accounting principle (SSAP). Refer to the referenced SSAP table of contents for
specific page location. Also included in this index are topics and terms deemed significant that are not
specifically listed in a SSAP table of contents but are referenced within the content of the statement(s).
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Amortization:

BONAS .. e st 26R
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Investments in Preferred Stock ........coccoeoeiiiiiiiiieeeeee e 32R
Loan-Backed and Structured SECUTIHIES .......ccceeveerierieriieiieeeieesiee e 43R
MOTEZAZE LLOANS ..eeiiiiiiieiiiiee ettt e e et e e e ebte e e s bee e s enreeeeennes 37
Amortized Cost — BONAS .......oiiiieiiiiiee ettt 26R
Amount That Could Be Realized on Life Insurance Where the Reporting Entity is
Owner and Beneficiary or Has Otherwise Obtained Rights to Control the
POLICY woiiiieit et ettt et et e s ta e e raeenreesbeetaentaeeens 21R
Amounts Due From Agents and BroKers ...........cccoccvevierienienienienieeeeieeseesee e 6
Amounts Receivable (Payable):
Government Insured P1ans ............occoiiiiiiiiniii e 84
Multi-Peril Crop INSUTANCE .........ccvievieiieiieiieiiesre et ere e seae v eenas 78
Uninsured PIans .........coccoooiiiiiiiiieeeee e 47
Amounts Withheld or Retained by Company as Agent or Trustee ..........cccoeecveeeeveeesugmn. 67
Annual and Quarterly Disclosure ReqUITeMENts.........c..ccvevveervervenvenreerieeredreesesbanennns Preamble
ANNUILY ©veenvieiiiiieiiesie ettt eseeseestesaesbeesseesseesseesseesssesssesssesssesssessseesseessneens olheos slinans 50; 51R; 52;56; 65
ANNUILY CONITACL(S) +uveervrevieriierieeiteeieerteesteesteestteseeseeeseesseesseesseesseesseesnsesedasdhnesesthueees 50; 92; 102
Applying the Market Valuation, Statutory Equity and Audited GAAP Equity
MEhOAS ..ottt sl B e 97
Application of Yield-to-Worst ........ccceveeveeneneenenenneeneneenen S 0 0 26R
Applying the Recognition Criteria - Guaranty Funds and Assessments ..............c...c.u..... 35R
Arm’s-Length Transaction ........c.ccceeeveevierieenienieesireenreenreesiaeee s ebeesseesseeseeesenesene e 25
Arrangements to Reacquire Transferred Financial AssetSig... . .....tiieiininieneneeeee, 103R
Asbestos and Environmental EXpOSUIes ..........c.ccocvevupammee e Bieees Peeeenienienieeienieneenienieeanes 65
Asbestos and Pollution Contracts — Counterparty Reporting Exception ......................... 62R
ASSEt SECUTTHZAtION ....evveeieieiieiieienieeieie e 0B sttt 103R
Asset Valuation Reserve (AVR) ..ol e ettt 7
ASSEES .eeeiiieieetie sttt ettt site st e S0t h e e at ettt e b e bt e bt e sat e e ateete e bt e beenbeenaee 4
Assets Obtained and Liabilities Incurred as PTOCeedS .........cccovervierinirieniiniececeecene 103R
Assets Pledged as Collateral or Otherwise Restricted ..........ocevevievinenieenininicncneenne. 1;4
ASSUMEd REINSUIANCE ....c..iiutiene sadmies e s Bheeeneeenteentieniiesite et et esteenbeesbeesatesateeteenbeesbeesaeesaee 62R
Assumption Reinsurance TransaCtionS)h.... ....cceevveereerverrerereerreesieeseesresneesseesseesseessnenens 61R
ALtaChed Call.....ooooviiiii i e ettt sttt 103R
AUt PIEmItM ..ocoeii e et 6;53
AUhOTIZEA REINSUIET 40 ettt ettt ettt ettt ee et eeeseeeneens 61R
Automatic Maximumluimity# Life, Deposit-Type and A&H Reinsurance ..................... 61R
Automatic Reinsurance -/Life Deposit-Type and A&H Reinsurance............c.ccccueveeneenee. 61R
AULOMODILES ..o i I et ettt 20
Balance Shect Amount:
BONASk et 26R
COMIMON STOCK .....eiiitiiiiiitette ettt e 30R
Preferred StOCK ... ..ot 32R
Bank LOAMS. ...c..oouiiiiiieiieeee ettt ettt ettt 26R
Beneficial INTEIESES ..uvveeeiiiiiiiieecieieee ettt e e e e e e e e e e e e e aar e e e e e e s senaaaees 43R; 103R
Benefits Of SEIVICING .....ccvviiiiieiiii ettt ettt sre e e te e e sev e e sb e e eaaeessseeennaes 103R
Bills Receivable for Premitms ..........cooeiieieriinieieneneeeetececeeeece e 6
Bills Receivable Not for Premium and Loans Unsecured or Secured by Assets that
Do Not Qualify as INVESTMENT ......ececuvieiiiiiiieeiieeciee et e reeeeveeeree e 20
Binding Authority - Life Deposit-Type and A&H Reinsurance ...........cccoccevveiererenncn. 61R
Bonds, Excluding Loan-Backed and Structured Securities ........c..ccocevveeverenrienereneennene 26R
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Business COMDINALIONS .....cc.evuiiieriieiieierieetieie st eie et ee st st e eesee et ete s e e eeseeeseeeeseeeneans 68
PONSIONS ...eiiiiiiieiee e ettt et b e et e ab e e tae e abeeeares 102
Postretirement Benefits Other Than Pensions .........cccccccceveeniniiniiincencencene. 92
Business Interruption Insurance RECOVETIES ......ccccvevevieiieciieriieriiesiesre e e e e 24
(O 110 5] 51 ) PSP 86
LG s T OO OO SO POTOPPRRUPPRPPRIOt 86
CaAPILAL NOLES 1.oviiiiiiiieiieieeieereesteete e er e et et et e beeeb e e b e esseesseesseessbeesseesseesseesssesssensees 41R
CaAPILAl STOCK .evieniieiiecieiie ettt ettt e s e s e st e esbeeba e seessaesnsesnseenseenseas 72
Capitalization Of INTETESE ........eecuieiiieiieiiecie ettt e 44
Capitalization Policy - EDP Equipment and Software............ccccoeveveeeciiiniieciieeie e 16R
Capitation ATTANZEIMENL .....cc.eecvveiveerearriesteesttestesseseseeseesseesseesseesssessseassessseessesssessssessses 84
Capitation Arrangement ReCiVabIes .........cccceviiriiiiiiciieiceeeesee e 34
CarTYDACK = TAXES 1..vveiiviieiiiieeiieeeieeeiteette e et eeeteeestteeebee e tbeesssaeessseessseeesseeessesansesensaions 101
(7T & TSP PRRSRRRPP SRR (SRR 2R
CaSh AQVANCES ......eeueiiiiieiieiieiieiest ettt ettt st eseeaeseeenee st e ol ol 20
Cash FIOW HEAZES ....ccouevuieiiiiiiiiiniirieiereeesesteesiceteeseete e S i S e 86
Cash Value of Structured Settlements ........cc.ccoeoeeiiiiieiiiiieniineneeneee e Bl 21R
Catastrophe REINSUTANCE ........eevvieriieiieeieeiieiieieeieeseeseesne e ereeseesses s il ee e b e eeveenseas 61R
Ceded Premiums and Losses - Multiple Peril Crop Insurance... .. £ 0 78
Ceded Reinsurance:
Life, Deposit-Type and Accident and Health Reinsurance,....ci.......ccccceveenenene. 61R
Property/Casualty .......cccoveveveveecieerieerieeneenrene s B B 62R
Certified Reinsurer:
Ceded — Life, Deposit-Type and Accident and Health Reinsurance .................. 61R
Ceded — Property/Casualty .......cocveereree 5 ieeeeseadhieniienie e sre e 62R
CESSION .uvvieeieiieeeeeeieeeeeeceeeeeeeeeeeeeeneeeeee e ee e e Bttt e e et e e eeetaeeeeeetreeeeeeareeeeenneeeens 61R; 62R; 63
Change in Accounting EStIMate .........c.ccciueeveeeeiithereeeiieeiieerieeeieeesveesveeeseeeeseveesneeens 3
Change in Accounting PrinCiple .......c..oovevieBieeiriinieiieieriesee e e snesne e 3
Change In Valuation Basis:
Credit Life and Accident and Health Insurance Contracts .........cccccoeceeeeeeeenen. 59
Deposit-TyPe CONTIACTS (1...vveeiheitiieeieeriieere e eereereereesteeseeesvesseesseesseesseesssenens 52
Individual and Group'Accident and Health Contracts ...........ccccecceverveenencncene. 54R
Life CONIACES ..cuvviiee B eceiie ettt ettt ettt e e e et e e e ve e etaeesabeeenseeeseveeenns 51R
Changes in Statutory SUTPIUS .....ccveevierieiiiiiieitetesee e sre e ereebe e teeseneseresesesrseesses 72
Changes That Resultfithe‘Transferor’s Regaining Control of Financial Assets
N 10) Lo R . ST SR URRUPRPRTR 103R
Characteristics ofiReinstirance Agreements — Property & Casualty .........cccoeeveeveeneennen. 62R
Claim OverpayMent ReCeiVabIEs .........ccccvicviiiiiiieriesieeee sttt seneseveenres 84
Claim Reserves — Accident and Health Contracts...........ccccoeeeeerinienenineneneeieseeene 54R
Claims Adjustment Expense:
Accident and Health CONtracts .........cccceeeerierieiereeieiere e 55
Life ENELY ooviiiieiiecieciecie ettt ettt et e staesenesenesnbeenseensaeseensnas 55
Managed Care CONIACES ......c.eecuierieerieeriieeieeieete et et eteesteesiteseeeteebeebeesseenas 55
Property/Castally ......cccciieiiieeiie ettt ettt et as 55
Claims-Made POLICIES ......cceruiiiiiriiiiiiiiieeee ettt 65
Classifications of Insurance or Managed Care Contracts ...........cceceeveeerivecieesieeneeneennenns 50
CLeanup Call ....c.oieiiieiiieeieeeee ettt ettt et e e ebe e e bee e abe e s baeesrbeesaseesnbeeeraae e 103R
Coinsurance With Funds Withheld Arrangements ............cccoveevieviierienreecienreereeveenens 61R
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Co-Lender in Mortgage Loan AGreement.........c.cccveevreereervenieeeieenieesieesieesenesnesseesseessees 37
COLIAL ettt e e e et e e et e e s abeeebee e tbeeeabaeesbeesareeebaeesnseeenreeeraeanes 86
Collateral (Specific to transfers and servicing of financial assets. Refer to
individual SSAPs for specific gUIdanCe.) .......cccvvevieviierierieriececre e 103R
Collateral ASSIZNMENLE ........ccceerieriieriieeieesieestestestesreeteeseesseesseesseessaesssessseasseesseessesssees 49
Collateral Loan 0N StOCK .......cccviiiiiiiiiiiiiiie ettt et e e tae e ve e ereeesanee e 20
Collateral LOANS ....eeiiieieiieiiiieee ettt ettt ettt ettt et ene e 21R
Collateral Risk - REVEIse MOTTGaAZES.......cccuervirrieiieiieiieriienieseestesteebeeseesseeseeessnessnens 39
Collection of All Contractual Cashflows is Not Probable - LB&SS............cccooeeeviiennenn. 43R
Collection of All Contractual Cashflows is Probable - LB&SS...........ccocooiiiiiiinninnen. 43R
Combination Plan - Uninsured Plan............cocoooiiiiiiiiiiee e 47
Commercial Mortgage Backed Securities (CMBS) ......ccocvvviiviiniiiieeeeeeeeeee 43R
Commercial SUDSTANCE ......oouiiiiiiiiiitieiieee ettt ettt sb e bt e et et e sEne e 95
Commissioners Annuity Reserve Valuation Method (CARVM) .......cccccvveeennbtennnnn S1R; 56; 97
Commissions:
Life, Deposit-Type and Accident and Health Reinsurance ............. %00 ... 5% ... 61R
Policy Acquisition Costs and COMMISSIONS .......ccveeeeveeerveeecreeereveerstBoenssbiflennne. 71
Property and Casualty ReINSUIance ...........cceeeveeeveeceereereereeressslie e e s Bnneennnenens 62R
Commitment Fees:
BONAS <. b e 26R
Loan-Backed and Structured Securities ...........ccooo i B it 43R
Mortgage Loans .......ccceeeveeevieeeieeenieenieeseeeeen B e 37
COMMON STOCK ...oiiiiiiiiiiiiiieeie e85 s BB ve s tataeeeeveeetaeeseseeenseeesaneeans 30R
Commutations:
Life, Deposit-Type and Accident and Health Reinsurance ...........c.cocevenenee 61R
Property and Casualty Reinsurances........ 00 ... eoeeveereneeneneniecneeeenie e 62R
Company Stock as Collateral ...........cccociiBueereeiiiitheieeeiie ettt e e e saee e 20
Comparison of GAAP and SAP .....ccovvorioiic Bt Preamble
Compensated ADSEIICES .......cc.eevuereeidiieenrieniiniinienieneetene ettt ettt st sbte st b eaee e 11
Compensatory Employee Share-Based Rayment Plans ............ccccoeevevviiivienienieniecnennn. 104R
Computer Software (Cost offSoftwareto be Sold) .......ccceeevveviiiviievieiieciiceceeeeee, 16R
Conditions That Constrain a/TTansSferee .............ccceevereriereninieneeeeereeee e 103R
Conservatism - Statutory AcCOURLINg CONCEPL .....ueevveerieerieriieiieieeieesieesiee e eeeeeeeeeas Preamble
Consistency - Statutory: Accounting ConCePt .......cvvevreereerveriveereesieesieeseesresreeseesseessees Preamble
Consolidated/Holding"€ompany:
Pension PIANS ..ih..eiiiiiiiccie e e e 102
PostretirementsBenefits Other Than Pensions .........ccccccceevvvvvcieeeeeeieiiiiieeeeeen, 11;92
Sharc-BasedPayments ...........cccccvevierieriieiiieiie et sr v ereereereereens 104R
CONSOLIAATION M ..ottt ettt ettt e e e e e e et e eeeeeeseaaaeeeeeseeesanaaeeeeesssssanraseeeeenns 3,97
CONSIUCTION LOANS ..coutiiieiiiiiiiii ettt sttt ettt et sbe e st e s 37
Contingency Reserve:
Financial Guaranty INSUTANCE ..........c.cceevvereireiiieniienienienee e e eieeneeesseessaeseneeens 60
Mortgage Guaranty INSUTANCE .........cooveiiiiiiiiiiiiniienieeete et 58
Continuing Involvement — LEaSES .........cccveeeriiiiiiiiiieeiee ettt eiee e eve e sreeeseveeevee e 22R
Continuing Involvement — Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities .........cceevierieiiiiiiieiieiee e 103R
CONLTACE LOANS ..utiiitiiiieieie ettt ettt st ettt e sb e bt e sbe e sateeaeeenbeeneean 49
Contracts Subject to Redetermination - Accident and Health Contracts..............cccuueee.. 54R
Contractually Specified Servicing FEes ........cccvevievieriiriiiiieiececreesee e 103R
Contractual Termination Features — Property & Casualty Reinsurance..............ccceuee.e.. 62R
Convertible BOmnd .......cooioiiiiieee e 26R
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Convertible Debt Securities with Beneficial Conversion Features ............cccocvvevvveveenen. 15
Convertible Instrument Granted or Issued to a Nonemployee for Goods or Services,
or Services and Cash (in Combination or Individually), or as Consideration
Payable t0 @ CUSTOMET ......ccecvvieriieiiiecieeie et esieeseesreereereeseesseesteessnessseesseesseesssenens 95
Corporate JOINE VENTUIE .....ccceeveeriieriieriiesienieeteeteeteesseesseesssessseesseesseessessssesssesnsesseenses 48
Correction OF AN EITOT .....ccoviiiiiiiiiiccc et et 3
Cost Containment:
Accident and Health Contracts and Managed Care Contracts ............cccccveueenee. 55
Property/Casualty .......cccooieiiiiiieieeeeeee ettt et 55
Cost Recognition — Deposit-Type CONIACES .....cc.eevvieeerireriieniieeiieerreeereeeieeeseveeeveeenns 52
Costs of Computer Software:
Developed or Obtained for Internal Use and Web Site Development Costs ... T'6R
Non-Software Deliverables in Arrangements Containing More-Than-
Incidental SOFtWATE .......ccceeieiiiiiiiee et e bhe e T6R
TODE SOLA .t e B i 16R
Coupons - Life CONIACES .....cceevuiriiriiriieienienierie sttt S oS aeee 51R
Credit DerivatiVeS .....ooceeeiieiierienieeie ettt esieesaeeseee e s OB e 86
Credit Life and Accident and Health Insurance Contracts ..........c.cceeeesBiereecboBeeenneenen. 59
Credits for Ceded Reinsurance ...........c.coeeveeeeveeeveeecneeesveeeen S 0 00, 61R
Criteria to Meet Substantially the Same ...........ccccoeieiieiciiiiiierciiee et b 43R; 103R
Critical Terms Match Method — Derivatives.........ccccoeeeeeeree s Bt 86
Current Income TaXes .......cocceeveereenieenirernenneeneeneennee BB e, 101
Curtailment:
Pension Plans.........ccooveeerenienenenceee@ees et 102
OPEB PIans ......cccocteririeneneeieneneesnnee s ettt 92
Cut Through Endorsement .............coooeev i il c et 61R
DS o T Y ST PRSPPI 15
Changes in Line-of-Credit or Revolving-Debt Arrangements ..............ccceveennen. 15

Settlement of the Equity-Settled Portion of a Convertible Debt Instrument
That Permits or Requizes the Conversion Spread to Be Settled in Stock .... 15

Troubled DEbt ... e et 36
Dbt ISSUANCE COSE ....vvvvieeecdiriee e Bieesdaneeeeeeeeeeeeeetreeeeeiteeeeeeereeeeerareeeeenareeeeenrreeseenareeeeennnes 15
Deferred ANNUILY «..oo.peueereeriere ettt ettt ettt sttt ettt e st s e et sbeeasesbesatenaens 50
Deferred ASSEtS — DETIVALIVES ........ceovvviiiieeiieeeeeteeeeeeeieeeeeeieeeeeetreeeeesrreeeesareesssteeessennreas 108
Deferred CompensationyArtangements Accounted for Individually ..........ccocevceiinincen. 11
Deferred INCOME TAXES 1ohuveiiiiiiiieiiieiiee ettt e e e e e e e e e e e enaaaaeeeeeesssnnaaeees 101
Deferred Liabilitles —IDEIIVALIVES .....cuvveiiiviiiiiiiiieeeeeiiee ettt e eeiae e s e snaeee s ssnaeeas 108
Deferred Tax ASSBISIIDTAS) ..occvieriierieiie ettt ettt e e esreesreestaessaeesseesseesseesnes 101
Deferred Tax Liabilities (DTLS) ...ccovieieuiiiiiiiiiieeiee et 101
Defined Benefit Pension Plans ............ooooviiiiiiiiiiiiieeeieeeee e 102
Defined Benefit Plans — Settlements and Curtailments ...........coocvevevvveeeeiineeeeeineeeeennen. 102
Defined Contribution Plans:

PENSIONS ...ttt ettt e e e e e et e e e e e e e e e e e e e e s e ennraarees 102

Postretirement Benefits Other Than Pensions .........ccccccvvveeivviiiiieeeeeeeiiiiiiieeeeen. 92
DeMULUALIZATIONS ....ccvvviieeiiieieeeeieeeeeeieee e eere e eear e e eeare e e eerareeeeeraaeeeeeeseeeeenreeesenrreeeennnnes 72
Deposit Accounting:

Life, Deposit-Type and Accident and Health Reinsurance ............ccccccvveennenneee. 61R

Property and Casualty REINSUIANCE .........cccvevvieriecrieriieriierie e eneereeveeveesenenens 62R
Deposits in Suspended DepOSItOTi€s ........cccveriiereeriieriieriieiieieesieeseeseesnesreeseeseesseenses 20
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Deposit-Type Contracts:

Classifications and Definitions ...........ccccceeeeuiieiiieniiie e e 50

GENETAL ..ttt sttt et 52
Depreciation:

Depreciable Assets — Furniture, Fixtures and Leasehold Improvements............ 19

Nonoperating System SOtWATe .........cccecveeiiieiierieiieie e 16R

Operating System SOftWATE ........cccveeviiiciiiiieiieieeere e 16R
LD o (STT0 T4 11 7/ USSR 103R
Derivative INSTIUIMENTS ......oviiiiiiiiiiiiiiieee ettt e e e e e et e e e e e e e s sesaaaseeeeeeessennnnes 86; 103R; 108

Used to Hedge Variable Annuity GUArantees ...........ccceeeveeereveesiveeesveencveessreeens 108

Used in Hedging TranSactions ..........cccccceeeveereereeseeseeseesineessessseesseessesssessssenens 86

Used in Income Generation TranSactions ..........ccccceeeeerevereverrueesseeseeseenseesnneness 36

Used in Replication (Synthetic Asset) Transactions ..........ccccceeeeeeeeveereveeeesusmnn. 86
Derivative PreMITUMS.........cooviiiiiieieiieiieieete ettt ee e ee e ee s e e bbeeneen 86
Designation Guidance — LB&SS......ccvviiiiiiiieieeeeeceeeeeesee e me e o e 43R
Determination of Due Date — Premiums .........c.coocveieeiieeiieeiiieieeevee e S 6
Determining Whether a Creditor Has Granted a Concession ............cooceeee e il 36
Determining Whether a Debtor Is Experiencing Financial Difficulties “...... 0% ....c...... 36
Disclosure by Creditors — Troubled Debt Restructuring .......... 0. £ Sl . 36
Disclosure by Debtors — Troubled Debt Restructuring ... idheeecboereeecieeenieeennen. 36
Disclosure of Concentrations of Credit Risk of All Financial Insttuments ..................... 27
Disclosure of Credit Risk of Financial Instruments with ©ff-Balance-Sheet Credit

RISK oottt 258 e oo ettt eete et et et e eneenneneas 27
Disclosure of Extent, Nature, and Terms of Financial Instruments with Off-

Balance-Sheet Risk ........oooviininiiniiiiei Sl 27
Disclosures about Fair Value of Financial IAStrumentSy,............ccceeeveevviiieniienveeeneeenenn 100R
Discontinued OPerations ..........cceevveerereeesBieereeeehaerieeeiie e esreeereeesreesreeeseeeeseseeessees 24; 90
Discounting:

Non-Tabular Basis — Permitted & Prescribed Practices..........cccoccvvevvieecieiinnnnens 65

Property and Casualty COREEACTS,.........cceevevieeerieiiiieeiie et 65

Liabilities and Assets Relatedto Long-Term Care Assessments...............o.e...... 35R
Disposal:

Long-Lived Assets to Be,Disposed Of Other Than By Sale .........c.cccccevinennee. 90

Long-Lived Assets to Be Disposed Of By Sale ......cccccovvvevivniiiiieiiieeeeeene, 90

Reporting Liong-Lived Assets and Disposal Groups to Be Disposed Of ........... 90
Disputed Items)— Property and Casualty Reinsurance ...........ccocceceevenenviencnensiencncnnene 62R
Documentation GUidanee — Derivatives ..........cccoecveriiierenieieseee e 86
Dollar RepurChasesAZreCmEnts ............ccvevreeriierieeireereesreeseeseesressesreeseesseesseesseesssenens 103R
DITALES e ettt ettt ettt ettt st b e et e bbb e bbb eaeen 2R
Due and Unpaid CIAIMS .......cceeeiiiiiiiieiiiiiecie ettt ste e eveeveesveesteestaeesveesbeesveesseennes 55
Durable Medical EQUIPIMENT .......cccveviiiiiiiieieeriesiesieere et ereesreesreeseeesenessseesseesseesseesees 73
Dynamic Hedging APPIOach ........ceeviviiiiiiiiieieeieeteseeeeste et 108
Earned but Unbilled Premium — Property & Casualty .........cccceveeniiniiniinieeieeeeeenee 53
Earned but Uncollected Premium — Property & Casualty..........cccoeeveevciieecieinieecreeeen 53
Economic TranSaction .........ccoeecuererierieneeieiest ettt ettt ettt ettt e seee e 25
EDP Equipment and Operating / Nonoperating System Software ............ccocceveeereeennnne. 16R
Effective Control Over Transferred Financial Assets or Beneficial Interests ................. 103R
Electronic Data Processing Equipment and Software ..........cccccoevvvviiiiieveeneeniesiecnenn 16R
Embedded Call ........ooooiiiiieiee e 103R
Embedded Derivative INStIUMENTS .........ccceieiiiiiiiiieiie et e e eas 86
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Employee Share-Based Payments:

Consolidated/Holding Company Plans .........cc.cccocceeviiriiniinienieeeececeeeee, 104R
Employee Stock OWnership PIans ...........cccoocviiiiiiiciiiiciiccec et 12
Employers with Two or More Plans:

POIISIONS ..ttt ettt ettt sttt b e 102

Postretirement Benefits Other Than Pensions ..........c.cccccveeeeieieciiiciieciie e, 92
3 Te180 0010} ¢ 11 Lol = RO 40R; 57; 90
Endowment COMIACE ........eooiiiiiieieriieterieetetest ettt sttt st 50
Equity Method of ACCOUNTING.......c.eeiierieriieiieeie ettt ettt 48; 97
Equity Securities Subject to Contractual Sale Restrictions..........cccccveeveiveeeieenieeeneeenen. 100R
Escrow Account — Multiple Peril Crop INSUrance ............coccveveevveneenreerieenieenieeseeeseneens 78
ESCTOW PAYMENLS ..c.eiiiiiiiiiieeee ettt ettt ettt e st e e saae e e e enee e 39
Evaluating Whether a Restructuring Results in a Delay in Payment That is

INSIGNITICANT ...viivviiiiiiiiciicieeeeee et e e b e e b e e sreesraessneessedipeessabaenenens 36
EXCESS LIaDIIILY ..ovievieiiiiiiiiieieeieeseesee sttt eseeesenesenesme e e oo s Binnns 50
EXCESS Of LSS woiiuviiiiiiiciie ettt ettt et e sive e e eesane e e S st e Saee s 62R
Excess Per Risk REINSUIaNCe .........ccoceeviiiiiiiiiiiiienieiieeicceececence e i 62R
Excess Statutory Reserve — Property & Casualty........ccocveeverveneenieeeerilie e s B 65
Exchange, Health .......c.coocooviiiinininiiiniiceecce S 000 S 107
Exchange of NONMONEIAry ASSELS ......cececeieriiiriiieeiiieenieeereeestne e stheesseebsereessseseseeesneens 95
Exchange Traded Fund (ETF)......cccovvioiiiiiiieie e e e 30R

SVO-Identified Bond ETF ........cocoiiiiiiin B e 26R

SVO-Identified Preferred Stock ETF ..........c..cmee e i 32R
Exchanges and Conversions:

BONAS .. B 26R

Preferred StoCK ......ooouvieiiieieeead e 32R
Exempt Plans — Affordable Care AcCt........ifuccveeee i 107
Expenses — Life, Deposit-Type and Accident'andHealth Reinsurance ............ccccoceee.e.. 61R
Experience Refunds .......c.ccocevineriicabininiini e 61R
Extended Reporting Endorsement sum. ..ol .eeeveeeeieeeiieeiee e e eeveeeieeesveesveeeeveesevee s 65
Extinguishments of Liabiliti€s ..L.......oh ...l eeeieeiecie ettt e 103R
Factoring ATTan@eIMENLS ..o ..o Bumesdeeereerreereerueaiueesseesseesseesssesssesssessseesseessassseesssessennns 103R
Facultative Reinsurance CONTIACES ............ccceeeeeiiuieeeeeiuiieeeeieeeeeeieeeeeereeeeeereeeeeeareeeeeanens 61R; 62R
Fair Access to Insuranee :Requirements (FAIR) Plans ..........ccccoevvevvieiiiiceiveenieceeieene, 50
Fair Value — DefinitiofiyHierarchy, Valuation ...........ccccccvveieviieniencienienieeeeseesee e 100R

Fair VAIUSTHEAZES .....cocvevieriieiiiieieiieec et 86; 108

Fair Value, A€eounting — DEriVatiVES ......cccecvveeeieeiieiieiieieesreeeiee e sere v 86; 108
Federal Employees® Group Life INSUrance .........ccccceecveeevieeieneenieniesie e e esveesne e 21R
Federal Crop Insurance Receivables ..........cccccvevievieriiniiiiieiieiesee e 21R; 78
Federal Home Loan Bank (FHLB):

CaPItal STOCK ...eiiiiiiieiiicie ettt e ste et estae s ebesebeesbeesbeesraenraens 30R

DEDU/BOITOWINGS ...eevieeiieiieriierieesteeieeteeieesseessressesseesseesseesseesseesssessesssessseenses 15

Funding AGreements ..........ccceeveirieeiiieniienieeie ettt ettt 52
FIdelity BONA ...ccceviiiiiiiieeceeee ettt et et e et e e s e e s te e eebaeearae s 50
Finance Agent — Working Capital Finance Investments ............ccccooceverienencenenencennene 105R
Financial Assets Subject to Prepayment ............ccoocveiiieiienienieniecceeeeeee e 103R
Financial Guaranty INSUTANCE .........c.ccccvieiiiieiiiiieiiee ettt e e e ave e sereeeaaeeeaneas 60
Financial Instruments With:

Characteristics of Both Liabilities and EQUity ........cccccoovveviieriierciecieieieeieenen, 5R

Concentrations of Credit RiSK .........cccceeviiiiiiiiiiiieicece e 27

Off-Balance-Sheet RiSK .......cccooiiiiiiiiiiiei e 27
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FIinancial Liability .......cccccciieieiionienieiieste e ereesieeste v e eereereeaeesreeseaessaeesseesseessaessnenens 103R
Financial Modeling — RMBS/CMBS .......cooiiiiiiiii ettt 43R
Employee Share Purchase Plans...........cccoocviiiiiiiiiiciiiceeeecee et 104R
Financing Premiums — DEIIVALIVES ......cccveevvieriieriieriienienreereereesieesreesseesenessnessnessseesseesees 86
Fire and AllIed LiNeS ......c.cocveiiiieiiiiiiieesiee ettt s 50
Flexible Premium Universal Life-Type Contract ...........ccecceeveeneenernirniieenieeieesieeseees 51R
FLOOT <.ttt ettt ettt ettt st et e s ae e et et e e st et e et e eneeteeneeneens 86
Foreign CurrenCy HEAZES .......covviiiiiiiiiiieieeiee ettt esseese s e eees 86
Foreign Currency TranSactions ..........ccccceeveerierireiieeiieenieesiiesiee st seeeeeeeeeseeeseeesneesneeenne 23
Foreign Currency Translations ..........cccceeecuieeiiieniiieeiieeriee e eieeesree e e sveesveeeeveeeanee s 23
Foreign Operations — Hedges of Foreign Currency Exposure of Net Investment ........... 86
FOTWard CONTTACT ....c.eeuiiiiieieieiieeeie ettt ettt sttt sttt sbe e e see e 36
Franchise Life COMtract ........ccoiiiiiiiiiiieiieeiiesie ettt sttt e bee e e 50
Freestanding Call...........ccoocvveiiiieiieiiieieete e sresre e esreesreesseessaessnessseessadipeesssbaenenens T03R
Fronting AITangement ...........ccoeevveriierieriiesiieeteesieeseeseesresseeseesseesseessnessnessmsene Sobhr e slinans 61R
Functional CUITENCY ......coeeieriirieiiiniiiienieeieeiesicetesee ettt eee e S fne e BB 23
Funds Held Under Reinsurance Treaties with Unauthorized or Certified Reinsuters:

Life, Deposit-Type and Accident and Health Reinsurance ......00..... 0% ........... 61R

Property/Casualty Reinsurance .........c..coeceeeeeeevenveene S 0 S 0 62R
Fully Funded — Protected Cell...........oooiiiiiiiiiiiiiceiee e ot v bie e eeveeeeveeenvneens 74
Furniture — Health Care Delivery ASSELS .....ccccvveevvveecreecreeria oo et ere e 73
Furniture, Fixtures, Equipment and Leasehold Improvements......."0c.coovevererieneneenene 19
FULUTE oottt e e g8 s B e e e entbeaeesnasaeeeennsaeeennnneas 86
Future Settled Premiums — Derivatives...........c..@.eo i st o 86
Gain CONLNGEINCIES ...ecvveiereerrereerriereerrerrenensaneeesslineeesssssdoessnessessseesseesseesssessesssennseensens 5R
Gains and Losses on Indemnity Reinsurange ...... 0. .. -8 .coveeeerererieneninieneneeeeneeeenee 61R
General Account Reporting:

Protected Cell .....ooovoiieieieieee e Bl 74

SEPATrate ACCOUNLS ...couvivreeei@iierenreeniientente ettt ettt ettt et e e saee e e 56
General Partnership .........oocvieevessdmies s Biue e eeereeeieeesireeecreeesteesseeeseeessseessseeessseesssesensseenns 48
Giantization/Megatization of FHLMC or FNMA Mortgage Backed Securities ............. 43R
GOOAWILL 1ot Bieeede ettt ettt e e e e e e e ettt eeesessaasaeeeeeeesesanaaaeeeas 68; 97
Government Insured Plans — RECEIVADIES .........ccoeecviiiiiiiiiiiieiiiieece e 84
Grandfathered Plans — Affordable Care ACt .........cooevieieiieieiereeee e 107
Gross Paid-In and COMEIbUEEd SUTPIUS ......eooveevieiiiiiieieeieee e 72
Gross Premiumy— 1ife CONIACTS .......ccvviiiuiiieiiicciie ettt et e 51R
Group Life Contract ... ..ottt e e eee e sbe e e be e e tbe e s seeeasaeesasee e 50
GuaranteedNVESMENT CONIIACES .......oevvvuvvieiiitiieeeeieeeeeeireeeeetreeeeeaeeeeesareeseenrreesennneeeeas 21R; 56
GUATANTEES .2 Mheteeuteenieeteentee ettt ete et b et e sttt sat e st e et e bt e bt e bt e saeesaeeeateeateembeenteenbeennreen 5R
Guaranty Fund ASSESSIMENLS ........cc.ceciieriiieeeiieeiieeiieeeieeesveesreeeseeesereesseeesneesssessseeenes 35R
Health Care DElIVErY ASSELS ...ccvcvieiiieiiieiiieieerieesiestesresreeseesseesseesseessnessseessesssessseensns 73
Health Care RECEIVADIES ......cceeiiiiiiiiiiiiiiieieee ettt 84
Health EXCRANGE .....ccueoiuiiiiee ettt ettt et et 107
HedZe ACCOUNTING .....veiiiiieiieeciie ettt ettt e et e st e e s b e etaeessbeeetaeeseseessseeessseesnseeas 86; 108
Hedge DESiZNAtiONS .........ccuvevierieiieeiieieeitesieesee e steebe e seesseesesesssesnseesseessaesseesssesssennns 86; 108
Hedging EffectiVeness.......c.oeiuiiiiiiiiiiiee ettt et 86; 108
Hedge Transaction .........ccceeuieeeiieeiieeiteeecieeete et e e teeeseteesbeeeeaeessseeseaeessseesssesensseesssenas 86; 108

Cash FIOW HEAZES ....eovvveiieiieciecieceeteteste ettt s 86

Documentation GUIAANCE ........cceveerieriirieniniieieieeeee et 86

Fair Value Hedges .......ccooiiiiiiiieeeeese ettt 86; 108

Foreign Currency HEdZES ......cccvviiieriieriecieciicreere et eve et 86
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Hedge EffECtiVENESS ...cvviviiiiiiiieciecie ettt sre et 86; 108
Hedging Forecasted Transactions ............ccecceereerienienieeieenieenieesee e seee e 86
High Deductible POIICIES .......ccccuiiiiiiiiiiiiciieecieeciee ettt e eseaeeeenee s 65
High Inflationary ENVIrONMENt .........c.ccovvevieiiiiiiiieeieeieeeeseeesresresereeseesreesseesenessnenens 23
High Risk Cost Pool — ACA Risk Adjustment Program...........cccccoeevvvvrcinncieenieeneenenene, 107
History of CodifiCation .........cceevuierierieiieeieeie ettt ettt et e Preamble
Holders of Capital or SUIPIUS NOLES ....cccvieviieriiiriieriie ettt ereereesreeseeeseaeereesreesseesseeees 41R
Holding Company ODlIGAtiONS ..........cccccuerrvrerieerieeriesieeieeereesseesseeseessresseesseesseesseessnennns 15
5 7 02 (o RSOOSR 26R
Identification of Discontinued OPErations ...........cceeecveerieeeriieesieeecreeereeesreessreeeseveesneens 24
Impact on Historical SChedUles .........c.ooveiiiiiiiiieiicieeeece e 3
Impairment:
BONAS <.ttt et e e 26R
DETIVALIVES ..eeeeeieeeieieiieeieie ettt ie st ettt eeee e s eteseeeneenseseeeneesse gl eneeshdeneenes 86
GOOAWILL ..ot e e eeeereree e s s e S B e 68; 97
Interest CapitaliZation .........cccocererieninieniienineeeneeeeeseeee e S e 44
Investment Income Due and Accrued .........cocceevveenieniiniinenneence e 34
Investments in Preferred StOCK .......ccccovvveviiirciiiiiecieieee i b B 32R
Investments in Subsidiary, Controlled, and Affiliated Eatities ... ................ 97
Joint Ventures, Partnerships and LLCS ........ccccoooviiiiisiuressdhieee e itecieeciee e 48
Loan-Backed and Structured SECUTItIES ........ceeevveeiairees i Bueie e 43R
Low-Income Housing Tax Credits ........covevvveeee B il 93
MoOrtgage LOANS .....cocveeuiiiiiniiiieeieeieeieenieee s e e BB eneenaeesaneeaneeneeneenaeenae 37
Perpetual Preferred Stock.........oovvvvvveviec@eee st 32R
Premium Receivables .........ccvvvveieerieeee e siadhie e 6
Real EState .......oooviiiiiiiiiieeeeafe e e 90
Redeemable Preferred Stock ........ ..o hib e 32R
ReVerse MOTtZagES . .....cccvverreeeieeeee o Biuedin e eieeeieeeieeesereeereeeeeeeseseeeseeesneesnneas 39
SUIPIUS NOTES ...ttt 41R
Transferable and Non-Transferable State Tax Credits ........ccccceeveeneencenieneene. 94R
Unaffiliated Comm@n SEOCK.. o0 ... ceeiiieeicieeece e e e 30R
Uncollected Premium Balances, Bills Receivable for Premiums, and
Amounts Due FromiAgents and Brokers ..........ccoceveeevierieeneenienceseeneee, 6
Working Capital,)Finance Investments ...........ccccceeevieciinienvieenieeneeneeseesee e 105R
Income Generation FFANSACEONS .......c.cecveerreerieereerireeireenreesseesseesressesseaseasseesseesseesseennns 86
Income — Investments:
BOnds .o e 26R
COMMOTESTOCK .....eieieeieieieieie ettt ettt ettt et ee e see e 30R
Loan-Backed and Structured SECUTIHIES ........cceeevveevierierierienieeieeieesieeseeseeens 43R
MOTEZAZE LLOANS ..eeviieiiieiiiiee ettt etee e et e e e eabre e e snbeee s snreeeeennes 37
Preferred StOCK ..ooviiiiiiiiicc et 32R
Income Recognition:
Credit Life and Accident and Health Insurance Contracts ...........cccccevveeeuveennenn. 59
Deposit-TYPe CONLIACES ....ccveeeerieeiieeiieerieeeeeeeteeereeeereesreeeeeeesebeeesseeeseveeennes 52
Income Statement Treatment — State Tax CreditS........cooveriierieriercienieeieee e 94R
INCOME — SUIPIUS INOLES ...uviiiieiieiiieeie ettt ettt ettt st e teesbe e s e eneeeaes 41R
Income Taxes — Employee Stock Ownership Plans ...........ccccoveieeciiiiiieniiecie e 12
INCOME TAXES ..veentieiieiiieete ettt ettt e bt st st et b e e b enae 101
Income, Expenses, and Capital Improvements — Real Estate Investments ..................... 40R
Incurred But Not Reported (IBNR):
Claims (Life and Accident and Health) ..........ccccoeevvviiiniienienieciecieeeeeeeee, 55
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MANAZEA CATC ...ccevieerieiiiiieieeetee e ere et et e b e s b e sbeesseebaestaesrnesssessseesseesseenens 55
LOSSES (P/C) ettt et ettt et ettt eares 55
Indemnity REINSUIANCE ......cccveiiiiiiiiiieiiieciie ettt ettt e e et e e sebeeebeeeebaeesraeenenas 61R
Indemnity Trigger — Protected Cell........ccoviiiviiiiiiiieieeieiereerre et 74
Individual and Group Accident and Health Contracts ...........ccccoeceevenininieneniencneeee 54R
Inflation Indexed Securities (U.S. TIPS) .....coooiiiiiiiiiieieeeee ettt 26R
Initial Transfer and Repurchase FInancing .............cccecvvevvevienieniiniisieeie e 103R
INLANA MATINE ..oeiiiiiieiiiiieiee ettt ettt ettt ettt st e e sae e 50
Inputs to Valuation TEChNIQUES .......cccueriiiiiiieriieiieeie et 100R
INSOIVENCY CIAUSE ..o.vviiiiiiieiiieciie ettt et tee sttt e e te e e stae e e b e e etbeesaseesnsaeenssaesnseeas 62R
INSULATION ...ttt ettt ettt et be et esteeneeeeseeeneens 56
Insurance-Linked Securities Issued Through a Protected Cell.............ccooevveviveniiiniieniiens 74
Insurance Contracts — Postretirement Benefits Other Than Pensions ...........c...cc..c.. .o 92
Insurance-Linked SECUTITHES .....c..eeruiruieierieiieieiteie et bhe e 1
Insured Risk — Mortgage GUATANLY ..........cccveeevrerieerierierrenreereesieesseeseeesenesmsene Sobhe e slinans 58
Intangible Assets:
GOOAWILL .o s e 68; 97
Other Intangibles ASSELS ......cceevvvevvierierierierierieeieeieesreesieesees st ee e bR e eneeneees 20
Intercompany Income Tax Transactions ...........ceceeeereveeeveene Qo S0 L, 101
INtercomMpPany POOLS ......cc.eiiiiiiiiiieie ettt e sdne e s othee e eb e e eebeeentaeeneaeas 63
Intercompany TranSaACtIONS .........ceccveereveeerveeririenieeerreensreeesadeesesBir e sabaeesseeeneeeesseesnnnes 25
Interest Income — Mortgage Loans .........cooccveeeevneveeernene B ST 37
Interest Maintenance Reserve:
General ..o @ T 7
Life, Deposit-Type and Accident and Health Reinsurance ...........cccocevenenee 61R
Interest-Only St ......cocverereerenereneneendfe e B et 103R
Interest Payable .......ccooociiieiieiiiieieece s B e e e 67
Interest Rate Risk — Reverse Mortgages ........liu.dueererriicrieieeniienieeseesneeneeneereeseeees 39
Interest Rate SWap ......coceoiiriiiiiiic@lene e 86
Interim Financial DiSCIOSUIES...... camme . - Bheeeveenteeniieiie ittt Preamble
Interim Tax Periods ...l i et 101
Intraperiod Tax AlOCAtION .iiu... i Bumederereerreereerienieeireesteeseeseesresseeseessaessaessnesssesssennns 101
Investment Expense:
ReEal ESLAte ...ttt cieeiiiiieiet ettt 40R
LS S 103 4 7o Tt PSSR 39
1 LS TSP P 57
Investment Income Duefand AcCrued .........coccooiiiiieiiiiiinieeeeee e 34
Investments,in:
BONASi. e bbbt 26R
COoMMON STOCK ...eiiiiiiieteete ettt e 30R
Loan-Backed and Structured SECUTITHES ........coerueerierieieieeieieeiceeeie e 43R
Preferred StOCK ....ccoiiiiiiieeee e 32R
Preferred Stock or Surplus Notes of a Subsidiary, Controlled and Affiliated
25 1151 SRR SRUUPTR 97
Subsidiary, Controlled, and Affiliated Entities ...........cccocvveeververieneenienrenienns 97
Working Capital Finance Investments ............ccoccverienierienienieeeeseeseeeee e 105R
INVOIUNLATY POOL ..ooieeiiiiii ettt et et e e sebe e s sbe e enebeeearee s 63
Isolation Beyond the Reach of the Transferor and Its Creditors ..........cccoooeevervreeninne. 103R
Isolation of Transferred Financial Assets in Securitizations ...........c.cocceevvereerieereerenennns 103R
IsSuers Of SUPIUS NOLES .....eevuiiriiiiiieiieeee ettt et 41R
Joint and Several Liabilities .......ccccoooieiiiieieiiiieeree e 5R
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Joint and SUrvivorship ANNUILY .......ccceecviiiiieriieriectecre ettt e saesreereesbeeeee e 50
Joint Ventures, Partnerships and Limited Liability Companies ...........ccccceevveviveneeennenne. 48
Leasehold Improvements:
(€ 153 1T 1 USSR 19
Health Care Delivery ASSELS .......cccvevverierieriienieereesreesseesieeseesnessesseesseesseennns 73
Paid by Reporting Entity as LeSSEe .......ccecveriiieiiieiienieniienieeieeieesieeeee e 19
Leases:
Accounting and Reporting by LeSSEes .......ccvevverieriirriieiieiienieenieesee e sae e 22R
Accounting and Reporting by LeSSOTS .......cceveerieiiiiiiiieeieerieereesiee e 22R
Leveraged Leases fOr LESSOTIS .....ccciiviiiiiiireiiieeiieeeieeeiee e eveeeieeeseveeeeae e 22R
Related Party Leases .......ccvecvievuierieiieiieeie ettt eseeesveseve v e eneese e e e saaesene e 22R
Sale-Leaseback TTanSactions ..........cccceeceerereeiierenierienienienie e eeenee e eee e 22R
Leveraged ESOPS .......oociiiiiiiciiecee ettt ettt ettt e s be e s ae e e abeessbeeensaeessee e saiiene 12
Liabilities:
GENETAL ...ttt sttt ee e e SOl i 5R
Uninsured PLAns ........ccoooiieiiiiieieeeeeee et S e 43R
Life ANNUILY ..oviiiiiiiiiccieeciee ettt ettt e sveeeveeesveesreeeneneessseeenessibie e e s B0 v 50
Life Contracts:
Classifications and Definitions............coeceeeveeneeneene S £ 0 W L 50
DefiNed .....ooeiiiieieee et e 50
General ....ooocoviiiiiiiiieeeeeesa e e e 51R
RESEIVING ..oevieeiiieiieiieieieceeeeieereesee e B B ettt 51R
Life, Deposit-Type and Accident and Health Reinsurange ... % ccooeveenincnciencncenen. 61R
Limited Exceptions to the Audit Requirements for Downstream Noninsurance
Holding COMPANIES ......ccevervierieerirenreereesireee s B eeesssfoneenseenseenseeseesnessenssessseesseenses 97
Limited Liability Company .........coccecevveeodoenens e ettt 48
Limited Partnership ........cccoeeeeeeiiiiieeie s B ettt 48
Limited-Payment CONtract .........ccccvevververereeiBieeneeniiesrenriereesieeseessesnesseesseesseessnenens 50
Line-of-Credit or Revolving-Debt Amrangements ............cccceeveerieniiniiniieeieeeeeeeeeene 15
Loading — Life CONtraCtS.............iamine e Bheeereerereeesreenoreeesseessseeessseessesessseesssesssssessssessnsees 51R
Loan Origination Fees — Moftgage LO@N ............ccoecveeviieriierierieciecre e e 37
Loan Origination, Acquisitiony,and,Cemmitment Costs — Mortgage Loan ..................... 37
Loan PartiCipations .....c.....coceeeiierereeteneneetenieeitente et sieeste st et et st ete st seeentesieeneens 103R
L0an SYNAICALIONS ....ctithecevierieriieriierieereeiteesteesteestesressseasseesseesseesseesssessseasseesseessessseessns 103R
Loan-Backed and StrUCHUIEASECUTITIES ......cocverviruiiriiriieieierieeiesie e 43R
Loans and Advances to PTOVIAErS .........ccceviiriiiiiiiiiieeieee et 84
Loans to State GUAranty” ASSOCIATIONS .......c.eeevvvierreeeerieeriiiesreeeeieeesreeereeessseeseseeessseesssens 21R
Loans on PerSOMAIESECUIILY .........ccvveiiiiiiiiieiierieesiestesre et ereeteesreesereseneesseesseesseesssenens 20
Loans Unsecured or Secured by Assets that Do Not Qualify as Investment .................. 20
Long Lived Assets:
Categories for Real Estate INVEStMENtS.........ccccvevveiieeniieniieniesie e 90
Long-Lived Assets to Be Abandoned ...........cccocceeevivciirciienienienienieeee e 90
Long-Lived Assets to Be DiSposed........cccoveeiieiieiiieiiieieiesie e 90
Long-Lived Assets to Be Exchanged or to Be Distributed to Owners in a
] 01111 ) i U UUUROPRRP 90
Long Term Care CONIACT ......coocueiiiiiiiiiieiiieeniee ettt ettt ettt ettt e s e e 50
Loss Adjustment Expenses:
FIinancial GUATANLY .......c.cccvevevieiiieriieniienienieereereesreesseesseesesessseesseesseesseesseesssensns 60
GETIETAL ...ttt sttt ettt sttt 55
Life, Accident and Health ...........cocvveiiiiiiiiiieeeeeeee e 55
MANAZEA CATC ....cvvierieiieiieiie e eee ettt e e stre s b e s b e esbeessa e teessaesssesssessseesseenees 55
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MOTEZAZE GUATANLY ...eeevvieeiieeiieeiiieeieeesiteeereeetreesreesseeesreessseeesseesssaesssseennses 58

Property/Casualty .......cceooiiiiiiiieieeeeeeee ettt 55

THELE ettt ettt ettt et et n et e te st et e re et e beeneenes 57
Loss Contingencies or Impairments 0f ASSELS .......cccccevevereviecrieriieriieneeree e e ereeeve e 5R
Loss Portfolio TTanSaction .........ccceeceeceereeienieniieienie sttt sttt s 62R
Loss Reserve Recognition — Title INSUrance ...........cocceveeviiniieiinieeieeeeseeee e 57
Low-Income Housing Tax Credit Property Investments ...........c.ccoceeeveveevieeneenieeneenenennn 93
1Y 10 (0 (T4 o =TSP 108
Maintenance Costs Incurred by LESSEE .......ceveeviierieriiiiieiieiteeeste e 22R
Maintenance Costs Paid by LeSSEE .....c.ccecviiriiiiiiieiiieciie et 19
Managed Care COVETAZE ......cceevveerverreeieereesteesieesiresresreaseesseesseesssesssessseassesssesssessssensns 50
Mandatory Convertible BONd............cccveriiiiiiiniienieiieeie et 26R
Mandatory Sinking Fund — Preferred StoCK ........ccoeeeuiiiiiiiiiieeieeee e e 32R
IMALETIALILY ..evveeevieiieciieete ettt ettt eesae st e esbe e teestaesesesesessseessaesssesssesssessseessedipesssshasseanns Preamble
Mean Reserve Method ..........coeoieiiiiiiiiiiieieee et S B e 51R
Measurement and Reporting of Discontinued Operations ..........c..ceceevereees i Bueeene 24
Measurement Date — OPEB Plans........cccccoociiiiiiiiiiiniinienicceceeeeece Bl 92
Measurement of Cost and Obligations:

Pensions .......ccoeeeeuiiieciiieiiieceeee e S e T 102

Postretirement Benefits Other Than Pensions ...........ocg.eiidheeece v, 92
Measurement of Interests Held After a Transfer of Financial ASSets “o.....covvevevererenenenne. 103R
Measurement of Plan Assets:

PONSIONS ...vviiiiiicie e s S see e teeetaeeeabeeeteeesebeeenrs 102

Postretirement Benefits Other Than Pensions ... .ooooiiiiiieiieieeeeee 92
Medical Equipment and FiXtUIEs ........cccvevveriieee i Bieeeeseiadhereiieniienienee e sneeneeseeseenens 73
Medicare Part D ......cccoooiieiiiiiieeeeeeee e e B e 47; 54R; 66
1Y (S ¢ 0c) €S R SRR 3; 68
Mezzanine Real Estate Loans ..........ccoooeereee Bl 83
Mid-Terminal Method ........c..oooviiiiii@ieiiiiiee e e 51R
Miscellaneous Liability ............c.ommue e Bieeereeeirieenieeniieeeiieesieesreeesereesseesssaeeseseesseeessnens 50
Mod-Co Reserve AdJustment. ... ...t ieee ettt sereesreesbe e e eee e 61R
Modified Coinsurance ATTangEMEBILS 4. ......cccververrrerrreerreerreerseesseereessesssessseesseessessseenses 61R
MONELATY ASSEL .eonviinnienniiriie ittt ettt ettt ettt sae e st 95
Mortality Risk — ReVErS@IMOItZagEeS .......ccvvveriiiiiiiieeieeieeeeieesre v e eereere e sreeseeesene e 39
Mortgage GUarantydASUIATIEE ...........cccveeerueeerieeriiieeiieeeeieeeiteenieeeeteesnteeesareesneeesneeesnseens 50; 58
MoOrtZage LOAMS ... ih .eeelh oottt et 37
Mortgage Pass-Through'Certificate .........cccviieviiiiiiiiiciiceeeeceesee et 58
Mortgage REVEIUEIBONG .......cccviiiiiiiiiecie e 58
MultiemployegPlans:

PENSIONS ...ttt sttt et 102

Postretirement Benefits Other Than Pensions ..........ccccooceeeevineeienencenecee 92
Multiple Element Arrangements That Contain a Lease ..........ccccceveevreieerieeneereeneennennn 22R
Multiple-Employer Plans:

PENSIONS ...ttt sttt st 102

Postretirement Benefits Other Than Pensions .........ccccccceveercieicieeieeneeseeneene 92
IMULEPLE PEIIL ...ttt ettt ettt et b e e e sae e st 50
Multiple Peril Crop INSULANCE .......c.eeecviieiiiieiiieeiiieeiee ettt et e e e e sreeeaeeesereeenneeens 78
Multiple-Year Retrospectively Rated CONtracts ..........cceeeveecveecriecrieciienieseeseesnesenesene e 62R
Naked SHOTE SALE ......oiuiiiiiiiieieeee ettt ettt 103R
National Flood Insurance Program ............ccoecieoiieiiieiienieniecie et 62R
Negative GOOAWILL ......ocviiiiiiiiiieieeece et s r e bbb e e reesraesreesraeseveeene 68
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The terms in this Glossary are common in most SSAPs. Some SSAPs may have terminology that is topic-
specific and not intended to be applied to other topics.

Adjusted Carrying Value — Carrying value amount adjusted to remove any accrued interest and to add
back any of the following amounts: individual nonadmitted amounts, individual valuation allowances (if
applicable), and aggregate valuation allowance (if applicable). In effect, this is equivalent to the SAP
Book Value. (Not to be confused with the old “book value” reported in the annual statement blanks for
data years 2000 and prior.)

Amortized Cost — See SAP Book Value.

Call Provision — Option to buy an asset at a specified price within a specified period. (Alse,applicable to
Call and Call Option.)

Capitation Arrangement — A compensation plan used in connection with some ‘managed care contracts
in which a physician or other medical provider is paid a flat amount, usuallyon aymonthly basis, for each
subscriber who has elected to use that physician or medical provider.

Credit Rating Provider — CRP stands for Credit Rating Provider and refers/to the nationally recognized
statistical rating organizations (NRSROs) on the NAIC CredityRating Provider List discussed in the
Purposes and Procedures Manual of the NAIC Investment Analysis Office.

Deferred Tax Asset — The deferred tax consequences attributable to deductible temporary differences
and carryforwards. A deferred tax asset is measured using the applicable enacted tax rate and provisions
of the enacted tax law. Deferred tax assets are subject terthe)admissibility criteria as outlined in SSAP No.
101—Income Taxes, paragraph 11.

Deferred Tax Liability — The deferred tax ¢onsequences attributable to taxable temporary differences. A
deferred tax liability is measured using the applicable enacted tax rate and provisions of the enacted tax
law.

Equity Method — Accountifig valuation ‘approach used in which the initial investment is adjusted in
accordance with the ownership ‘of another entity. Guidance for using the equity method, and for
determining adjustments to the investment under the equity method is detailed in SSAP No. 48—Joint
Ventures, Partnerships and Limited Liability Companies (SSAP No. 48) and SSAP No. 97—Investments
in Subsidiary, Controlléd.andAffiliated Entities (SSAP No. 97).

Fair Value — Fairivaluess$ defined in SSAP No. 100R—Fair Value.

Guaranteed Investment Contract or Guaranteed Interest Contract (GIC) — An insurer-issued
funding vehicle, typically issued to retirement plans, under which the insurer accepts a deposit (or, less
frequently, a series of deposits) from the purchaser and guarantees to pay a specified interest rate of return
on the funds deposited during a specified period of time.

Morbidity Risk — The potential for a person to experience illness, injury, or other physical or
psychological impairment, whether temporary or permanent. Morbidity risk excludes the potential for an
individual’s death, but includes the potential for an illness or injury that results in death.

Mortality Risk — The potential for loss of life, with respect to a specified person or group of people. For
reverse mortgages (SSAP No. 39), mortality risk is defined as the risk of loan payments extending beyond
the borrower’s original projected life expectancy.
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Nonforfeiture — The principle that some types of insurance contract have an economic value to which the
contract owner is entitled even upon lapsation or surrender of the contract. A nonforfeiture value is the
economic value that must be provided to the contract owner upon lapsation or surrender; it can take
various forms, such as a lump-sum cash payment, an amount of paid-up insurance, an amount of term
Insurance, etc.

Nonoperating System Software — Application systems software such as language processors, library
routines and debugging aides and other computer software are not considered operating system software.

Operating System Software — The operating system is a program or a series of programs controlling the
data job and task management operations of a computer or a computer network through executive
scheduling and monitoring. It increases the productivity of a computer installation by managing the
allocation of all available computer resources including the control processing unit, main storage and
input/output devices.

Original Cost — See SAP Book Value.
Par Value — The nominal (or face value) of a stock or bond.
Recorded Investment — The SAP Book Value (Adjusted Carrying Value) plus Accrued Interest.

SAP Book Value — Original cost, including capitalized acquisition coststand accumulated depreciation,
unamortized premium and discount, deferred origination and’commitment fees, direct write-downs, and
increase/decrease by adjustment.

SAP Carrying Value (Amount) — The SAP book value plus accrued interest and reduced by any
valuation allowance (if applicable) and any nonadmitted adjustment applied to the individual investment.
Carrying value is used in the determination of impairment.

Statement Value — The SAP book value reduced by any valuation allowance and nonadmitted
adjustment applied to an individual investment or/a similar group of investments, e.g., bonds, mortgage
loans, common stock.
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Appendix A
Excerpts of NAIC Model Laws

Introduction

The following appendices are an integral part of the NAIC Accounting Practices and Procedures Manual.
The guidance herein is referred to by specific statements of statutory accounting principles (SSAPs).

Some appendices define certain terms. Such definitions are not intended to change the meaning of any
terms used elsewhere in the NAIC Accounting Practices and Procedures Manual and should only be used
in the context of the appendix in which it appears and the SSAP that refers to that appendix.

Certain appendices contain requirements regarding reserves, which are effective with new business
written after the effective date of the related SSAP. Transition guidance is provided in the related SSAPs.
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Appendix A-001

Investments of Reporting Entities

Relevant SSAPs:

SSAP No. I—Accounting Policies, Risks & Uncertainties and Other Disclosures
SSAP No. 21R—Other Admitted Assets

SSAP No. 83—Mezzanine Real Estate Loans

Introduction

Section 1. Reporting Requirements
Section 2. Investment Risk Interrogatories
Section 3. Summary Investment Schedule
Introduction

A reporting entity may acquire, hold or invest in investments or engage injinvestment practices as set
forth in the laws and regulations of its domiciliary state. The disclosure requiredsby this appendix is not
intended to preempt such state authority. The financial information disClesed herein is intended solely for
the use of state regulators for solvency analysis and should not be used*for-any other purpose.

Section 1. Reporting Requirements

The following reporting requirements apply to the provisions,of this appendix:

1. Annual Statement — Section 3
2. Supplement to Annual Statement filed by®April 1 — Section 2
3. Audited Statutory Financial Staterfients — Sections 2 and 3
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Appendix A

Section 2. Investment Risks Interrogatories

Address (City, Stat
NAIC Group Code

........................................................................................................................................................................................... Insurance Company
€, Zip Code) ...c.oveveciiccecee
......................................... NAIC Company Code

Employer’s ID Number..........c.cccccceunveueeenen

The Investment Risks Interrogatories are to be filed by April 1. They are also to be included with the
Audited Statutory Financial Statements.

Answer the following interrogatories by reporting the applicable U.S. dollar amounts and percentages of

the reporting entity’s total admitted assets held in that category of investments.

1.  Reporting entity’s total admitted assets as reported on Page 2 of this annual statement:

$

2. Ten largest exposures to a single issuer/borrower/investment:

2

Description of Exposure

4
Percentage of Total
Admitted Assets
................................. %
................................. %
................................. %
................................. %
................................. %
................................. %
................................. %
................................. %
................................. %
................................. %

3. Amounts and percentages of the reporting entity’s total admitted assets held in bonds and
preferred stocks by NAIC designation:

3.01
3.02
3.03
3.04
3.05
3.06

4.  Assetstheld in foreign investments:

4.01

4.02
4.03
4.04

© 1999-2024 National Association of Insurance Commissioners

Bonds 1
NAIC -1 So.... .
NAIC-2 $. %.........
NAIC=3 S
NAIC=4909%....cconne...
NAIC-F $.eene.
NAIE-6 $....cc.........

................. %
................. %
................. %
................. %
................. %
................. %

3.07
3.08
3.09
3.10
3.11
3.12

Preferred
Stocks
NAIC -1
NAIC -2
NAIC -3
NAIC -4
NAIC -5
NAIC -6

................................. %
................................. %
................................. %
................................. %
................................. %
................................. %

Are assets held in foreign investments less than 2.5% of the reporting entity’s

total admitted assets?

Yes[ ] Nol[ ]

If response, to 4.01 above is yes, responses are not required for interrogatories 5 — 10.

Total admitted assets held in foreign investments
Foreign-currency-denominated investments
Insurance liabilities denominated in that same foreign currency

A001-2

$ %
$ %
$ o %

Page 1042 of 2278



Investments of Reporting Entities

A-001

5. Aggregate foreign investment exposure categorized by NAIC sovereign designation:
1 2
5.01 Countries designated NAIC — 1 S s e %
5.02 Countries designated NAIC — 2 S s %
5.03 Countries designated NAIC — 3 or below S %
6.  Two largest foreign investment exposures to a single country, categorized by the country’s NAIC
sovereign designation:
1 2
Countries designated NAIC — 1:
6.01  Country: S e %
6.02  Country: S e MW %
Countries designated NAIC — 2:
6.03  Country: S L W %
6.04  Country: S b %
Countries designated NAIC — 3 or below:
6.05  Country: S B e %
6.06 Country: $ o e %
7. Aggregate unhedged foreign currency exposure: B s %
8.  Aggregate unhedged foreign currency exposure categorized by NAIC sovereign designation:
1 2
8.01  Countries designated NAIC — 1 S %
8.02  Countries designated NAIC — 2 S %
8.03  Countries designated NAIC — 3 or below e %
9.  Two largest unhedged foreign currency,exposures to a single country, categorized by the
country’s NAIC sovereign designation:
1 2
Countries designated NAIC — 1:
9.01 Country: S %
9.02  Country; S e e %
Countries'designated NAIC — 2:
9.03  Country: S e %
9.04 _Country: S e %
Countries. designated NAIC — 3 or below:
9.05muy, Country: S e %
9.06 %, Country: S %
10.  Ten largest non-sovereign (i.e., non-governmental) foreign issues:
1 2
Issuer NAIC Designation 3 4
TO.0T i e S s %
T0.02 e ettt S s %
10,03 e e S %
10.04 s e e S e %
L0.05 s e S e %
L0060 e e e S %
L0.07 e e S s e %
LO.08 e e S e %
T0.09 e e S %
TOLO e ettt et S s s %
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11.  Amounts and percentages of the reporting entity’s total admitted assets held in Canadian
investments and unhedged Canadian currency exposure:

11.01  Are assets held in Canadian investments less than 2.5% of the reporting entity’s
total admitted assets? Yes[ ] No[ ]

If response to 11.01 is yes, detail is not required for the remainder of Interrogatory 11.

1 2
11.02 Total admitted assets held in Canadian Investments S e %
11.03 Canadian-currency-denominated investments S s %
11.04 Canadian-denominated insurance liabilities s %
11.05 Unhedged Canadian currency exposure S s %

12.  Report aggregate amounts and percentages of the reporting entity’s total admitted assets held in
investments with contractual sales restrictions:

12.01  Are assets held in investments with contractual sales restrictions less
than 2.5% of the Reporting entity’s total admitted assets. Yes[ ] No[ ]

If response to 12.01 is yes, responses are not requiréd,for the,remainder of Interrogatory 12.

1 2 3

12.02  Aggregate statement value of investments with«contractual

sales restrictions: N USRI %

Largest 3 investments with contractaal salesa@strictions:
12,03 e S B e %
12,04 e B B B e e %
12005 e e e S e %

13.  Amounts and percentages of admitted assets held in the ten largest equity interests:

13.01 Are assets held in equity interest less than 2.5% of the

reporting entify’s (total admitted assets? Yes|[ ] No|[ ]

If response to 13.01 is yes, responses are not required for the remainder of Interrogatory 13.

1 2 3
Issuer
13002 e ettt S e %
L3 0o Bt B e s %
1304 ettt 8 e e %
1305 et 8 e e %
13.06 oottt ettt enenn 8 e e %
13.07 ettt 8 e e %
13.08 oo e s %
13.00 oottt B e e %
I3.100 oo B e e %
I3.11 ettt 8 e e %
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14.  Amounts and percentages of the reporting entity’s total admitted assets held in nonaffiliated,
privately placed equities:

14.01

14.02

Are assets held in nonaffiliated, privately placed equities less than 2.5%
of the reporting entity’s total admitted assets? Yes|[ ] No|[ ]

If response to 14.01 above is yes, responses are not required for the remainder of Interrogatory 14.

1 2 3

Aggregate statement value of investments held in

nonaffiliated, privately placed equities: N TSRO %
Largest 3 investments held in nonaffiliated, privately

placed equities:

.......................................................................................... S T e %0
.......................................................................................... S T e %0
.......................................................................................... ol e %

15.  Amounts and percentages of the reporting entity’s total admitted assetsyheldyin general
partnership interests:

15.01 Are assets held in general partnership interests less than 2.5% of the

reporting entity’s total admitted assets? Yes[ ] NoJ ]

If response to 15.01 above is yes, responsesiate not required for the remainder of Interrogatory 15.

1 2 3

15.02 Aggregate statement value of investments held in

general partnership interests: B e s %
Largest 3 investments in general partnership interests:
15.03 e e e e %
15.04 e e e e %
15.05 T B S e e %

16.  Amounts and percentages of the reporting entity’s total admitted assets held in mortgage loans:

16.01

Are mortgage loans reported in Schedule B less than 2.5% of the
reporting entity’s total admitted assets? Yes[ ] No[ ]

Tf response to 16.01 above is yes, responses are not required for the remainder of Interrogatory 16
andiInterrogatory 17.

1 2 3
(Type (Residential, Commercial, Agricultural)
........................................................................................ S i Y0
........................................................................................ S e Y0
........................................................................................ S e Y0
........................................................................................ S e Y0
........................................................................................ S e Y0
........................................................................................ S e e Y0
........................................................................................ S e e Y0
........................................................................................ S it e %0
........................................................................................ S it . %0
........................................................................................ S e Y0
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Amount and percentage of the reporting entity’s total admitted assets held in the following categories of
mortgage loans:

Loans
16.12 Construction loans S e %
16.13 Mortgage loans over 90 days past due e %
16.14 Mortgage loans in the process of foreclosure S %
16.15 Mortgage loans foreclosed S s %
16.16 Restructured mortgage loans e e %

17.  Aggregate mortgage loans having the following loan-to-value ratios as determined from the most
current appraisal as of the annual statement date:

Loan-to-Value Residential Commercial Agricultural
1 2 3 4 S 6
17.01 above 95% S e, 3 SO oS s e, %
17.02 91%1t095%  Seeeeieeieieeiet e, % S e S % B e, %
17.03 81%1t090%  Sooiiiiiieieies e, % B . S % S e e, %
17.04 71%t080%  Sereveiecieiieee e 2 Y S TUUI S . T ST %
17.05 below 70% S e e % S e e, B3 SR %

18.  Amounts and percentages of the reporting entity’s total admitted assets held in each of the five
largest investments in real estate:

18.01 Are assets held in real estate reported in less than 2.5% of the reporting
entity’s total admitted assets? Yes[ ] No[ ]

If response to 18.01 above is yes,responses are not required for the remainder of Interrogatory 18.

Largest five investments in any-ene parcel or group of contiguous parcels of real estate:

Description

b 2 3
18.02 i@ e e e
18.03 i e e
18.04 o Bttt S s s
18.05 e e S s e
18.00 e Bt S s e
19.  Report aggregate;amounts and percentages of the reporting entity’s total admitted assets held in
investmentstheld in mezzanine real estate loans:
19.01 Are assets held in investments held in mezzanine real estate loans less
than 2.5% of the Reporting entity’s total admitted assets. Yes|[ ] No[ ]
If response to 19.01 is yes, responses are not required for the remainder of Interrogatory 19.
1 2 3
19.02 Aggregate statement value of investments held in
mezzanine real estate loans: S e
Largest 3 investments held in mezzanine real estate loans:
10.03 ettt et be e OO RO
10.04 ettt OO
10,05 ettt N OO
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20.  Amounts and percentages of the reporting entity’s total admitted assets subject to the following
types of agreements:

At Year-end At End of Each Quarter
15t Qtr 2" Qtr 31 Qtr
1 2 3 4 S
20.01 Securities lending agreements (do not
include assets held as collateral for
such transactions) B ot e % S, S S
20.02 Repurchase agreements B s e, % S S $ o
20.03 Reverse repurchase agreements S o P2 TS S S
20.04 Dollar repurchase agreements S o % S S S
20.05 Dollar reverse repurchase agreements  $ ..o evveiennnn. % S S S
21. Amounts and percentages of the reporting entity’s total admitted assets,for,warrants not attached

to other financial instruments, options, caps, and floors:

Owned Written
1 2 4 4
21.01 Hedging S e et 00 %
21.02  Income generation S e Oon S %
21.03  Other S sl LT 00 8 e e %

22.  Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for
collars, swaps, and forwards:

At Year-end At End of Each Quarter
18 Qtr 2™ Qtr 34 Qtr
1 2 3 4 S
22.01 Hedging FTM W e % i S $ o
22.02  Income generation S % 0§ S $
22.03  Replications S % S e S $
22.04  Other s % 8 S S

23.  Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for
futures contracts:

At Year-end At End of Each Quarter
1 Qtr 2" Qtr 310t
1 2 3 4 S
23.01 Hedging s e % $n $ o $ e
23.02 Income generation S % S S $ s
23.03  Replications e e % $ S, S
23.04  Other S e, % S S S
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Section 3. Summary Investment Schedule (Revised for reporting periods effective January 1,
2019)
Gross Investment
Holdings Admitted Assets as Reported
in the Annual Statement
1 2 3 4 5 6
Securities

Lending Total
Reinvested (Col.
Percen- Collateral 3+4) Percen-

Tnvestment Categories Amount tage Amount Amount Amount tage

1. Bonds (Schedule D, Part 1)
1.1 U.S.Governments s eeeeii e,
1.2 All Other Government ol e e et L
1.3 U.S. States, Territories and Possessions,
etc., Guaranteed s O e e,
1.4 U.S. Political Subdivisions of States,
Territories and Possessions, Guaranteed — ...........  .ccecee i T B s e e

1.5 U.S. Special Revenue & Special
Assessment Obligations, etc., Non- .o cr B DB e e
Guaranteed
1.6 Industrial and Miscellaneous . S T e e e e
1.7 Hybrid Securities e W B i e e,
1.8 Parent, Subsidiaries and Affiliates =~ .o @i D i e e eeeaeeans
1.9 SVO Identified Funds L I s i e e
1.10 Bank Loans il e e e eeeeiee e
1.11 Total Long-Term Bonds .0 dliien it e cneieniee et
2. Preferred Stock (Schedule D, part 2, Section
1)
2.1 Industrial and Miscellaneous W s eeiicee e eeeeeeeiee reereee e
(Unaffiliated)
2.2 Parent Subsidiaries and AffiliateS8), i i i e e e
3.  Common Stocks (Schedule D, Past23Section
2)
3.1 Industrial and Miscellaneous
(Unaffiliated) Publicly Traded = = s et s e e e
3.2 Industrial and Miscellaneous
(Unaffiliated) Other "0 4 et it e e e reneens
3.3 Parent, Subsidiariesiand Affiliates
Publicly Tradedy, & it it i e et e
3.4 ParéntpSubsidiaries and Affiliates Other — ...........  coceiiiis it e e e
3.5 Mutuah FundS™ e i e e e
3.6 Total Common StockS it e e e e
4. Mortgage Loans (Schedule B)
4.1 Farm Mortgages i e e e eereeniee aveennes
4.2 Residential MOrtgages ih e e s e e
4.3 Commercial Loans s et e eeereeeee e,
4.4 Mezzanine Real Estate Loans . it et e e e
4.5 Total Valuation Allowance = i et eerveeene e e e
4.6 Total Mortgages i e e e eeveeniee aveenaeas
5. Real Estate Investments (Schedule A)
5.1 Property occupied by COMPany s e s e e aeeaeenns
5.2 Property held for production of INCOME  ..ccccees ciieviiiees it e e e
5.3 Property held forsale s i e e e
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Gross Investment Admitted Assets as Reported
Holdings in the Annual Statement
1 2 3 4 5 6
Securities

Lending Total
Reinvested (Col.
Collateral 3+4)  Percen-

Investment Categories Amount Percentage Amount Amount Amount tage
6. Cash, Cash Equivalents and Short-Term
Investments
6.1 Cash (Schedule E, Part 1) i it e s e aereennens
6.2 Cash Equivalents (Schedule E, Part 2)  ...oic. it et s e aeeennens
6.3 Short-Term Investments (Schedule DA)  ...cccco. crieiiiit et e e eeeeenens
6.4 Total Cash, Cash Equivalents and Short-
Term Investments L it e el e
7. Contract Loans L e e @l D e
8. Derivatives (Schedule DB) L s e @ et e e
9. Other Invested Assets (Schedule BA) i s i 2 BB s e
10. Receivables for Securities e ® DB e e
11. Securities Lending (Schedule DL, Partl) ... ier i B s e
12. Aggregate Write-Ins for Invested Assets ~— .ocivee e s s e e
13. Total Invested Assets L e M
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Appendix A-010

Minimum Reserve Standards for Individual and Group Health Insurance
Contracts

Relevant SSAPs:

SSAP No. 35R—Guaranty Fund and Other Assessments

SSAP No. 54R—Individual and Group Accident and Health Contracts
SSAP No. 59—Credit Life and Accident and Health Insurance Contracts

Relevant NAIC Model Laws/Regulations:
Standard Valuation Law (#820)

Definitions

1. “Annual claim cost” is the net annual cost per unit of benefit befose the addition of expenses,
including claim settlement expenses, and a margin for profit or contingencieS:\Fomexample, the annual
claim cost for a $100 monthly disability benefit, for a maximum disability benefit period of one year, with
an elimination period of one week, with respect to a male at age 35, in a certain‘@€cupation might be $12,
while the gross premium for this benefit might be $18. The additional $6would cover expenses and profit
or contingencies.

2. “Claims accrued” is that portion of claims incurred off oriprior to the valuation date that result in
liability of the insurer for the payment of benefits for medic¢al services that have been rendered on or prior
to the valuation date, and for the payment of benefits fordays of hospitalization and days of disability that
have occurred on or prior to the valuation date, that thensurer has not paid as of the valuation date, but
for which it is liable and will have to pay after the valuation date. This liability is sometimes referred to as
a liability for “accrued” benefits. A claimgfeserve, which represents an estimate of this accrued claim
liability, must be established. SSAP No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses
defines this as a Claim Liability and not a Claim Reserve.

3. “Claims reported” are considered as a reported claim for annual statement purposes when an
insurer has been informed that @ claim has been incurred, if the date reported is on or prior to the
valuation date.

4. “Claims unaccruéd” represent that portion of claims incurred on or prior to the valuation date
which result in liability, ofithe insurer for the payment of benefits for medical services expected to be
rendered after the valuation date, and for benefits expected to be payable for days of hospitalization and
days of disability‘occurting after the valuation date. This liability is sometimes referred to as a liability for
unaccrued ‘betefits. "A claim reserve, which represents an estimate of the unaccrued claim payments
expected to beymade (which may or may not be discounted with interest), must be established. SSAP No.
54R—Individual‘and Group Accident and Health Contracts defines this as a Claim Reserve differentiated
from the Claim Liability in paragraph 2 above.

5. When an insurer has not been informed, on or before the valuation date, concerning a claim that
has been incurred on or prior to the valuation date, the claim is considered an “unreported claim” for
annual statement purposes.

6. “Date of disablement” is the earliest date the insured is considered as being disabled under the
definition of disability in the contract, based on a doctor’s evaluation or other evidence. Normally this
date will coincide with the start of any elimination period.

7. “Elimination period” is a specified number of days, weeks, or months starting at the beginning of
each period of loss, during which no benefits are payable.
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8. “Gross premium” is the amount of premium charged by the insurer. It includes the net premium
(based on claim-cost) for the risk, together with any loading for expenses, profit or contingencies.

9. The term “group long-term disability income” includes group contracts providing group disability
income coverage with a maximum benefit duration longer than two years. Group long-term disability
income contracts are based on a group pricing structure. The term “group long-term disability” does not
include group short-term disability (coverage with benefit periods of two years or less in maximum
duration). It also does not include voluntary group disability income coverage that is priced on an
individual risk structure and generally sold in the workplace.

10. The term “group insurance” includes blanket insurance and franchise insurance and any other
forms of group insurance.

11. “Level premium” is a premium calculated to remain unchanged throughout eithemthe lifetime of
the policy or for some shorter projected period of years. The premium need not be guaranteed; in which
case, although it is calculated to remain level, it may be changed if any of the assemptions on which it
was based are revised at a later time. Generally, the annual claim costs are exXpected to increase each year
and the insurer, instead of charging premiums that correspondingly increaseieachyyeans¢Charges a premium
calculated to remain level for a period of years or for the lifetime of the contract. In this case the benefit
portion of the premium is more than needed to provide for the cost of benefits daring the earlier years of
the policy and less than the actual cost in the later years. The building ofia prospective contract reserve is
a natural result of level premiums.

12. “Long-term care insurance” is any insurance poligy or‘sider advertised, marketed, offered or
designed to provide coverage for not less than twelve (12)iConsecutive months for each covered person on
an expense incurred, indemnity, prepaid or other basisgfor one,0r more necessary or medically necessary
diagnostic, preventive, therapeutic, rehabilitative;, mainténance or personal care services, provided in a
setting other than an acute care unit of a hospital. Sueh term also includes a policy or rider which provides
for payment of benefits based upon cognitive impairment or the loss of functional capacity. Long-term
care insurance may be issued by insurersjfraternal benefit societies; nonprofit health, hospital, and
medical service corporations; prepaid healthiplans; health maintenance organizations or any similar
organization to the extent they are otherwise authorized to issue life or health insurance. Long-term care
insurance shall not include any insusance policy which is offered primarily to provide basic Medicare
supplement coverage, basic lospital expense coverage, basic medical-surgical expense coverage, hospital
confinement indemnity coverage, major medical expense coverage, disability income or related asset-
protection coverage, accident only, coverage, specified disease or specified accident coverage, or limited
benefit health coverage.

13. “ModaltPremium? refers to the premium paid on a contract based on a premium term which could
be annual, semi-annualy”quarterly, monthly, or weekly. Thus if the annual premium is $100 and if,
instead, monthly*premiums of $9 are paid then the modal premium is $9.

14. Normally the terminal reserve is a positive value. However, if the values of the benefits are
decreasing with advancing age or duration it could be a negative value, called a “negative reserve.”

15. “Preliminary Term Reserve Method” is a method of valuation whereby the valuation net premium
for each year falling within the preliminary term period is exactly sufficient to cover the expected
incurred claims of that year, so that the terminal reserves will be zero at the end of the year. As of the end
of the preliminary term period, a new constant valuation net premium (or stream of changing valuation
premiums) becomes applicable such that the present value of all such premiums is equal to the present
value of all claims expected to be incurred following the end of the preliminary term period.

16. “Present value of amounts not yet due on claims” represents the reserve for “claims unaccrued”
(see definition), which may be discounted at interest.
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17. “Rating block” means a grouping of contracts determined by the valuation actuary based on
common characteristics, such as a policy form or forms having similar benefit designs.

18. The term “reserve” is used to include all items of benefit liability, whether in the nature of
incurred claim liability or in the nature of contract liability relating to future periods of coverage, and
whether the liability is accrued or unaccrued. An insurer under its contracts promises benefits which result

in:
a. Claims that have been incurred, that is, for which the insurer has become obligated to
make payment, on or prior to the valuation date. On these claims, payments expected to
be made after the valuation date for accrued and unaccrued benefits are liabilities of the
insurer which shall be provided for by establishing claim reserves; or
b. Claims that are expected to be incurred after the valuation date. Any present liability of
the insurer for these future claims shall be provided for by the establishment,of contract
reserves and unearned premium reserves.
19. “Terminal reserve” is the reserve at the end of a contract year and is defined,as the present value
of benefits expected to be incurred after that contract year minus the present valueiof future valuation net
premiums.
20. “Unearned premium reserve” values that portion of the premium paid or due to the insurer which

is applicable to the period of coverage extending beyond the valuatien date. Thus if an annual premium of
$120 was paid on November 1, $20 would be earned as of De¢ember 31 and the remaining $100 would be
unearned. The unearned premium reserve could be on a‘gfossybasis as in this example or on a valuation
net premium basis.

21. “Valuation net modal premium” is the modal fraction of the valuation net annual premium that
corresponds to the gross modal premium ingffection any contract to which contract reserves apply. Thus
if the mode of payment in effect is quarterly, the valuation net modal premium is the quarterly equivalent
of the valuation net annual premium.

22. “Worksite Disability Policies™ tefers to individual short-term disability policies that are sold at
the worksite through employer-sponsored enrollment, cover normal pregnancy, and that have benefit
periods up to 24 months. WorkSiterdisability policies do not include personal disability policies sold to an
individual and not associated with employer-sponsored enrollment. They also do not include business
overhead expense, disability buyout or key person policies, in whatever manner those policies are sold.

Scope

23. Thesesstandards apply to all individual and group health and accident and sickness insurance
coverages, including single premium credit disability insurance. All other credit insurance is not subject
to Appendix A-010.

24. When an insurer determines that adequacy of its health insurance reserves requires reserves in
excess of the minimum standards specified herein, such increased reserves shall be held and shall be
considered the minimum reserves for that insurer.

25. With respect to any block of contracts, or with respect to an insurer’s health business as a whole,
a prospective gross premium valuation is the ultimate test of reserve adequacy as of a given valuation
date. Such a gross premium valuation will take into account, for contracts in force, in a claims status, or in
a continuation of benefits status on the valuation date, the present value as of the valuation date of: all
expected benefits unpaid, all expected expenses unpaid, and all unearned or expected premiums, adjusted
for future premium increases reasonably expected to be put into effect.
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26. Such a gross premium valuation is to be performed whenever a significant doubt exists as to
reserve adequacy with respect to any major block of contracts, or with respect to the insurer’s health
business as a whole. In the event inadequacy is found to exist, immediate loss recognition shall be made
and the reserves restored to adequacy. Adequate reserves (inclusive of claim, premium and contract
reserves, if any) shall be held with respect to all contracts, regardless of whether contract reserves are
required for such contracts under these standards.

27. Whenever minimum reserves, as defined in this Appendix, exceed reserve requirements as
determined by a prospective gross premium valuation, such minimum reserves remain the minimum
requirement under these standards.

28. The following paragraphs set forth minimum standards for three categories of health insurance
reserves:

a. Claim Reserves;

b. Premium Reserves;

c. Contract Reserves.
29. Adequacy of an insurer’s health insurance reserves is to be détermined on the basis of all three

categories combined. However, these standards emphasize the,importance” of determining appropriate
reserves for each of the three categories separately.

Claim Reserves
30. General:

a. Claim reserves are required fomalltincuifred but unpaid claims on all health insurance
policies. For contracts with an elimination period, the duration of disablement shall be
measured as dating from theytime that benefits would have begun to accrue had there
been no elimination period.

b. Appropriate claim/€Xpense reserves are required with respect to the estimated expense of
settlement of all incurred but unpaid claims.

c. All sueh, reserves for prior valuation years are to be tested for adequacy and
reasonableness along the lines of claim runoff schedules in accordance with the statutory
financialistatement including consideration of any residual unpaid liability.

d. For,claim reserves on policies that require contract reserves, the claim incurral date is to
be*considered the "issue date" for determining the table and interest rate to be used for
claim reserves.

e. The maximum interest rate for claim reserves is specified in Exhibit 1.

f. With respect to claim reserves for policies issued before the operative date' of the
Valuation Manual, the requirements for claim reserves on claims incurred after that date
shall be as described in this Appendix A-010 based on the incurred date of the claim.

! The historical application of new requirements for claim reserves has been the incurred date of the claim. The 2009 changes to
the Standard Valuation Law apply new requirements provided through the Valuation Manual only to policies issued after the
effective date of the changes and the Valuation Manual. This addition makes new requirements for claim reserves applicable
based on the incurred date irrespective of the policy issue date — i.e. consistent with historical practice.
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Minimum Morbidity Standards for Individual Disability Income Claim Reserves:

31. For individual disability income claims incurred January 1, 2001, to January 1, 2007, each insurer
may elect which of the following to use as the minimum morbidity standard for claim reserves:

a. The minimum morbidity standard in effect for claim reserves as of the date the claim was
incurred, or
b. The standards as defined in paragraph 32, which applies on or after January 1, 2017, shall

be applied to all open claims unless the company chooses on or after January 1, 2017, to
apply the standards in paragraph 31.c. Once an insurer elects to calculate reserves for all
open claims on the newer standards defined in paragraph 32 or paragraph 31.c., all future
valuations must be on that basis.

C. The standards as defined in paragraph 33 through paragraph 36, which apply on or after
January 1, 2017, shall be applied to all open claims. Once an insurer, elects to calculate
reserves for all open claims on the standards defined in paragraph 33 through paragraph
36, all future valuations must be on that basis.

32. For individual disability income claims incurred on or after January 152007, and prior to the
effective date for the company as determined in paragraph 35, the minimum standards with respect to
morbidity are those specified in Exhibit 1, except that, at the option of'the insurer, assumptions regarding
claim termination rates for the period less than two (2) years from'the date of disablement may be based
on the insurer’s experience, if such experience is considered credible, or upon other assumptions designed
to place a sound value on the liabilities.

33. For claims incurred on or after Januarygl, 2020smthe minimum standards are those specified in
Exhibit 1, including (as derived in accordance with Actugrial Guideline L—2013 Individual Disability
Income Valuation Table Actuarial Guideling):

a. The use of the insurer’s own experience;
b. An adjustment to include an own experience measurement margin; and
c. The applicatiom of.a credibility factor.
34. In determiningqthe minimum reserves in accordance with paragraph 33, the provisions in

paragraph 33.a., 33.b. and33.c. are not required if:

a. Thetinsurer meets the Own Experience Measurement Exemption provided in Actuarial
Guideline L; or

b. For worksite disability policies with benefit periods of up to two years, at the option of
the insurer, disabled life reserves may be based on the insurer’s experience, if such
experience is considered credible, or upon other assumptions and methods designed to
place a sound value on the liabilities.

35. An insurer may begin to use the minimum reserve standards in paragraph 33 at a date earlier than
January 1, 2020, but not prior to January 1, 2017.
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36. An insurer may, within three years® of January 1, 2020 (or such earlier date it elects under
paragraph 35), apply the new standards in paragraph 33 to all open claims incurred prior to the effective
date of paragraph 33 for the insurer. Once an insurer elects to calculate reserves for all open claims based
on paragraph 33, all future valuations must be on that basis.

Minimum Morbidity Standards for Group Disability Income Claim Reserves

37. For group disability income claims incurred from January 1, 2001, through December 31, 2006,
with a duration from date of disablement of more than two (2) years but less than five (5) years, reserves
may be based on the insurer’s experience if such experience is considered credible and for which the
insurer maintains underwriting and claim administration control.

38. For group disability income claims incurred prior to January 1, 2007, each insurer may elect to
use as the minimum morbidity standard for claim reserves:

a. The group disability income claims minimum morbidity standardgin “effect for claim
reserves as of the date the claim was incurred; or

b. After the effective date selected by the company in paragraphs 41, and 42, the standards
as defined in paragraphs 41 and 42 applied to all open group, long-term disability income
claims, or

c. The standards as defined in paragraphs 41 and 42 applied to all open group disability

income claims.

Once an insurer elects to calculate reserves for all open claims onya more recent standard, then all future
valuations must be on that basis.

39. For group long-term disability incomeé claimsyincurred on or after January 1, 2007, but before the
effective date selected by the company in paragraph 42, and group disability income claims incurred on or
after January 1, 2007, that are not group long-termydisability income, the minimum standards with respect
to morbidity are those specified in Exhibit 1, exeept that, at the option of the insurer:

a. Assumptions regarding claim termination rates for the period less than two (2) years from
the date of disablement may be based on the insurer’s experience, if the experience is
considered credible,“or upon other assumptions designed to place a sound value on the
liabilities¢

b. Assumptions‘regarding claim termination rates for the period two (2) or more years but
less“than/five (5) years from the date of disablement may, with the approval of the
comimissioner, be based on the insurer’s experience if such experience is considered
credible and for which the insurer maintains underwriting and claim administration
control.

c. With respect to claims termination standards in paragraphs 37 and 39.b., for experience to
be considered credible for purposes of this appendix, the company should be able to
provide claim termination patterns over no more than six (6) years reflecting at least

2 The 2013 Table requires additional information that was not required to determine claim reserves under prior tables. The three
year period is a period after the date a company starts using the 2013 Table for new claims to allow the company to update its
claims data to use the 2013 Table for claims incurred prior to that date. For example, if a company begins to use the 2013 Table
on January 1, 2020, for claims incurred after that date, it does not need to immediately convert all existing claims. This provision
allows for the run-off of existing claims until December 31, 2022. As of that date (or an earlier date), the company must either
continue use of the existing tables applicable to these claims or may convert all still open claims to the 2013 Table (adding the
necessary data only for the remaining open claims).
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5,000 claims terminations during the third through fifth claims durations on reasonably
similar applicable policy forms. The request for such approval of a plan of modification
to the reserve basis must be in writing and must include:

1. An analysis of the credibility of the experience;

il. A description of how all of the insurer’s experience is proposed to be used in
setting reserves;

iii. A description and quantification of the margins to be included;

iv. A summary of the financial impact that the proposed plan of modification would
have had on the insurer’s last filed annual statement;

V. A copy of the approval of the proposed plan of modification by/the ¢ommissioner
of the state of domicile; and

Vi. Any other information deemed necessary by the commissioner.

d. For claim reserves to reflect “sound values” and/or reasonable anargins, reserve tables
based on credible experience should be adjusted tegulatly to maintain reasonable
margins.

40. On or after October 1, 2014, with respect to incurred elaims‘subject to paragraph 39, each insurer

may elect which of the following to use as the minimum, morbidity standard for group long-term
disability income claim reserves:

a. The minimum morbidity standard in effect for claim reserves as of the date the claim was
incurred, or
b. The standards as defined in paragraph 41, applied to all open claims.

Once an insurer elects to calculate reserves for all open claims on a more recent standard, then all future
valuations must be on that basis.

41. For group long-term disability/income claims incurred on or after January 1, 2017, or the earlier
date that is chosen for optional early adoption, but not before October 1, 2014, the minimum standards
with respect to morbidity'shall be based on the 2012 GLTD termination table with considerations of:

a. The insurer’s own experience computed in accordance with Actuarial Guideline XLVII,
ashincluded in the most current version of the NAIC Accounting Practices and
Procedures Manual,

b. An adjustment to include an own experience measurement margin derived in accordance
with Actuarial Guideline XLVII, as included in the most current version of the NAIC
Accounting Practices and Procedures Manual, and

c. A credibility factor derived in accordance with Actuarial Guideline XLVII, as included in
the most current version of the NAIC Accounting Practices and Procedures Manual.

42. An insurer may begin to use the minimum reserve standards in paragraph 41 at a date earlier than
January 1, 2017, but not prior to October 1, 2014. An insurer may apply the standards in paragraph 41 to
all open claims incurred prior to the effective date of paragraph 41 for the insurer. Once an insurer elects
to calculate reserves for all open claims based on paragraph 41, all future valuations must be on that basis.
This option with respect to Exhibit 1, paragraph 1.a.iii.(a) and paragraph 1.a.iii.(b) may be selected only if
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the insurer maintains adequate claim records for claims incurred to use the 2013 Individual Disability
Income (IDI) Valuation Table appropriately.

Minimum Morbidity Standards for Other Health Insurance Claim Reserves

43. The reserve shall be based on the insurer’s experience, if such experience is considered credible,
or upon other assumptions designed to place a sound value on the liabilities.

44, Claim Reserve Methods Generally — A generally accepted actuarial reserving method or other
reasonable method, or a combination of methods may be used to estimate all claim liabilities. The
methods used for estimating liabilities generally may be aggregate methods, or various reserve items may
be separately valued. Approximations based on groupings and averages may also be employed. Adequacy
of the claim reserves, however, shall be determined in the aggregate.

Premium Reserves
45. General:

a. Except as noted in paragraph 46.b., unearned premium aeserves are required for all
contracts with respect to the period of coverage for ‘whichgpremiums, other than
premiums paid in advance, have been paid beyond the date of waluation.

b. Single premium credit disability insurance ifdividual pglicies and group certificates are
excluded from unearned premium reserve requirements of paragraphs 45-47.

c. If premiums due and unpaid are carried”as, an“asset, such premiums must be treated as
premiums in force, subject to uneamfied premium reserve determination. The value of
unpaid commissions, premium taxes, ‘and the cost of collection associated with due and
unpaid premiums must be carfiedias an Offsetting liability.

d. The gross premiums paid in‘advance for a period of coverage commencing after the next
premium due date which follows‘the date of valuation may be appropriately discounted to
the valuation date and'shall be held as a separate liability.

46. Minimum Standards(for Unearned Premium Reserves:

a. The minimum unearned premium reserve with respect to any contract is the pro rata
unearned‘modal premium that applies to the premium period beyond the valuation date,
withfsuch,premium determined on the basis of:

1. The valuation net modal premium on the contract reserve basis applying to the
contract; or;

1. The gross modal premium for the contract if no contract reserve applies.

b. However, in no event may the sum of the unearned premium and contract reserves for all
contracts of the insurer subject to contract reserve requirements be less than the gross
modal unearned premium reserve on all such contracts, as of the date of valuation. Such
reserve shall never be less than the expected claims for the period beyond the valuation
date represented by such unearned premium reserve, to the extent not provided for
elsewhere.

47. Premium Reserve Methods Generally — The insurer may employ suitable approximations and
estimates; including, but not limited to groupings, averages and aggregate estimation; in computing
premium reserves. Such approximations or estimates shall be tested periodically to determine their
continuing adequacy and reliability.
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Contract Reserves
48. General:
a. Contract reserves are required, unless otherwise specified in paragraph 48.b. for:
1. All individual and group contracts with which level premiums are used; or

ii. All individual and group contracts with respect to which, due to the gross
premium pricing structure at issue, the value of the future benefits at any time
exceeds the value of any appropriate future valuation net premiums at that time.
This evaluation may be applied on a rating block basis if the total premiums for
the block were developed to support the total risk assumed and expected
expenses for the block each year, and a qualified actuary certifies the premium
development. The actuary should state in the certification that'premiums for the
rating block were developed such that each year’s premium ‘Wwas intended to
cover that year’s costs without any prefunding. If thespremium s also intended to
recover costs for any prior years, the actuary should alse disclose the reasons for
and magnitude of such recovery. The values specified in‘this paragraph shall be
determined on the basis specified in paragraph 49.

iii. If rates are determined such that each yeat’s premium is intended to cover that
year’s cost, the rating block approach results in no contract reserves unless
required by paragraph 51. If rates are designed to prefund future years’ costs,
contract reserves will be required:

b. Contracts not requiring a contragt re§ervesare contracts which cannot be continued after
one year from issue and contractSyalready in force on January 1, 2001, for which no
contract reserve was required under SSAP No. 54R, paragraph 42.

c. The contract reserve is in additionto claim reserves and premium reserves.

d. The methods and procedures for contract reserves shall be consistent with those for claim
reserves for any ¢ontract, or else appropriate adjustment must be made when necessary to
assure provisieh for the aggregate liability. The definition of the date of incurral must be
the same in bothydeterminations.

e. The total contract reserve established shall incorporate provisions for moderately adverse
deviations.
49. Minimum Standards for Contract Reserves:
a. Basis:
1. Morbidity or other Contingency. Minimum standards with respect to morbidity

are those set forth in Exhibit 1.

(a) Valuation net premiums used under each contract must have a structure
consistent with the gross premium structure at issue of the contract as
this relates to advancing age of insured, contract duration and period for
which gross premiums have been calculated.

(b) Except as provided in paragraph 48.a.ii., if for a policy form there is no
gross premium variation by age, the valuation net premiums will
nonetheless vary based on age at issue for each contract since at issue the
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present value of valuation net premiums for a contract must equal the
present value of tabular claim costs.

(©) Contracts for which tabular morbidity standards are not specified in
Exhibit 1 shall be valued using tables established for reserve purposes by
a qualified actuary. The morbidity tables shall contain a pattern of
incurred claims cost that reflects the underlying morbidity and shall not
be constructed for the primary purpose of minimizing reserves.

(d) Effective January 1, 2007, when determining the morbidity assumptions,
the actuary shall use assumptions that represent the best estimate of
anticipated future experience, but shall not incorporate any expectation
of future morbidity improvement. Morbidity improvement is a change, in
the combined effect of claim frequency and the present®walue of future
expected claim payments given that a claim has &ccurred, from the
current morbidity tables or experience that will peSult imya reduction to
reserves. It is not the intent of this provisiofi'to restrict the ability of the
actuary to reflect the morbidity impact fopa specifie’known event that
has occurred and that is able to be evaluated and quantified.

(e) Business in force prior to January 1,.2007, may be permitted to retain the
original reserve basis, which maynot meet the provisions of (d) above.

il. Interest. The maximum interest rate 4§ speeified in Exhibit 1.

iii. Termination rates. Terminationsrates,used in the computation of reserves shall be
on the basis of a mortality tablesas,specified in Exhibit 1 except as noted in the
following paragraphs.

(a) Under contracts for which premium rates are not guaranteed, and where

the effects of, imsurer underwriting are specifically used by policy
duration in the valuation morbidity standard or for return of premium or
other deferred cash benefits, total termination rates may be used at ages
and durations where these exceed specified mortality table rates, but not
inlexcess of the lesser of:

(D Eighty percent of the total termination rate used in the
calculation of the gross premiums, or

2) Eight percent.

(b) For long-term care individual policies or group certificates, issued within
the period January 1, 2001, to December 31, 2006, the contract reserve
may be established on a basis of separate:

Q8 Mortality (as specified in Exhibit 1) and

2) Terminations other than mortality, where the terminations are
not to exceed:

(1) For policy years one through four (4), the lesser of
eighty percent (80%) of the voluntary lapse rate used in
the calculation of gross premiums and eight percent
(8%);
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(i1) For policy years five (5) and later, the lesser of one
hundred percent (100%) of the voluntary lapse rate used
in the calculation of gross premiums and four
percent (4%).

(©) For long-term care individual policies or group certificates issued on or
after January 1, 2007, the contract reserve shall be established on the
basis of:

(D Mortality (as specified in Exhibit 1); and

2) Terminations other than mortality, where the terminations are
not to exceed:

1) For policy year one, the lesser of eighty pereent (80%) of
the voluntary lapse rate used in thescalculation of gross
premiums and six percent (6%).

(i1) For policy years two (2) threughyfour (4), the lesser of
eighty percent (80%) of the voluhtary lapse rate used in
the calculation of grossipremiums and four percent (4%).

(i)  For policy years'five (5) and later, the lesser of one
hundred percent'(100%) of the voluntary lapse rate used
in the caleulation of gross premiums and two percent
(2%), except certificates under policies issued to one or
mor¢ employers or labor organizations, or to a trust or to
the, trustees of a fund established by one or more
employers or labor organizations, or a combination
thereof, for employees or former employees or a
combination thereof, or for members or former members
or a combination thereof, of a labor organization where
the 2% shall be three percent (3%).

(d) Where'a morbidity standard specified in Exhibit 1 is on an aggregate
basis, such morbidity standard may be adjusted to reflect the effect of
insurer underwriting by policy duration. The adjustments must be
appropriate to the underwriting.

b. Reserve Method:

1. For insurance except long-term care and return of premium or other deferred cash
benefits, the minimum reserve is the reserve calculated on the two-year full
preliminary term method; that is, under which the terminal reserve is zero at the
first and also the second contract anniversary.

ii. For long-term care insurance, the minimum reserve is the reserve calculated on
the one-year full preliminary term method.

1. (a) For return of premium or other deferred cash benefits, the minimum
reserve is the reserve calculated as follows:
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(N On the one-year preliminary term method if the benefits are
provided at any time before the twentieth anniversary;

2) On the two-year preliminary term method if the benefits are only
provided on or after the twentieth anniversary.

(b) The preliminary term method may be applied only in relation to the date
of issue of a contract. Reserve adjustments introduced later, as a result of
rate increases, revisions in assumptions (e.g., projected inflation rates) or
for other reasons, are to be applied immediately as of the effective date
of adoption of the adjusted basis.

c. Negative Reserves. Negative reserves on any benefit may be offset against positive
reserves for other benefits in the same contract, but the total contract reserve with respect
to all benefits combined may not be less than zero.

d. Nonforfeiture Benefits for Long-Term Care Insurance. The«ontract reserve on a policy
basis shall not be less than the net single premium for the nonforfeittire benefits at the
appropriate policy duration, where the net single premium‘isycomputed according to the
above specifications.

50. Alternative Valuation Methods and Assumptions Generally — Provided the contract reserve on all
contracts to which an alternative method or basis is applied is notiless in the aggregate than the amount
determined according to the applicable standards specified @bove; ‘an insurer may use any reasonable
assumptions as to interest rates, termination and/or moftality rates, and rates of morbidity or other
contingency. Also, subject to the preceding conditiongthetinsurer may employ methods other than the
methods stated above in determining a sound value ofitsdiabilities under such contracts, including but not
limited to the following: the net level premium “method; the one-year full preliminary term method;
prospective valuation on the basis of acthial grossipremiums with reasonable allowance for future
expenses; the use of approximations such asythose involving age groupings, groupings of several years of
issue, average amounts of indemnity, groupingyof 'similar contract forms; the computation of the reserve
for one contract benefit as a percentage of, or by other relation to, the aggregate contract reserves
exclusive of the benefit or benefitsse valued; and the use of a composite annual claim cost for all or any
combination of the benefits included inthe contracts valued.

51. Tests For Adequacy and'Reasonableness of Contract Reserves:

a. Annually, “an appropriate review shall be made of the insurer’s prospective contract
liabilities\on contracts valued by tabular reserves, to determine the continuing adequacy
and reasenableness of the tabular reserves giving consideration to future gross premiums.
Thevinsurer shall make appropriate increments to such tabular reserves if such tests
indicate that the basis of such reserves is no longer adequate subject, however, to the
minimum standards in paragraph 49.

b. In the event a company has a contract or a group of related similar contracts, for which
future gross premiums will be restricted by contract, insurance department regulations, or
for other reasons, such that the future gross premiums reduced by expenses for
administration, commissions, and taxes will be insufficient to cover future claims, the
company shall establish contract reserves for such shortfall in the aggregate.

Reinsurance

52. Increases to, or credits against reserves carried, arising because of reinsurance assumed or
reinsurance ceded, must be determined in a manner consistent with these minimum reserve standards and
with all applicable provisions of the reinsurance contracts which affect the insurer’s liabilities.
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Exhibit 1 Specific Standards For Morbidity, Interest And Mortality
Morbidity
1. Minimum morbidity standards for valuation of specified individual contract health insurance

benefits are as follows:
a. Disability Income Benefits Due to Accident or Sickness
1. Contract Reserves for Contracts issued before January 1, 2020:
(a) The 1985 Commissioners Individual Disability Tables A (85CIDA); or
(b) The 1985 Commissioners Individual Disability Tables B (85CIDB).

(©) Each insurer shall elect, with respect to all individual centracts issued in
any one statement year, whether it will use Tablgs A“or Tables B as the
minimum standard.

il. Contract Reserves for Contracts issued on or afterfanuary, 1, 2020:

The 2013 IDI Valuation Table with modifiersyas‘deseribed in Actuarial Guideline
L. An insurer may begin to use the 2013°EDI Valuation Table with modifiers at a
date earlier than January 1, 2020, but not,prioeto January 1, 2017.

Within three years of 2020, or the earlier date that an insurer begins to use the
2013 IDI Valuation Table, thefifisurermay elect to apply that morbidity standard
for all policies issued subjectsto other valuation tables. This may be done if the
following conditions_ arexmet:

(a) The insurer‘must apply the morbidity standard to all inforce policies and
incurred claims;

(b) Thewinsurer elects or has elected to apply the 2013 IDI Valuation Table
to all claims incurred, regardless of incurred date;

(©) The insurer maintains adequate policy records on policies issued prior to
2020 that allow the insurer to apply the 2013 IDI Valuation Table
appropriately; and

(@) Once an insurer elects to calculate reserves for all inforce policies based
on the 2013 IDI Valuation Table morbidity standard, all future valuations
must be on that basis

iii. Claim Reserves:
(a) For claims incurred from January 1, 2001, through December 31, 2001:

Each insurer may elect which of the following to use as the minimum
standard for claims incurred prior to January 1, 2002:

(D The minimum morbidity standard in effect for contract reserves
on currently issued contracts, as of the date the claim is incurred,
or
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2) The standard as defined in Exhibit 1, paragraph 1.a.iii.(b) on or
after January 1, 2002, applied to all open claims, or

3) The standard as defined in Exhibit 1, paragraph 1.a.iii.(c) on or
after January 1, 2017, applied to all open non-worksite claims,
provided the insurer maintains adequate claim records to allow
the insurer to apply the standard defined in Exhibit 1, paragraph
l.a.iii.(c). This option is available whether claims incurred prior
to January 1, 2002, were determined under Exhibit 1, paragraph
1.a.iii.(a) or paragraph 1.a.iii.(b).

4) Once an insurer elects to calculate reserves for all open claims
on the standard defined in Exhibit 1, in either paragraph
1.a.iii.(b) or paragraph 1.a.iii.(c), all future valuatiens must be on
that basis.

(b) For claims incurred on or after January 1, 2002, and prior to January 1,
2020:

The 1985 Commissioners Individual Disability®Table A (85CIDA) with
claim termination rates multiplied by theyfollowing adjustment factors:

Adjusted
Duration Adjustment | Termination

Factor Rates*

Week 1 0:366 0.04831
2 0.366 0.04172

3 0.366 0.04063

4 0.366 0.04355

5 0.365 0.04088

6 0.365 0.04271

q 0.365 0.04380

8 0.365 0.04344

9 0.370 0.04292
10 0.370 0.04107
11 0.370 0.03848
12 0.370 0.03478

13 0.370 0.03034
Month 4 0.391 0.08758
5 0.371 0.07346

6 0.435 0.07531

7 0.500 0.07245

8 0.564 0.06655

9 0.613 0.05520

10 0.663 0.04705

11 0.712 0.04486

12 0.756 0.04309
13 0.800 0.04080
14 0.844 0.03882
15 0.888 0.03730
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Adjusted
Duration Adjustment | Termination
Factor Rates*
16 0.932 0.03448
17 0.976 0.03026
18 1.020 0.02856
19 1.049 0.02518
20 1.078 0.02264
21 1.107 0.02104
22 1.136 0.01932
23 1.165 0.01865
24 1.195 0.01792
Year 3 1.369 0.16839
4 1.204 0.10114
5 1.199 0.07434
6 and later 1.000 ok
* The adjusted termination ratesyderived from the application of

the adjustment factors<éto fhe"DTS#Valuation Table termination
rates shown in exhibits, 3a,3b, 3¢, 4, and 5 (Transactions of the
Society of Actuaries (TSA) XXXVII, pp. 457-463) is displayed.
The adjustment$factors for age, elimination period, class, sex,
and cause displayed in»exhibits 3a, 3b, 3c, and 4 should be
applied to the adjusted termination rates shown in this table.

woH Applicable DTS Valuation Table duration rate from exhibits 3c
andy4 (TSA XXXVII, pp. 462-463).

The 85CIDA table so adjusted for the computation of claim reserves
shall_be, known as 85CIDC (The 1985 Commissioners Individual
Disability Table C).

(©) For claims incurred on or after 2020, the 2013 IDI Valuation Table with
modifiers and adjustments for company experience as prescribed in
Actuarial Guideline L, except for worksite disability policies with benefit
periods of 24 months or less.

(d) For worksite disability policies, claim reserves may be calculated using
claim run-out analysis or claim triangles, or other methods that place a
sound value on the reserves that are appropriate for the business and risks
involved.

b. Hospital Benefits, Surgical Benefits and Maternity Benefits (Scheduled benefits or fixed
time period benefits only)

1. Contract Reserves:

The 1974 Medical Expense Tables, Table A, Transactions of the Society of
Actuaries, Volume XXX, pg. 63. Refer to the paper (in the same volume, pg. 9)
to which this table is appended, including its discussions, for methods of
adjustment for benefits not directly valued in Table A: “Development of the 1974
Medical Expense Benefits,” Houghton and Wolf.
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Appendix A

1. Claim Reserves:

No specific standard. See paragraph 1.f. of this Exhibit.

C. Cancer Expense Benefits

1. Contract Reserves:

(a) Contracts issued on or after January 1, 1986, and before January 1, 2019:
The 1985 NAIC Cancer Claim Cost Tables (1985 CCCT).

(b) Contracts issued on or after January 1, 2019:

(1)

(i)

(iii)

For first occurrence and hospitalization benefits: The 2016
Cancer Claim Cost Valuation Tables _ (2016, CCCVT):
https.://content.naic.org/sites/default/files/actuary-01-naic-2017-
cancer-claim-cost-valuation-table.xlsx.

For all other benefits: Assumptionsy based on company
experience, relevant industry™y expesience and actuarial
judgement. Such assumptions sheuld be appropriate for
valuation which considers marginifor adverse experience.

For contracts issuedson, oryafter January 1, 2018, and before
January 1, 2019, a“company may elect to use morbidity basis
described in paragraphsy(i.) and (ii). Once a company begins use
of the 2016 GCCV T for new issues, it may not revert to the 1985
CCCT.

i. Claim Reserves:

No specific standard. See¢'paragraph 1.f. of this Exhibit.

d. Accidental Death Benefits

1. Contract Reserves:

The 1959 Accidental Death Benefits Table.

1. Claim Reserves:

Actual amount incurred.

e. Single Premium Credit Disability
1. Contract Reserves:
(a) For contracts issued on or after January 1, 2002:
) For plans having less than a thirty-day elimination period, the

(i)

1985 Commissioners Individual Disability Table A (85CIDA)
with claim incidence rates increased by twelve percent (12%).

For plans having a thirty-day and greater elimination period, the
85CIDA for a fourteen-day elimination period with the
adjustment in Item (i).
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(b) For contracts issued prior to January 1, 2002, each insurer may elect
either Item (i) or (ii) to use as the minimum standard. Once an insurer
elects to calculate reserves for all contracts on the standard defined in
Item (a), all future valuations must be on that basis.

(1) The minimum morbidity standard in effect for contract reserves
on currently issued contracts, as of the date the contract was
issued, or

(i1) The standard as defined in Item (a), applied to all contracts.

11. Claim Reserves:

Claim reserves are to be determined as provided in paragraph 44¢

f. Other Individual Contract Benefits
1. Contract Reserves:

For all other individual contract benefits, morbidity “assumptions are to be
determined as provided in the reserve standards.

11. Claim Reserves:

For all benefits other than disabilityy, claim reserves are to be determined as
provided in the standards.

2. Minimum morbidity standards for valuation,of specified group contract health insurance benefits
are as follows:

a. Disability Income Benefits Due te"Accident or Sickness where this Appendix references
this Exhibit; otherwis€, Actuarial Guideline XLVII, as included in the most current
version of the NAIC Aceounting Practices and Procedures Manual.

1. Contract Reserves:
The 1987 Commissioners Group Disability Income Table (§87CGDT).
il. Claim Reserves:

The 1987 Commissioners Group Disability Income Table (§87CGDT);

b. Single Premium Credit Disability
1. Contract Reserves:
(a) For contracts issued on or after January 1, 2002:
(1) For plans having less than a thirty-day elimination period, the

1985 Commissioners Individual Disability Table A (85CIDA)
with claim incidence rates increased by twelve percent (12%).

(i1) For plans having a thirty-day and greater elimination period, the

85CIDA for a fourteen-day elimination period with the
adjustment in item (i).
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ii. For contracts issued prior to January 1, 2002, each insurer may elect either Item
(a) or (b) to use as the minimum standard. Once an insurer elects to calculate
reserves for all contracts on the standard defined in Item (a), all future valuations
must be on that basis.

(a) The minimum morbidity standard in effect for contract reserves on
currently issued contracts, as of the date the contract was issued, or

(b) The standard as defined in Item (a), applied to all contracts.
iii. Claim Reserves:
Claim reserves are to be determined as provided in paragraph 44.
c. Other Group Contract Benefits
1. Contract Reserves:

For all other group contract benefits, morbidity assumptions are to be determined
as provided in the reserve standards.

11. Claim Reserves:

For all benefits other than disability, “claim.seserves are to be determined as
provided in the standards.

Interest

3. For contract reserves the maximum intesest tate issthe maximum rate allowed by Appendix A-820
in the valuation of whole life insurance issu€d on the same date as the health insurance contract.

4. For claim reserves on policies_that requite contract reserves, the maximum interest rate is the
maximum rate allowed by AppendixéA-820 in the valuation of whole life insurance issued on the same
date as the claim incurral date.

5. For claim reserves on'poligies/not requiring contract reserves, the maximum interest rate is the
maximum rate allowed by Appendix A-820 in the valuation of single premium immediate annuities
issued on the same date as,the claim incurral date, reduced by 100 basis points.

Mortality
6. a. Unless paragraph 7 or paragraph 8 of this Exhibit 1 applies, the mortality basis used for
all policies except long-term care individual policies and group certificates issued before
January 1, 2001, shall be according to a table (but without use of selection factors)
permitted by law for the valuation of whole life insurance issued on the same date as the
health insurance contract.
b. For long-term care insurance individual policies or group certificates issued from January

1, 2001, through December 31, 2006, the mortality basis used shall be the 1983 Group
Annuity Mortality Table without projection. For long-term care insurance individual
policies or group certificates issued on or after January 1, 2007, the mortality basis used
shall be the 1994 Group Annuity Mortality Static Table.
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7. Other mortality tables adopted by the NAIC and promulgated by the commissioner may be used
in the calculation of the minimum reserves if appropriate for the type of benefits and if approved by the
commissioner. The request for approval shall include the proposed mortality table and the reason that the
standard specified in paragraph 6.a. of this Exhibit 1 is inappropriate.

8. For single premium credit insurance using the 85CIDA table, no separate mortality shall be
assumed.
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Exhibit 2 Reserves for Waiver of Premium (Supplementary explanatory material)

1. Waiver of premium reserves involve several special considerations. First, the disability valuation
tables promulgated by the NAIC are based on exposures that include contracts on premium waiver as in-
force contracts. Hence, contract reserves based on these tables are NOT reserves on “active lives” but
rather reserves on contracts “in force.” This is true for the 1964 CDT and for both the 1985 CIDA and
CIDB tables.

2. Accordingly, tabular reserves using any of these tables should value reserves on the following
basis:

a. Claim reserves should include reserves for premiums expected to be waived, valuing as a
minimum the valuation net premium being waived.

b. Premium reserves should include contracts on premium waiver asqin-foree contracts,
valuing as a minimum the unearned modal valuation net premium being waived.

c. Contract reserves should include recognition of the waiver of premiumsbenefit in addition
to other contract benefits provided for, valuing as a minimum, thetyaluation net premium
to be waived.

If an insurer is, instead, valuing reserves on what is truly an dgtiye life table, or if a specific valuation
table is not being used but the insurer’s gross premiums are calculated on a basis that includes in the
projected exposure only those contracts for which premiums drebeing paid, then it may not be necessary
to provide specifically for waiver of premium reserves. Any insurer using such a true “active life” basis
should carefully consider, however, whether or not additional liability should be recognized on account of
premiums waived during periods of disability or duridg claim continuation.

© 1999-2024 National Association of Insurance Commissioners A010-20 Page 1069 of 2278



Appendix A-200

Separate Accounts Funding Guaranteed Minimum Benefits Under Group
Contracts

Relevant SSAPs:

SSAP No. 51R—Life Contracts

SSAP No. 52—Deposit-Type Contracts
SSAP No. 56—Separate Accounts

Relevant NAIC Model Laws/Regulations:
Standard Valuation Law (#820)
Actuarial Opinion and Memorandum Regulation (#822)

Scope

1. This appendix applies to a group life insurance contract providingsurvivorsincome benefits, a
group annuity contract, or a funding agreement if the contract is a group contract that utilizes a separate
account and provides guaranteed minimum benefits. This appendix shall notapply to modified guaranteed
annuities or modified guaranteed life insurance or variable annuityor variable life insurance subject to
appendices A-255, A-588, A-250, and A-270 or equity index ptoductsybut this appendix shall apply to
index contracts as defined in paragraph 18.

Definitions

2. “Account assets” means separate account assetsgplus any assets held in the general account or a
supplemental account to meet the asset maintenanceirequirements.

3. “Account contracts” means the centracts providing guaranteed minimum benefits or other
benefits and funded by a separate account and, iffapplicable, funded in part by the general account or a
supplemental account to meet the assetmaintenance requirements.

4. “Actuarial opinion” gmeans the “valuation actuary’s opinion covering reserves for contract
liabilities under account contracts that is required to be submitted to the commissioner.

5. “Actuarial memetandum™ means the memorandum of the valuation actuary that supports the
actuarial opinion covesing reserves for contract liabilities under account contracts.

6. “Appointed actuary” means the qualified actuary appointed or retained either directly by or by the
authority oftthe board of directors through an executive officer of the company to prepare the annual
statement of actuarial opinion for the company as a whole.

7. “Asset maintenance requirements” means the requirement to maintain assets to fund contract
benefits in accordance with paragraphs 30-45.

8. “Book value contract” means a fixed accumulation contract (GIC), purchased under a retirement
plan or plan of deferred compensation, established or maintained by an employer, that does not participate
in the investment experience of a separate account, with a fixed interest rate guarantee, including a
guarantee based on an external index, and that is supported by a separate account, the plan of operations
of which provides that the separate account’s assets are valued as if the assets were held in the insurance
company’s general account.

9. “Class of contracts” means the set of all contracts to which a given plan of operations pertains.
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10. “Contract” means a group life insurance policy, group annuity contract, or funding agreement that
is within the scope of this appendix as set forth in paragraph 1.

11. “Contract benefits” means the amounts obligated to be paid by the insurance company under an
account contract.

12. “Contract liabilities” means the liabilities of the insurance company under account contracts,
including liabilities with respect to which guarantees as to amount are provided by the insurance company
and liabilities with respect to which guarantees as to amount are not provided by the insurance company.

13. a. “Derivative instrument” means an agreement, option, instrument or a series or
combination of them:

1. To make or take delivery of, or assume or relinquish, a specifiéd amount of one
or more underlying interests, or to make a cash settlement in lieu thereof; or

ii. That has a price, performance, value or cash flow based primarily upon the actual
or expected price, level, performance, value or)¢ashyflow of one or more
underlying interests.

b. Derivative instruments include options, warrants used in,a hedging transaction and not
attached to another financial instrument, caps, floors, collars, swaps, forwards, futures
and any other agreements, options or substantiallyisimilar instruments or any series or
combination of them.

14. “Duration” means, with respect to separate aceount or_supplemental account assets or guaranteed
contract liabilities, a measure of the price sensitivity of.a’stteam of cash flows to interest rate movements,
including, but not limited to, modified durationser. optionsadjusted duration.

15. “General account” means the assetsyof the insurance company other than separate account and
supplemental account assets, and associated reserves.

16. “Guaranteed minimum benefits¥ymeans benefits payable under the terms of the contract that are
based on either (1) the greater’of paragraph 16.a. or 16.b., or (2) paragraph 16.c. where:

a. Is that part of the market value of account assets that determines the contractholder’s
benefits, i.e., to the extent the assets are beneficially “client” assets; provided, that if asset
performance, does not determine the contractholder’s benefit, this subparagraph equals
Zero;

b. Is,a fixed minimum guarantee related to all or part of the considerations received under
the contract; and

c. Is an amount based upon a publicly available interest rates series or an index of the
aggregate market value of a group of publicly traded financial instruments, either of
which is specified in the contract.

17. “Hedging transaction” means a derivative transaction, involving use of one or more derivative
instruments, that is entered into and maintained to reduce:

a. The risk of a change in the value, yield, price, cash flow or quantity of assets or liabilities
that the insurer has acquired or incurred or anticipates acquiring or incurring; or

b. The currency exchange risk or the degree of exposure as to assets or liabilities that an
insurer has acquired or incurred or anticipates acquiring or incurring.
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18. “Index contract” means a contract under which contract benefits shall be based upon a publicly
available interest rate series or an index of the aggregate market value of a group of publicly traded
financial instruments, either of which is specified in the contract, and that does not provide a guarantee of
some or all of the consideration received plus earnings at a fixed rate specified in advance and that does
not provide any secondary guarantees on elective benefits or maturity values.

19. “Market value separate account” means a separate account in which the separate account assets
are valued at their market value.

20. “Nationally Recognized Statistical Rating Organization (NRSRO)” means a rating organization
so designated by the Securities and Exchange Commission of the United States of America (SEC) which
has applied to, and whose NRSRO status has been confirmed by, the NAIC Securities Valuation Office.

21. “Plan of operations” means a written plan meeting the requirements of paragraph 29

22. “Prudent estimate” assumption means an assumption developed by applying aymatgin to the best
estimate assumption for that risk.

23. “Qualified actuary” means an individual who is qualified to sign<statéments of actuarial opinion
in accordance with the qualification standards set forth in Appendix A-820.

24. “Spot rate”

a. “Treasury-based spot rate corresponding toga given time of benefit payment means the
yield on a zero-coupon non-callable and non-prepayable United States government
obligation maturing at that time, orgthe zeéro-coupon yield implied by the price of a
representative sampling of coupon-bearing, non-callable and non-prepayable United
States government obligationsgin accordance with a formula set forth in the plan of
operation.

b. “Index spot rate” correspondingfto a given time of benefit payment means the zero-
coupon yield impliedeby (x) the Barclays Short Term Corporate Index (for a given time
of benefit paymentsunden,one year) or (y) the zero-coupon yield implied by the Barclays
U.S. Corporate Investment Grade Bond Index (for a given time of benefit payment
greater than erequalto one year).

c. “Blended,spot rate” corresponding to a given time of benefit payment means a blend of
50%g0feachyof (i) the Treasury-based spot rate, and (ii) the index spot rate. To the extent
that guaranteed contract liabilities are denominated in the currency of a foreign country
rates, ‘in“one of the two (2) highest rating categories by an independent nationally
récognized United States rating agency acceptable to the commissioner and which are
supported by investments denominated in the currency of the foreign country, the
Treasury-based spot rate component of the blended spot rate may be determined by
reference to substantially similar obligations of the government of the foreign country.
For liabilities other than those described above, the blended spot rate shall be determined
on a basis mutually agreed upon by the insurer and the commissioner.

25. “Supplemental account” means a separate account to which assets may be contributed by the
insurance company for the purpose of complying, in whole or in part, with the asset maintenance
requirement and with respect to which neither the account contracts nor applicable law shall provide that
the assets of the supplemental account are not chargeable with liabilities arising out of any other business
of the insurance company.

26. “United States government obligation” means a direct obligation issued, assumed, guaranteed or
insured by the United States of America or by an agency or instrumentality of the United States.
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