Appendix D
GAAP Cross-Reference to SAP
as of December 2023

Introduction

As expressed in the Statement of Concepts, statutory accounting principles (SAP) utilize the framework
established by Generally Accepted Accounting Principles (GAAP). Appendix D includes GAAP
pronouncements that have been considered or are pending consideration in the development of SAP.

The NAIC Codification of Statutory Accounting Principles Working Group addressed all GAAP
pronouncements included in Category A, Category B and Category C issued through 1996 during the
initial drafting of the SSAPs, as well as the AICPA Accounting Interpretations includeduin Category D.
This working group is now called the Statutory Accounting Principles (E) Working Gréup (SAPWG).

0 Category A — FASB Statements and Interpretations, APB Opinions, and AICPA Accounting
Research Bulletins

0 Category B — FASB Technical Bulletins, Board-Directed FASB Staff Positions, AICPA Industry
Audit and Accounting Guides, and AICPA Statements of Position

0 Category C — Consensus positions of the FASB Emerging Issues Task Force (EITF) and AICPA
Practice Bulletins

0 Category D — AICPA Accounting Interpretations

Subsequent to the NAIC codification of statutory,accounting principles, as documented in the Policy
Statement on the Maintenance of Statutory A€counting Principles (included in Appendix F), the SAPWG
continued to review new GAAP guidanée, for applicability to SAP. Beginning January 1, 1999, the
Emerging Accounting Issues (E) Working Group  (EAIWG) was formed and began addressing FASB
EITF opinions issued subsequent to#1996. The positions of the EAIWG are documented in an
interpretation (INT) as indicated by reference in the applicable column of the GAAP Cross-Reference to
SAP chart. Appendix B includes’ theifullb text of EAIWG INTs issued before December 31, 2015. In
October 2010, the SAPWG undertook /a project to incorporate authoritative guidance related to specific
topics in one location. This means that guidance within INTs has been incorporated into the applicable
SSAPs, where possibleyAppendix D now references the applicable SSAP, not the nullified INT.
Therefore, completelyssuperseded SSAPs and nullified INTs are removed from the Manual and retained
in Appendix H = Superseded SSAPs and Nullified Interpretations, which is posted for public reference on
the SAPWG web, page at https://content.naic.org/cmte_e_app sapwg.htm. Under this approach, only
current guidanee,ishincluded in the Manual, while preserving the historical reference of previous
authoritative SSAPs and INTs for accounting purposes.

In addition to the GAAP Cross Reference to SSAP, Appendix D includes a Nonapplicable GAAP
Pronouncements supplement which contains a listing of GAAP pronouncements that have been
considered in the development of SAP and deemed not applicable.

In June 2009, the FASB issued FASB Statement 168, FASB Accounting Standards Codification and the
Hierarchy of Generally Accepted Accounting Principles (FAS 168), effective for interim and annual
periods ending after Sept. 15, 2009. FAS 168 (Topic 105 of the FASB Codification) identified the sources
of accounting principles and the framework for selecting the principles used in the preparation of the
financial statements of nongovernmental entities that are presented in conformity with generally accepted
accounting principles (GAAP) in the United States. Pursuant to this standard:
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GAAP Cross-Reference to SAP

PRE-CODIFICATION STANDARDS - CATEGORY B GAAP
AICPA STATEMENTS OF POSITION?

Appendix D

GAAP Acctg. Stds.
Pronounce- Statutory Codification
ment Name Status Disposition | Reference Topic-Subt.
00-2 Accounting by Producers or Distributors of Complete N/A App D - 210-10
Films NA GAAP 430-10
460-10
855-10
926-10
926-20
926-230
926-330
926-405
926-430
926-605
926-705
926-720
926-835
926-845
926-855
00-3 Accounting by Insurance Enterprises for Pending 944-805
Demutualizations and Formations of Mutual
Insurance Holding Companies and for Certain
Long-Duration Participating Contracts
01-1 Amendment to Scope of Statement of Position Complete N/A App D - Not Directly
95-2, Financial Reporting by Nonpublic NA GAAP Included in
Investment Partnerships, to Include Commeodity Codification.
Pools Included within
SOP 95-2
01-2 Accounting and Reporting by Health and! Complete N/A App D - Not Directly
Welfare Benefit Plans NA GAAP Included in
Codification.
Included within
EBP AAG and
SOP 92-6
01-3 Performing Agfeed-Upon Procedures Complete N/A App D - Not Included in
Engagements ThatiAddress Internal Control NA GAAP Codification.
Over Derivative Transactions as Required by Auditing and
the New,.York State Insurance Law Attestation SOP
01-4 ReportingRursuant to the Association for Withdrawn
Investment"Management and Research
Performance Presentation Standards Complete N/A App D -
NA GAAP
01-5 Amendments to Specific AICPA Complete Adopt 1 Not Directly
Pronouncements for Changes Related to the Included in
NAIC Codification Codification.
Included within
SOP 94-5
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Appendix D GAAP Cross-Reference to SAP
PRE-CODIFICATION STANDARDS - CATEGORY B GAAP
AICPA STATEMENTS OF POSITION?
GAAP Acctg. Stds.
Pronounce- Statutory Codification
ment Name Status Disposition | Reference Topic-Subt.
01-6 Accounting by Certain Entities (Including Complete N/A App D - 310-10
Entities With Trade Receivables) That Lend to NA GAAP 310-20
or Finance the Activities of Others 460-10
Adopt/M 103R 605-20
guidance on 825-10
short sales 835-30
860-20
860-50
942-10
942-210
942-305
942-310
942-320
942-325
942-360
942-405
942-470
942-505
942-825
944-320
948-10
02-1 Performing Agreed-Upon Procedures Complete N/A App D - Not Included in
Engagements That Address Annual Claims NA GAAP Codification.
Payment Reports as Required by the New Auditing and
Jersey Administrative Code Attestation SOP
02-2 Accounting for Derivative Instruments and Complete N/A App D - 954-815
Hedging Activities by Not-for-Profit Health NA GAAP
Care Organizations, and Clarification of the
Performance Indicatox
03-1 Accounting and Repotting by Insurance Complete Rejected 56 944-20
Enterprises for Certain Nentraditional Long- 944-30
Duration Contragts and for'Separate Accounts 944-40
944-80
944-320
944-605
03-2 Attest Engagements on Greenhouse Gas Complete N/A App D - Not Included in
Emissionstinformation NA GAAP Codification.
Auditing and
Attestation SOP
03-3 Accounting for Certain Loans or Debt Considered | Paragraphs 43R 310-10
Securities Acquired in a Transfer for 43R 5,7 and 9 310-30
only adopted for 835-10
43R only.
Pending
03-4 Reporting Financial Highlights and Schedule of | Complete N/A App D - Not Directly
Investments by Nonregistered Investment NA GAAP Included in
Partnerships: An Amendment to the Audit and Codification.
Accounting Guide Audits of Investment Included within
Companies and AICPA Statement of Position SOP 95-2

95-2, Financial Reporting by Nonpublic
Investment Partnerships
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GAAP Cross-Reference to SAP Appendix D

PRE-CODIFICATION STANDARDS - CATEGORY B GAAP
AICPA STATEMENTS OF POSITION?

GAAP Acctg. Stds.
Pronounce- Statutory Codification
ment Name Status Disposition | Reference Topic-Subt.

03-5 Financial Highlights of Separate Accounts: An Complete N/A App D - Not Directly
Amendment to the Audit and Accounting NA GAAP Included in
Guide Audits of Investment Companies Codification.
Included within
INV AAG

04-1 Auditing the Statement of Social Insurance Complete N/A App D - Not Included in

NA GAAP Codification.
Auditing and

Attestation SOP

04-2 Accounting for Real Estate Time-Sharing Complete N/A App D= 978-10
Transactions NA GAAP 978-230
978-250
978-310
978-330
978-340
978-605
978-720
978-810
978-840

05-1 Statement of Position 05-1 Accounting by Complete Rejected 71 944-30
Insurance Enterprises for Deferred Acquisition
Costs in Connection With Modifications or
Exchanges of Insurance Contracts

06-1 Statement of Position 06-1 ReportingPursuant Complete N/A App D - Not Included in
to the Global Investment Performance NA GAAP Codification.
Standards Auditing and
Attestation SOP
07-1 Clarification of the Scope ofithe Audit and Complete N/A App D - 946-10
Accounting Guide Inyestment Companies and NA GAAP 946-323
Accounting by Parent €ompanies and Equity 946-810

Method Investors for Investments in
Investment Companies

07-2 Attestation Engagements That Address Complete N/A App D - Not Included in
Specified Compliance of Control Objectives NA GAAP Codification.
and Related €ontrols at Entities That Provide Auditing and
Segvices toplnvestment Companies, Investment Attestation SOP
Adwisers, or Other Service Providers

09-1 Performing Agreed-Upon Procedures Complete Reject App D - Not Included in
Engagements That Address the Completeness, NA GAAP Codification.
Accuracy, or Consistency of XBRL-Tagged Auditing and
Data Attestation SOP
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Appendix D

PRE-CODIFICATION STANDARDS - CATEGORY C GAAP

GAAP Cross-Reference to SAP

CONSENSUS OPINIONS OF THE EMERGING ISSUES TASK FORCE

GAAP Acctg. Stds.
Pronounce- Statutory | Codification
ment Name Status Disposition | Reference [ Topic-Subt.
84-1 1984 Tax Reform Act: Deferred Income Taxes Resolved
of Stock Life Insurance Companies by FAS
109
84-2 Tax Reform Act of 1984: Deferred Income Taxes| Resolved
Relating to Domestic International Sales by FAS
Corporations 109
84-3 Convertible Debt “Sweeteners” Nullified
by FAS 84
84-4 Acquisition, Development and Construction Resolved 810-10
Loans by PB 1 815-15
84-5 Sale of Marketable Securities with a Put Option Complete Rejeét 18,91R, 460-10
I03R 860-20
84-6 Termination of Defined Benefit Pension Plans Nullified
by FAS 88
84-7 Termination of Interest Rate Swaps Partially
nullified
and
Partially,
resolved by
FAS 133
Complete Adopt 31
84-8 Variable Stock Purchase Warrants Givensby: Resolved
Suppliers to Customers by FAS
123(R)
Complete N/A 104R
84-9 Deposit Float of Banks Superseded
by PB 1
and AAG
BSI
Complete N/A App D -
NA
GAAP
84-10 LIEO Confermity of Companies Relying on No EITF
Insilco Tax*Court Decision Consensus
84-11 Offsetting Installment Note Receivables and Resolved
Bank Debt (“Note Monetization™) by FIN 39
84-12 Operating Leases with Scheduled Rent Increases | Nullified by
FTB 85-3
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Appendix G Implementation Guide

(Signed) (Date)
(Chief Executive Officer)

(Signed) (Date)
(Chief Financial Officer)

ATTACHMENT A

XYZ Holding Company, Inc.
Addendum to Management’s Report of Internal Control over Financial Reporting
For the Year Ended December 31, 201X

For purposes of this filing, the “Section 404 Report” means Management’s Report of Internal Control
over Financial Reporting and the report of independent registered public accounting,firm“on internal
control over financial reporting contained in or incorporated by reference in theg Company’s Form 10-
K/20-F. Accordingly, as required by [relevant state statute or Section 17C of the Model], management of
XYZ hereby affirms that the only material processes with respect to the preparation of the audited
statutory financial statements of the Group of insurers that were excluded from'the, Section 404 Report are
the processes discussed below. Management of XYZ hereby affirms that all other material processes with
respect to the preparation of the audited statutory financial statemients ofsthe Group of insurers were
included in the Section 404 Report. The following statutory finangial reporting processes were reviewed
separately from the internal controls reported by the Group of ansurersyn its Section 404 report:

Significant Control Processes not tested due to Group‘Materiality Considerations

The Section 404 report excludes certain control precesses deemed material to individual insurance legal
entities included within the Group of insugefs. “Thisyexclusion was due to group materiality decisions
made at the parent company level. These‘processes, and the legal entities within the Group of insurers
impacted, are listed as follows:

Workers’ Compensation Claims Processing — The HIJ claims processing system is utilized to process
workers’ compensation claims materialito/ABC Insurance Subsidiary and DEF Insurance Subsidiary.

Related Party Transactions Eliminated through Consolidation

The Section 404 reportzdoes, not consider controls surrounding related party transactions as the effects of
those transactions ate eliminated through consolidation at the holding company financial statement level.
Significant related, patty Aransactions, and the legal entities within the Group of insurers impacted, are
listed as follows:

Affiliate reinsurance agreements — A significant amount of reinsurance coverage is obtained by ABC
Insurance Subsidiary and DEF Insurance Subsidiary through contracts with XYZ Parent Company.

Management service agreements — ABC Insurance Subsidiary receives all of its management services
through an agreement with XYZ Parent Company.

Tax allocation agreements — ABC Insurance Subsidiary and DEF Insurance Subsidiary are subject to an
intercompany tax allocation agreement with XYZ Parent Company.
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Implementation Guide Appendix G

Deferred Income Taxes

Federal income taxes are provided for XYZ’s estimated current and deferred liability. Deferred taxes are
provided for differences between the financial statement and tax bases of assets and liabilities. Pursuant to
SSAP No. 101—Income Taxes, changes in deferred tax assets and liabilities are recognized as a separate
component of gains and losses in statutory surplus, while under GAAP/IFRS, these changes are included
in income tax expense or benefit. Gross deferred tax assets not meeting the realization criteria outlined in
SSAP No. 101 are not admitted.

Nonadmitted Assets

Certain XYZ assets (principally furniture, equipment, prepaid expenses, agents’ balances, and certain
deferred tax assets) have been designated as nonadmitted assets under statutory accounting guidance
(primarily in SSAP No. 4—Assets and Nonadmitted Assets and SSAP No. 20—NonadmiftedyAdssets). Such
nonadmitted assets are excluded from assets by a charge to statutory surplus. Under GAAP/IFRS, such
amounts are carried at amortized cost with an appropriate valuation allowance, as pecessary:

Asset Valuation Reserve (“AVR”)

The AVR represents a statutory contingency reserve for life and healthyinsurers for credit related risk on
most invested assets, and is charged to surplus pursuant to SS4PgNo. 7==Asset Valuation Reserve and
Interest Maintenance Reserve. No such reserve is required under GAAP/IFRS accounting.

Interest Maintenance Reserve (“IMR”)

The IMR represents the deferral of interest-related realized gains and losses, net of tax, on primarily fixed
maturity investments, amortized into income overgthe*remaining life of the investment sold pursuant to
SSAP No. 7—Asset Valuation Reserve anddnterest Maintenance Reserve. No such reserve is required
under GAAP/IFRS accounting.

Management of XYZ conducted an ¢assessment of the internal controls over these processes and
concluded that they were effective withizespect to the audited statutory financial statements.

(Please note that this is not mténded to be an all-inclusive list. It should only include material processes
that were not covered in the Section 404 Report. The facts and circumstances of each situation will
determine the items to bedncluded?)

ATTACHMENT B

XYZ Holding*€ompany, Inc.

Management’s Report of Internal Control over Financial Reporting
List of Companies that are part of the Group of insurers

Pursuant to [relevant state statute or Section 17 of the Model]

Name NAIC No
ABC Insurance Subsidiary 12345
DEEF Insurance Subsidiary 12346
GHI Insurance Subsidiary 12347
JKL Insurance Subsidiary 12348
MNO Insurance Subsidiary 12349
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Appendix G Implementation Guide

EXAMPLE I: AN SEC REGISTRANT OR MEMBER OF A HOLDING COMPANY SYSTEM
WHOSE PARENT IS AN SEC REGISTRANT THAT HAD ALL MATERIAL PROCESSES OVER
STATUTORY FINANCIAL REPORTING ADDRESSED IN ITS SECTION 404 REPORT.
HOWEVER, THEY RECENTLY ACQUIRED ANOTHER INSURER THAT IS NOT INCLUDED IN
THEIR ASSESSMENT

Management’s Report of Internal Control over Financial Reporting

XYZ Holding Company, Inc. (“XYZ”) is required to file annual reports on Form 10-K/20-F with the U.S.
Securities and Exchange Commission. Each of the insurance companies listed on Attachment B is a
wholly owned subsidiary of XYZ. For the purpose of XYZ’s Management’s Report of Internal Control
over Financial Reporting, management has identified its “Group of insurers,” as that term is defined in
[relevant state statute or Section 3H of the Model], as the insurance companies listed on Attachment B.

Management of XYZ is responsible for establishing and maintaining adequate intetnal control over
statutory financial reporting. XYZ’s internal control over financial reporting isfa ptocess designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of
statutory financial statements in accordance with statutory accounting principles::\Management conducted
an assessment of the effectiveness, as of December 31, 201X, of the Group of.insurers’ internal control
over statutory financial reporting, based on the framework established in faternal Control—Integrated
Framework Issued by the Committee of Sponsoring Organizatious of'the Treadway Commission (COSO,).
This assessment excluded an evaluation of internal controls‘ver finangial reporting for RST Insurance
Company which was recently acquired. Based on our assessment under that framework, management
concluded that the Group of insurers’ internal control @veristatutory financial reporting is effective to
provide reasonable assurance regarding the reliability“of financial reporting and the preparation of
statutory financial statements as of December 31,.201X.

Because of its inherent limitations, internalg€ontrol“ever financial reporting may not prevent or detect
misstatements. Projections of any evaluation of effectiveness to future periods are also subject to the risk
that controls may become inadequate becauseyof changes in conditions, or that the degree of compliance
with the policies or procedures may detgriorate.

In satisfaction of the Group ef inSurets’ obligation to deliver Management’s Report of Internal Control
over Financial Reporting for the fiscal year ended December 31, 201X, as permitted by [relevant state
statute or Section 17C of theyModel], XYZ is hereby providing the Insurance Commissioner of
[domiciliary state] copies’of Management’s Report of Internal Control over Financial Reporting and the
report of independentasegistered public accounting firm on internal control over financial reporting for
XYZ included in XY Z’s'Eorm 10-K/20-F for the fiscal year ended December 31, 201X (or alternatively
the Annual Repott, to'Stockholders). In addition, an Addendum (Attachment A) is included to this report
which identifiessthcimaterial processes that were not included in the Section 404 Report (as defined in
Attachment A);

Based on management review of internal controls, there were no unremediated material weaknesses as of
December 31, 201X identified as part of the Group of insurers’ internal control structure over the
statutory financial statements for the year ended December 31, 201X.

(Signed) (Date)
(Chief Executive Officer)

(Signed) (Date)
(Chief Financial Officer)
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Implementation Guide Appendix G
ATTACHMENT A

XYZ Holding Company, Inc.
Addendum to Management’s Report of Internal Control over Financial Reporting
For the Year Ended December 31, 201X

For purposes of this addendum, the “Section 404 Report” means Management’s Report of Internal
Control over Financial Reporting and the report of independent registered public accounting firm on
internal control over financial reporting contained in or incorporated by reference in the Form 10-K.
Accordingly, as required by [relevant state statute or Section 17C of the Model], management of XYZ
hereby affirms that there are no material processes with respect to the preparation of the audited statutory
financial statements of the Group of insurers that were excluded from the Section 404 Report.

ATTACHMENT B

XYZ Holding Company, Inc.

Management’s Report of Internal Control over Financial Reporting
List of Companies that are part of the Group of insurers

Pursuant to [relevant state statute or Section 17 of the Model]

Name NAIC No
ABC Insurance Subsidiary 12345
DEEF Insurance Subsidiary 12346
GHI Insurance Subsidiary 12347
JKL Insurance Subsidiary 12348
MNO Insurance Subsidiary 12349
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UPDATES

to the

As of March 2024
Accounting Practices and Procedures Manual

Adopted items will be uploaded to the Updates section of this'Manual following each
interim and national meeting of the Statutory Accounting Principles (E) Working Group.

LAST UPDATED:

e January 10,2024 —Interim Meeting
e February 20, 2024 — Interim Meeting
e March 16,2024 = Spring National Meeting
o . Mayal 5y 2024 — Interim Meeting
e August, 1342024 — Summer National Meeting
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Revisions to the
As of March 2023 Accounting Practices and Procedures Manual

On January 10, 2024, the Statutory Accounting Principles (E) Working Group adopted the following revisions to
the 4s of March 2023 Accounting Practices and Procedures Manual. Documents associated with these revisions
are linked to the reference items in bold text.

SSAP/ .
Ref # e Title Summary
Scottish Re Life Reinsurance | [NT 23-04: Scottish Re Life Reinsurance
Liquidation Questions Liquidation Questions provides accounting
' _ and reporting guidance for ceding entities
INT 23-04 | SSAP No. 61R SAP Clarification with reinsurance balances to or from
) Scottish Re, a U.S.<based"life reinsurer in
Effective liquidation.  Thew, ‘guidance focuses
(December 31, 2023) primarily on reinsurance recoverables.
INT 06-07
SSAP No. 2R
SSAP No. 5R
SSAP No. 22R ASU 2016-13 Measurement of
SSAP No. 26R Credit Losses on Finangial
SSAP No. 32R Tnstruments (CECL) Revisions reject ASU 2016-13 and related
SSAP No. 34 subsequent ASUs in various SSAPs and
2023-24 SSAP No. 37 ; . INT 006-07: Definition of Phrase “Other
SSAP No. 39 SAP Clarifiagoh Than Temporary.” These revisions reject
SSAP No. 41R £ frective CECL for statutory accounting.
SSAP No. 43R (December 3 142023)
SSAP No. 61R ’
SSAP No. 62R
SSAP No. 86
SSAP No. 103R
SSAP No. 105R

https://naiconline.sharepoint.com/teams/fisstatutoryaccounting/national meetings/a. national meeting materials/2024/01 1-10-24/adoptions/00 - adoptions

toc.docx
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INT 23-04

Interpretation of the
Statutory Accounting Principles (E) Working Group

INT 23-04: Scottish Re Life Reinsurance Liquidation Questions

INT 23-04 Dates Discussed
October 23, 2023; October 24, 2023; December 1, 2023; January 10, 2024

INT 23-04 References

Current:
SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance

INT 23-04 Issue

Background:

1. Liquidations of U.S. licensed reinsurers are uncommon. Due to a 2023liquidation order of a U.S.-
based life reinsurer, life industry cedents have requested an interpretation topaddress the accounting and
reporting for reinsurance receivables from the reinsurer’s estate. This interpretation is intended to be applied

generically; however, the following circumstances are relevang tothe aceounting issues identified.

a. The recent liquidation order was for ScottisiiRe, aU.S. life reinsurance entity, which was
in regulatory supervision for several years.

b. The life reinsurer was not assuming new business but was receiving ongoing premium on
yearly renewable contracts.

C. The 2023 liquidation order ‘€ancelled reinsurance contracts on a cut-off basis, effective
September 30, 2023.

d. Settlement from the reinsurer’s estate is expected to exceed one year.

e. Settlement fromy the*feinsurer’s estate to the ceding entities is expected to be less than
100%. That is, cedents are expected to receive a portion of what they are owed.

f. Sonde ceding insurers established trusts to hold assets backing the reserves under the
reinsurance agreements.

Interpretation Discussion

2. This interpretation is applicable only to the accounting and reporting of reinsurance recoverables
from Scottish Re, a U.S.-based life reinsurer in liquidation. The Statutory Accounting Principles (E)
Working Group consensuses to the noted issues are included below.

Issue 1 — Commutation or Recapture of a Life Reinsurance Contract

3. If a liquidation order cancels a life reinsurance contract on a cut-off basis, should the life
reinsurance commutation guidance in Statement of Statutory Accounting Principles (SSAP) No. 61R—Life,

Deposit-Type and Accident and Health Reinsurance be used as the primary accounting guidance for the
commutation?
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INT 23-04
INT 23-04: Life Reinsurance Liquidation Questions

4. Yes. SSAP No. 61R, paragraph 58, provides the primary guidance for a life reinsurance
commutation. The guidance provides that:

Recaptures and Commutations

58. A recapture or a commutation of a reinsurance agreement is a transaction which results in
the complete and final settlement and discharge of all present and future obligations between the
parties arising out of the agreement or a portion of the agreement. Commuted and recaptured
balances shall be accounted for by writing them off through the accounts, exhibits and schedules
in which they were originally recorded. The assumed reserves and reserve credits taken are
eliminated by the reinsurer and ceding entity, respectively. The reinsurer and ceding entity must
also make any required IMR liability adjustment changes. Any net gain or loss is reported in the
summary of operations.

Issue 2 — Impairment of Reinsurance Recoverables

5. The reinsurer that was previously in regulatory supervision and is nowyin‘liquidation was known
to have financial difficulties and many ceding entities have either established valuation allowances and/or
written off reinsurance recoverables as impairment losses. Questions have beenteceived in response to the
diversity in practice on whether the ceding entities were reporting impairment,losses or were reporting a
valuation allowance on all categories of their expected reinsurance g#€€ovetables from the reinsurer which
is now in liquidation.

6. Do reporting entities have the choice of setting upayaluationtallowance or applying the impairment
guidance in SSAP No. 61R to the reinsurance recoverablésfromthe life reinsurer in liquidation?

7. No. Reporting entities do not have a choice of a/valuation allowance or applying impairment
analysis. SSAP No. 61R, paragraph 42, requires impairment analysis of uncollectible reinsurance amounts
in accordance with SSAP No. SR—Liabilities, Contingencies and Impairments of Asset. The guidance
requires that impaired amounts shall be writtenioff through a charge to the Statement of Operations utilizing
the same accounts which established thereinsurance recoverables. SSAP No. 5R and SSAP No. 61R do not
permit a valuation allowance.

8. The liquidation orderfofja reinsurer should prompt an impairment analysis of all amounts
recoverable from the reinsurer with a write-off of amounts not expected to be recovered.

9. The impairment,analysis shall be updated at every reporting date.

Issue 3 — Reporting of Reinsurance Recoverables

10. The liquidation order results in a commutation and recapture of business for the ceding entity. A
liquidation will 'determine the reinsurer’s estate assets, then determine payments based on liquidation
priority. This will result in a delay in settlement from the estate of the reinsurer. As previously detailed, the
amounts paid by the estate shall be impaired to the amount expected to be received by the ceding entities.
11. Where shall the ceding entity report the remaining receivables for the reinsurer’s estate?

12. In accordance with the recapture and commutation guidance in SSAP No. 61R, paragraph 58
(quoted above), the ceding entity shall remove balances through the schedules and exhibits originally

reported. No reserve credit or contra-liabilities shall be reported. The reinsurance reserve credits shall be
removed. Gains or losses are reported in the summary of operations.

© 2024 National Association of Insurance Commissioners 23-04-2 Page 2036 of 2278



INT 23-04
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13. Based on preliminary information received, it is expected that there will be an amount receivable
for paid claims incurred before the reinsurance contract cancellation. This amount shall be reported on the
asset page line 16.1 - Amounts Recoverable from Reinsurers.

14. Amounts recoverable from the reinsurer’s estate for claims incurred before the reinsurance contract
cancellation and unpaid as of the reporting date shall be reported on the asset page line 16.3 - Other Amounts
Receivable Under Reinsurance Contracts.

15. If the ceding entity owes amounts to the reinsurer’s estate, the amounts shall be reported as a
liability on line 9.3 - Other Amounts Payable on Reinsurance.

16. After impairing the recoverables, any other amount expected to be recovered from the reinsurer’s
estate shall be reported on line 25 Aggregate Write-ins for Other Than Invested Assets,

Issue 4 — Admissibility of Reinsurance Recoverables

17. As noted above, quarterly impairment analysis of collectability is required. After evaluating for
impairment, if there are remaining receivables from the reinsurer’s estate, dogthose assets qualify as
admitted reinsurance recoverable assets?

18. Reinsurance recoverables from Scottish Re in liquidation are admitted as follows:

a. The reinsurance recoverable amount frogScottish Re from paid claims incurred prior to
the reinsurance contract cancellation which, are’ reported on the asset page line 16.1 -
Amounts Recoverable from Reinsurersswhich are not in dispute are admitted after
impairment review.

b. To the extent reinsurance amounts|recoverable are secured by assets in an Appendix A-
785 - Credit for Reinsurance compliant trust, such recoverable amounts may be admitted
to the extent the that the amounts are not in dispute and that the collateral in an Appendix
A-785 compliant trust iSysufficient.

19. Other reinsurance recoverables, which are not identified as admitted assets in paragraph 18 are
nonadmitted until received. Thistincludes amounts either in dispute or not secured by collateral in a trust
that is compliant with Appendix A-785.

Issue 5 — Disclosures

20. Do the relevant disclosures in SSAP No. 61R and other relevant SSAPs apply to a commuted life
reinsurance contract which has not been fully settled due to a liquidation?

21. Yes. The relevant disclosures in SSAP No. 61R and other relevant SSAPs continue to apply to a
life reinsurance contract which is commuted and recaptured due to a liquidation. These disclosures include
but are not limited to the disclosures regarding commutation, uncollectible reinsurance and anything else
that is required.

22. Disclosure in the reinsurance notes to the financial statements shall include additional information
necessary to obtain an understanding of the impact of Scottish Re reinsurance counterparties in liquidation,
including but not limited to, reinsurance payable liabilities, reinsurance recoverables by paid claims and
other amounts, information regarding the status of any collateral and its fair value. Where applicable,
reporting entities should disclose any individual components (e.g., unreimbursed claims or provisions for
future losses) of recoverable amounts that are presented in the aggregate on the financial statements. The
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INT 23-04: Life Reinsurance Liquidation Questions

disclosure shall include measurement, impairment and collectability of any reinsurance recoverables
including timing of expected payments and nonadmitted amounts.

INT 23-04 Summary

23. Although readers should refer to the detailed guidance above, a summary of the key provisions is
as follows:
a. Issue 1 — Commutation or Recapture of a Life Reinsurance Contract: Follow SSAP No.

61R, paragraph 58, as it provides primary recapture and commutation guidance.

b. Issue 2 — Impairment of Reinsurance Recoverables: SSAP No. 61R paragraph 42, requires
impairment of uncollectible reinsurance in accordance with SSAP No. 5R.

c. Issue 3 — Reporting of Reinsurance Recoverables: Follow the recapture'and commutation
guidance in SSAP No. 61R, then analyze for impairment. Repoft reinsurance payables
separate from reinsurance recoverables. Amounts related toypaid and unpaid claims
incurred prior to reinsurance contract cancellation are reported on, asset page line 16.1 -
Amounts Recoverable from Reinsurers and asset pagefliney16.3 - Other Amounts
Receivable Under Reinsurance Contracts, respectively. Amy remaining reinsurance
recoverables from the reinsurance counterparty after, impdirment assessment shall be
reported on the asset page line 25 Aggregate Write=ins for Other than Invested Assets.

d. Issue 4 — Admissibility of Reinsurance ‘(Recoyerables: Admit amounts related to claims
incurred prior to contract cancellation which have been paid by the reporting entity as of
the reporting date (reported om asset page line 16.1 - Amounts Recoverable from
Reinsurers) which are not in dispute after impairment review. Admit reinsurance
recoverables which are notgin disputey and which are secured by collateral in an A-785
compliant trust. Nonadmitiall amounts recoverable from a life reinsurer in liquidation
which are either in dispute or which are not secured by collateral in a trust compliant with
Appendix A-785.

e. Issue 5 — Disclosures: Follow existing applicable disclosures and provide additional
information sufficient to understand the nature and impact of a reinsurance counterparty in
liquidation as deseribed in paragraph 22.
INT 23-04 Status

24. The consensuses‘in this interpretation were adopted on January 10, 2024, with an effective date of
reporting petiodston:or after December 31, 2023.

25. No further discussion is planned.
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A

Issue: ASU 2016-13 Measurement of Credit Losses on Financial Instruments

Check (applicable entity):

P/C Life Health
Modification of existing SSAP X X X
New Issue or SSAP [ ] [] L]
Interpretation [] [] []

Description of Issue: In June 2016, the Financial Accounting Standards Board (FASB) assued ASU 2016-13
Financial Instruments—Credit Losses (Topic 326), Measurement of Credit Losses on Financial Instruments (CECL)
to change impairment and credit loss United States generally accepted accounting prineciples, (GAAP) guidance
from an “incurred loss” methodology to an “expected loss” methodology. Thesechanges were made primarily in
response to the 2008 Great Recession in which companies were anticipating significantcreditlosses but were unable
to record these losses as the probable threshold had not yet been met. In responseito this issue, FASB established
the Financial Crisis Advisory Group (FCAG) to advise FASB on improvementsito fifiancial reporting in response
to the Great Recession. The main recommendation from the FCAG to FASBywas to investigate improvements to
impairment and credit loss guidance through the development of an alternative to the “incurred loss” methodology.
Based on this recommendation FASB developed CECL which replaces the “incurred loss” methodology and
provides financial statement users with more decision-useful information about the expected credit losses on
financial instruments and other commitments to extend credit held by a reporting entity at each reporting date.
CECL affects all entities holding financial assets that are®not accounted for at fair value through net income,
including loans, debt securities, trade receivables, net investments in leases, off-balance sheet credit exposures,
reinsurance recoverables and any other financial assets net specCifically excluded that have the contractual right to
receive cash. The impact from applying CECLfis anticipated to vary by reporting entity in accordance with the
credit quality of assets held and how they apply current/GAAP.

One significant difference between previous GAAP and CECL is that the impairment guidance for in-scope assets
were superseded and replaced with creditloss, guidance under Topic 326—Financial Instruments—Credit Losses.
Beyond consolidating new credit{lossiguidance into a single topic, CECL fundamentally changed the methodology
for calculating and recording creditilossessby replacing the incurred credit loss model with the expected credit loss
model, which requires expeeted lossesito be assessed and recorded at the onset of the acquisition of in-scope assets.
This requirement is applicableyfor all in-scope assets unless management assesses that the asset represents a zero-
risk transaction, U.S. Treasuries for example. As a result, the calculation of a credit loss allowance is now required
for many assets which previously would have only recorded a credit loss allowance once it has occurred, or the
probable thresheld had been'met. The asset categories scoped into the new CECL credit loss guidance are as follows:

Financing Receivables
Receivables from Sales-Type or Direct Finance Leases
Related Party Accounts and Loans Receivable, excluding related parties under common control.
All financial instruments held at Amortized Cost (categorized as Held to Maturity under GAAP), excluding
purchased financial assets with credit deterioration (PCDs).
0 Includes but is not limited to debt securities, trade and time-share receivables, contract assets, and
reinsurance recoverables.
e Off-balance-sheet credit exposures not accounted for as insurance.
0 Includes but is not limited to loan commitments, forward commitments to purchase loans, letters
of credit, and financial guarantees.
e Cash Equivalents
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While CECL does require the accrual of an allowance on expected credit losses, it does not require a specific
evaluation method but rather adopts a principles-based approach which allows for any kind of credit loss evaluation
if the end product of the evaluation meets certain defined criteria. Additionally, assets with similar risk profiles
may be evaluated for expected credit losses collectively but these risk profiles must be assessed annually to
determine if they remain similar. Note that Available for Sale securities are excluded from the expected credit loss
methodology but are instead required to utilize a modified other-than-temporary impairment (OTTI) model detailed
in Topic 326-30. The following information summarizes the key information on the accounting and reporting of
credit losses under Topic 326:

Overview of CECL Concepts:

Accounting guidance is divided into securities reported at amortized cost (includes investment held at Held-to-
Maturity, or HTM), and debt securities reported as available for sale (AFS), which reports fair value through OCI.
The following reflects high-level concepts from CECL:

Amortized Cost Securities:

1. Allowance for credit losses is a valuation accounting that is deducted from the ameottized cost basis of the
financial assets to present the net amount expected to be collected on,theyfinancial assets. Net income is
adjusted to reflect the allowance for credit losses based on the current expected estimate. The allowance
shall be reported at each reporting date. Changes from current estimates shall be compared to estimates
previously reported, with adjustments reflected in net income?

2. The entity shall measure credit losses on a collective basis when similar risk characteristics exist. If a
financial asset does not share risk characteristics with 6therassets, the entity shall evaluate the asset on an
individual basis. (Should not include individual and*eolleetive assessments on the same asset.)

3. The entity shall estimate expected creditgplosses ever the contractual terms of the financial assets,
considering prepayments. However, it"shall not ‘extend the contractual term for expected extensions,
renewals, and modifications unless there is/a reasonable expectation of executing a troubled debt
restructuring.

4. When developing an estimateyatheientity shall consider available information relevant to assessing
collectability of cash flows, This may include internal information, external information, or a combination
of past events, current conditionssand reasonable and supportable forecasts. (Internal information may be
determined sufficient.)

5. Historical creditflossyinformation for assets with similar characteristics generally provides a basis for
expected losses, but entities shall not rely solely on past events to estimate expected credit losses. When
using historicaliinformation, the entity shall consider the need to adjust for management expectations about
current conditions and reasonable and supported forecasts that differ from the historical period.

6. Estimate of expected credit losses shall include a measure of the expected risk of credit loss even if that
risk is remote. However, entities are not required to measure expected credit losses when the expectation
of nonpayment of the amortized cost basis is zero.

7. Estimate of expected credit losses shall reflect how credit enhancements (other than freestanding contracts)
mitigate expected credit losses. However, freestanding contracts shall not be used to offset expected losses.

8. Assets purchased with existing credit deterioration are initially reported at the purchase price plus the
allowance for credit losses to determine the initial amortized cost basis. Any noncredit discount or premium
shall be allocated to each individual asset. At the acquisition date, the initial allowance for credits losses
determined on a collective basis shall be allocated to individual assets to appropriately allocate any
noncredit discount or premium.
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11.

12.
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For collateral-dependent financial assets, entities shall measure expected credit losses based on the fair
value of the collateral when the entity determines that foreclosure is probable. The entity may expect credit
losses of zero when the fair value (less costs to sell) of the collateral at the reporting date is equal to or
exceeds the amortized cost basis of the financial asset. If the collateral is less than the amortized cost basis,
an entity shall recognize an allowance for credit losses as the difference between the collateral fair value
and the amortized cost of the asset.

In the period when financial assets are deemed uncollectible, they shall be written off with a deduction from
the allowance.

Detailed disclosures are included to enable users to understand: 1) credit risk inherent in a portfolio and
how management monitors credit quality of a portfolio; 2) management’s estimate of expected credit losses;
and 3) changes in the estimate of expected credit losses that have occurred dusing the period. These
disclosures include a rollforward of the allowance for credit losses and a reconciliation of the purchase price
for assets purchased with credit deterioration.

Noted examples are included for collateral-dependent financial assefs(realtestate loans), assets with
collateral maintenance provisions (reverse-repurchase agreements), and ‘HTM debt securities when
potential default is greater than zero, but expected nonpayment is.zero,(Treasury Securities).

Available-for-Sale Debt Securities

13.

14.

15.

16.

17.

18.

19.

Investment is impaired if the fair value of the investment isiless than amortized cost basis.

For individual AFS debt securities, the entity shalls@etermine whether a decline in fair value below the
amortized cost basis has resulted from a credit less.of other factors. Impairments related to credit losses
shall be recorded through an allowance'for credit losses. However, the allowance shall be limited by the
amount that the fair value is less than thejamortized cost basis.

At each reporting date, the entity4shall record an allowance for credit losses that reflects the amount of
impairment related to credit losses, limited by the fair value floor. Changes in the allowance shall be
recorded in the period ofithe change\as a credit loss expense (or reversal of credit loss expense).

Impairment shall besassessed at the individual security level. For example, debt securities bearing the same
CUSIP — even if putchased in separate lots — may be aggregated by a reporting entity on an average cost
basis if that corsésponds'to the basis used to measure realized or unrealized gains and losses for the debt
securities. Providing a general allowance for an unidentified investment in a portfolio of debt securities is

not appropriate:

In assessingywhether a credit loss exists, an entity shall compare the present value of cash flows expected
to be collected from the security with the amortized cost basis of the security. If the present value of cash
flows expected to be collected is less than the amortized cost basis of the security, a credit loss exists and
an allowance for credit losses shall be recorded for the credit loss, limited by the amount that the fair value
is less than amortized cost basis. Credit losses on an impaired security shall continue to be measured using
the present value of expected future cash flows. (Entity would discount the expected cash flows at the
effective interest risk implicit in the security at the date of acquisition.)

Estimates of expected future cash flows shall be on the entity’s best estimate based on past events, current
conditions and on reasonable and supportable forecasts.

If the entity intends to sell, or if more-likely-than-not will be required to sell before recovery of the
amortized cost basis, any allowance for credit losses shall be written off and the amortized cost basis shall
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be written down to the debt security’s fair value at the reporting date with any incremental impairment
reflected in earnings.

20. Entities shall reassess the credit losses each reporting period when there is an allowance for credit losses.
Subsequent changes shall be recorded in the allowance for credit losses, with a corresponding adjustment
in the credit loss expense. Entities are not permitted to reverse a previously recorded allowance for credit
losses to an amount below zero.

21. Once an AFS debt security has been written down, the previous amortized cost basis less write-offs,
including noncredit related impairment reported in earnings, shall become the new amortized cost basis,
and shall not be adjusted for subsequent recoveries in fair value.

22. For AFS debt securities for which impairments were reported in earnings as a write-offibecause of an intent
to sell or a more-likely-than-not requirement to sell, the difference between the new ameoxrtized cost basis
and the cash flows expected to be collected shall be accreted as interest income. @ver the life of the security,
continue to estimate the present value of cash flows expected to be collected. For all other AFS debt
securities, if there is a significant increase in the cash flows expected to be collected or if actual cash flows
are significantly greater than cash flows previously expected, those changes shall be accounted for as a
prospective adjustment to the yield. Subsequent increases in fair value after the write-down shall be
included in other comprehensive income.

23. These AFS debt securities shall be presented on the balance, sheet at fair value, with parenthetical
presentation of the amortized cost and the allowance for ereditlosses. The allowance for credit losses shall
be separately presented as a component of accumulated other comprehensive income.

24. Detailed disclosures are included to allow usets tounderstand: 1) credit risk inherent in AFS debt securities;
2) management’s estimate of credit lossesgand 3) changes in the estimate of credit losses that have taken
place during the period. These discloSures include detailed information for situations in which AFS
securities are in an unrealized loss position, but the entity has reached a conclusion that an allowance for
credit losses is unnecessary. Other key disclesures include the methodology and significant inputs used to
measure credit loss, a rollforwardyof the allowance for credit losses, and a reconciliation of purchased
financial assets with credit deterioration.

25. Noted examples are included forsAFS debt securities in an unrealized loss position for which no credit
losses are reported (situations‘include Treasury Securities, Federal Agency MBS, and Corporate Bonds).

Additionally, CECL weuld ‘make changes to how companies account for off-balance sheet credit exposures.
Traditionally, most cteditiexposures have had no financial impact outside of disclosures until the probable threshold
has been met. Heweven,as credit exposures are within the scope of CECL entities will likely be required to assess
and accrue a credit loss allowance at the inception of the credit exposure.

CECL also includes revisions to various other elements of the FASB Codification — Contingencies, Guarantees,
Troubled Debt Restructuring, Revenue, Business Combinations, Consolidation, Derivatives, Fair Value
Measurement, Foreign Currency Transactions, Leases, Transfer and Servicing, Insurance, Financial Guarantee
Contracts, & Health Care Entities. Staff will evaluate these changes in detail, and if these revisions are applicable
to SAP, as CECL is considered.

Subsequent Revisions:

Several ASUs have been issued after CECL to provide clarification and improvements to the guidance in ASC
Topic 326. Note that references to CECL are inclusive of these subsequent revisions. For the discussion at the 2023
Fall National Meeting, NAIC staff will include the following ASUs:
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o ASU 2018-19, Codification Improvements to Topic 326, Financial Instruments—Credit Losses, amends
CECL guidance by providing clarification on two specific issues.

0 Issue 1 amended the transition date effective for nonpublic entities from 2020 to 2021 year-end.

0 Issue 2 clarifies that receivables from operating leases are not within the scope of CECL and should
be accounted for in accordance with Topic 820.

o  ASU 2019-04, Codification Improvements to Topics 326, 815, 825, addresses several topics, which are
further disaggregated by issue, intended to clarify or correct the original CECL guidance. The Topics are
numbered from 1-5 with several individual issues addressed within each Topic.

0 Topic 1 provides clarifications on accrued interest, transfers between categories/classifications of
loans and debt securities, and recoveries on previously written off financial assets.

0 Topic 2 corrects cross-references, clarifies that reinsurance recoverables are within the scope of
CECL, and provides methodological clarifications in several areas involvingythe calculation of
credit loss reserves (see Issues 2D through 2F).

0 Topic 3 provides clarifications and corrections on several issues involviiigyFair, Value Hedges and
Hedge Accounting and clarifies that non-profit organizations that‘do not separately report earnings
may not adopt the amortization approach as detailed for fair value'hedging:

0 Topic 4 clarifies that Health and Welfare Benefit plans are notgwithin the scope of CECL, that the
scope of certain disclosures is limited to only public entitigs andyclarifies guidance on alternative
to fair value valuations.

0 Topic 5 clarifies the presentation of line of credit converted to debt items and whether entities
should consider extension or renewals when calculating‘contract terms.

o  ASU 2019-10 Financial Instruments—Credit Losses, (Topic 326), Derivatives and Hedging (Topic §15),
and Leases (Topic 842), amends the effective date foryvarious ASUs. The transition date for CECL was
moved to December 15, 2022, for all entities othewthan public SEC filers.

o ASU 2019-11 Codification Improvements to Topies326, Financial Instruments—Credit Losses, addresses
five issues identified with CECL.

0 Issues 1 and 2 involve clarifications ‘and“additional guidance on assets purchased with credit
deterioration.

0 Issue 3 extends the disclosure reliefidetailed in ASU 2019-04 to additional disclosures on accrued
interest receivables.

0 Issue 4 provides clarifications,on CECL assessments which involve financial assets secured by
collateral maintenance,provisions.

0 Issue 5 corrects a cross-réference error.

o  ASU 2020-03 Codification Improvements to Financial Instruments addresses several issues identified with
CECL.

0 Issue 1 ¢larifies that all entities are required to provide the fair value option disclosures.

0 Issue2 corrects certain paragraphs in Topic 820 to include the phrase nonfinancial items accounted
foras derivatives under Topic 815 to be consistent with the previous amendments.

0 Issue 3 clarifies that the disclosure requirements in Topic 320 apply to the disclosure requirements
in Topic 942 for depository and lending institutions.

0 Issues 4 and 5 correct and enhance various cross-references.

0 Issue 6 clarifies the correct contractual term used to measure the net investment in a lease.

0 Issue 7 clarifies that when an entity regains control of financial assets sold, an allowance for credit
losses should be recorded in accordance with Topic 326.

Staff Analysis:
The main purpose of statutory accounting principles (SAP) is to address the concerns of regulators, primarily as it

relates to assessing solvency, who are the primary users of statutory financial statements. To do so, SAP stresses
measurement of a company’s ability to pay claims in the future and adopts reasonably conservative principles of
accounting to ensure that insurance companies’ capital and surplus is reflective of funds in excess of policyholder
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liabilities which are available to pay claims should the assets backing reserves become insufficient. Risk-based
capital then provides a basis for evaluating the sufficiency of this capital and surplus amount in the context of a
particular company’s risk-taking activities, including its exposure to credit risk. Capital requirements are calibrated
to ensure sufficiency of capital even during periods of economic uncertainty and distress, within the intended level
of statistical safety.

The statutory framework has long incorporated concepts that incorporate a prospective view of future credit risk
that historical GAAP has not. The first is the Asset Valuation Reserve (AVR). AVR requires life insurance
companies to establish a reserve to account for future impairment losses on all assets (with some minor exceptions).
While this is much more formulaic than the allowance required under CECL, it is intended to accomplish the same
objective. The second is that SSAP No. 26R—Bonds requires insurance companies that do not maintain AVR to
report bonds at fair value if the bond is not considered high-quality (NAIC designations 3 to 6). While this
requirement does not result in credit loss reserves, it does have a similar effect by requiring nen-life companies to
report lower quality bonds at fair value or convert previously highest or high-quality bonds to fair value in the event
of credit quality degradation. Further, the RBC formula factors in the credit risk ofeachyindividual asset in
calculating the amount of capital required to be held. These mechanisms incorporate an expectation of future credit
losses. Therefore, while GAAP has just begun recognizing an expectation of future creditlesses with the advent of
CECL, the statutory framework has recognized and incorporated future credit losspotential for decades.

Although the statutory framework has long considered future credit losses, it is,worth assessing CECL to determine
whether it could introduce any improvements to the existing statutoryaframework if adopted. Based on the review
performed, Staff does not recommend adoption of CECL for the follewing reasons:

e CECL is a framework that incorporates significant judgement and forecasting by the company to establish
credit reserves. The assumptions and data that go int6 theseestimates are required to be company-specific,
reflecting the company’s reasonable and supportable forecasts of future economic conditions. It also is
required to consider current economic conditions, which results in sensitivity in the reserve to changing
economic conditions. The statutory framework has historically limited insurer judgment in estimating
reserves. Where judgment has been allowed, there are typically mechanisms in place to closely regulate
and assess those assumptions for reasonableness. Further, loss reserves and RBC are generally set to already
incorporate downside risk within aydesire level of statistical safety. As the framework already incorporates
an expectation of adverse experiénce,lit is not particularly volatile with changes in economic conditions. It
is intended to reflect risk ¢hrough the economic cycle, not at a point in time. As a result of both the volatility
and judgment involved, theyCECIstandard does not fit the overall design of the statutory accounting and
solvency monitoring, framewotk.

o CECL does not provide. a specific method that companies must use to make expected loss estimates but is
instead defined by seyeral results-oriented principles. While this does allow companies the flexibility to
adopt the forecasting process that best fits their investments and company, it also means that there will be
a signifieant diversity in the methods used to calculate expected credit losses under CECL. Such optionality
is generally not considered compatible with SAP and would also place a significant burden on regulators
and examiness to assess the variety of forecasting methods utilized by insurance companies.

e The majority of insurance company investments are debt securities which are generally classified as
Available for Sale (AFS) for GAAP reporting. Investments classified as AFS are held at fair value with
changes in fair value recorded through other comprehensive income. The portion of the CECL standard that
applies to AFS securities is markedly different than what applies to debt securities held at amortized cost.
Unlike GAAP, statutory accounting requires the majority of debt securities to be held at amortized cost. As
a result, using a CECL standard for statutory accounting would be significantly more expansive and
impactful to a statutory balance sheet than under GAAP and would result in a significantly different
application of CECL between statutory accounting and GAAP, even if the identical standard were adopted.

e CECL is a complex standard that requires companies to either develop internal models or to contract an
external solution to support calculating a reserve. GAAP does allow companies to elect to hold their
investments under the fair value option, in which case CECL is not required. This may be an appealing
option for some insurers, particularly smaller ones that wish to avoid the operational cost of CECL. The
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fair value option does not exist for statutory accounting. As such, adopting CECL would likely force
insurers to incur the cost of CECL that would not otherwise be necessary for their GAAP financial
statements.

e Similarly, many insurance companies do not prepare GAAP financial statements. This means that they
would need to learn about and adopt CECL for the first time for their statutory financial statements if CECL
were to be adopted.

e As RBC has its own methodology for incorporating credit risk, any CECL allowance would need to be
reversed in the RBC formula in order to avoid double counting expected losses. This would largely
eliminate any benefit of CECL to regulators’ solvency monitoring efforts.

As a result of these factors, NAIC Staff does not recommend adopting CECL for statutory accounting.

Existing Authoritative Literature:

Existing SAP guidance has predominantly adopted (or adopted with modification) GAAP,guidance pertaining to
other-than-temporary impairment. However, the adopted guidance, although coming from GAAP, does not reflect
GAAP concepts for similar securities. For example, the guidance in SSAP No. 26R ‘reflects concepts from GAAP
applicable for receivables and loans (e.g., it is probable that the entity will be unableto collect all amounts due
accordingly to the contractual terms.) The guidance in SSAP No. 43R—Loan-Backed and Structured Securities is
more comparable to current GAAP concepts applicable for both HTM and.AES debt securities (e.g., assessment of
whether an entity will recover the amortized cost basis based on ageview of'the present value of cash flows.)

The GAAP categories for debt securities have previously been rejected for statutory accounting. As such, SAP does
not include the classifications of “Held-to-Maturity,” “Available-forsSale” or “Trading” for debt securities. All debt
securities are captured within SSAP No. 26R or SSAP No#43R andireported at either amortized cost, or the lower
of amortized cost or fair value, based on NAIC designations

Existing Authoritative Literature:

INT 06-07: Definition of the Phrase “OtheryThan Temporary” — This INT reflects the adoption with modification
of FSP FAS 115-1/124-1: The Meaning of Other Them Temporary Impairment and Its Application to Certain
Investments. This FSP was subsequentlyjincluded in the FASB Codification in ASC 320-10 and ASC 326-30
and this ASC guidance has been.deleted) (or significantly revised) with the issuance of ASU 2016-13. (This
INT has not been duplicated in this‘agenda‘item.)

Preamble — This guidance reflects some of the core principles of statutory accounting as it pertains to the Staff
Analysis detailed above;

19. SAP isyconservative in some respects but not unreasonably conservative over the span of
economig cycles; or in recognition of the primary statutory responsibility to regulate for financial solvency.
SAP attempts to determine at the financial statement date an insurer’s ability to satisfy its obligations to its
policyholders and creditors.

33. Conservative valuation procedures provide protection to policyholders against adverse fluctuations
in financial condition or operating results. Statutory accounting should be reasonably conservative over the
span of economic cycles and in recognition of the primary responsibility to regulate for financial solvency.
Valuation procedures should, to the extent possible, prevent sharp fluctuations in surplus.

SSAP No. 26R, Paragraphs 12-13 — This guidance reflects adoption of FSP FAS 115-1/124-1: The Meaning of
Other Them Temporary Impairment and Its Application to Certain Investments. This FSP was subsequently
included in the FASB Codification in ASC 320-10 and ASC 326-30 and this ASC guidance has been deleted
(or significantly revised) with the issuance of ASU 2016-13.
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13. An other-than-temporary™T %-97) jmpairment shall be considered to 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
debt security in effect at the date of acquisition.® A decline in fair value which is other-than-temporary
includes situations where a reporting entity has made a decision to sell a security prior to its maturity at an
amount below its carrying value. If it is determined that a decline in the fair value of a bond is other-than-
temporary, an impairment loss shall be recognized as a realized loss equal to the entire difference between
the bond’s carrying value and its fair value at the balance sheet date of the reporting period for which the
assessment is made. The measurement of the impairment loss shall not include partial recoveries of fair
value subsequent to the balance sheet date. For reporting entities required to maintain an AVR/IMR, the
accounting for the entire amount of the realized capital loss shall be in accordance with SSAP No. 7. The
other-than-temporary impairment loss shall be recorded entirely to either AVR or IMR (and not bifurcated
between credit and_non-credit components) in accordance with the annual statement instructions.

14. In periods subsequent to the recognition of an other-than-temporary impairment loss for a bond,
the reporting entity shall account for the other-than-temporarily impaired security as if the'security had been
purchased on the measurement date of the other-than-temporary impairment. Thefair value of the bond
on the measurement date shall become the new cost basis of the bond and the'fnew)cost basis shall not be
adjusted for subsequent recoveries in fair value. The discount or reduced premium recorded for the security,
based on the new cost basis, shall be amortized over the remaining liféyof the Se€urity in the prospective
manner based on the amount and timing of future estimated cash flows. The security shall continue to be
subject to impairment analysis for each subsequent reporting period. Future declines in fair value which are
determined to be other-than temporary shall be recorded as realized losses.

SSAP No. 43R, Paragraphs 12-13 — This guidance reflects concepts ineluded within FSP FAS 115-1/124-1: The
Meaning of Other Them Temporary Impairment and Its Application to‘€ertain Investments, as well the adoption of
EITF 99-20, Exchange of Interest-Only and Principal-Only Sécurities for a Mortgage-Backed Security, and FSP
ETIF 99-20-1, Amendments to the Impairment Guidance of £TIE Issue 99-20. The guidance reflected from this
FSP was included in ASC 310-20, 325-40, and 326230 andshas been deleted or significantly revised with the
issuance of ASU 2016-13:

Collection of All Contractual Cashflows is Not Probable

19. The following guidance <applies to loan-backed and structured securities with evidence of
deterioration of credit quality ,sinceverigination for which it is probable, either known at acquisition or
identified during the holding (period, that the investor will be unable to collect all contractually required
payments receivable, exceptfor those beneficial interests that are not of high credit quality or can
contractually be prepaid or etherwise settled in such a way that the reporting entity would not recover
substantially all of itSirecorded amount determined at acquisition (see paragraphs 22-25).

20. The reportingientity shall recognize the excess of all cash flows expected at acquisition over the
investor's initial investment in the loan-backed or structured security as interest income on an effective-
yield basis_over, the life of the loan-backed or structured security (accretable yield). Any excess of
contractually required cash flows over the cash flows expected to be collected is the nonaccretable
difference. Expected prepayments shall be treated consistently for determining cash flows expected to be
collected and projections of contractual cash flows such that the nonaccretable difference is not affected.
Similarly, the difference between actual prepayments and expected prepayments shall not affect the
nonaccretable difference.

21. An investor shall continue to estimate cash flows expected to be collected over the life of the loan-
backed or structured security. If, upon subsequent evaluation:

U If a bond has been modified from original acquisition, the guidance in SSAP No. 36—Troubled Debt Restructuring and paragraph 22 of
SSAP No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities shall be followed, as applicable. After
modification of original terms, future assessments to determine other-than-temporary impairment shall be based on the modified contractual
terms of the debt instrument.
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a. The fair value of the loan-backed or structured security has declined below its amortized
cost basis, an entity shall determine whether the decline is other than temporary (NT 6-07),
For example, if, based on current information and events, there is a decrease in cash flows
expected to be collected (that is, the investor is unable to collect all cash flows expected at
acquisition plus any additional cash flows expected to be collected arising from changes in
estimate after acquisition (in accordance with paragraph 19.b.), an other-than-temporary
impairment shall be considered to have occurred. The investor shall consider both the
timing and amount of cash flows expected to be collected in making a determination about
whether there has been a decrease in cash flows expected to be collected.

b. Based on current information and events, if there is a significant increase in cash flows
previously expected to be collected or if actual cash flows are significantly greater than
cash flows previously expected, the investor shall recalculate the amount of accretable
yield for the loan-backed or structured security as the excess of the revised cash flows
expected to be collected over the sum of (1) the initial investment.less(2) cash collected
less (3) other-than-temporary impairments plus (4) amount of yield‘accreted to date. The
investor shall adjust the amount of accretable yield by reclassification from nonaccretable
difference. The adjustment shall be accounted for as a change in estimate in conformity
with SSAP No. 3—Accounting Changes and Correctionsfof Errors (SSAP No. 3), with the
amount of periodic accretion adjusted over the remaining life of the loan-backed or
structured security (prospective method).

Unrealized Gains and Losses and Impairment Guidance

29. For reporting entities required to maintain an AVR, thetaccounting for unrealized gains and losses
shall be in accordance with paragraph 36 of this statementyFor reporting entities not required to maintain
an AVR, unrealized gains and losses shall be recorded‘as,a direct credit or charge to unassigned funds
(surplus).

30. The application of this reportingsequirement resulting from NAIC designation (i.e., lower of cost or
fair value) is not a substitute for othérthan-temporary impairment recognition (paragraphs 33-37). For
securities reported at fair value where aniethefr-than-temporary impairment has been determined to have
occurred, the realized loss recognized from the other-than-temporary impairment shall first be applied
towards the realization of any unrealized losses previously recorded as a result of fluctuations in the
security’s fair value due to the reporting requirements. After the recognition of the other-than-temporary
impairment, the security (shall continue to report unrealized gains and losses as a result of fluctuations in
fair value.

31. If the fair value of a loan-backed or structured security is less than its amortized cost basis at the
balance sheet datéan entity shall assess whether the impairment is other than temporary. Amortized cost
basis includes adjustments made to the cost of an investment for accretion, amortization, collection of cash,
previous othersthanstemporary impairments recognized as a realized loss.

32. Ifan entity intends to sell the loan-backed or structured security (that is, it has decided to sell the
security), an‘ether-than-temporary impairment shall be considered to have occurred.

33. If an entity does not intend to sell the loan-backed or structured security, the entity shall assess
whether it has the intent and ability? to retain the investment in the security for a period of time sufficient to
recover the amortized cost basis. If the entity does not have the intent and ability to retain the investment
for the time sufficient to recover the amortized cost basis, an other-than-temporary impairment shall be
considered to have occurred.

34. If the entity does not expect to recover the entire amortized cost basis of the security, the entity
would be unable to assert that it will recover its amortized cost basis even if it does not intend to sell the

2 This assessment shall be considered a high standard due to the accounting measurement method established for the securities within the
scope of this statement (amortized cost).

© 2023 National Association of Insurance Commissioners 9 Page 2047 of 2278



Ref #2023-24

security and the entity has the intent and ability to hold. Therefore, in those situations, an other-than
temporary impairment shall be considered to have occurred. (For mortgage-referenced securities, an OTTI
is considered to have occurred when there has been a delinquency or other credit event in the referenced
pool of mortgages such that the entity does not expect to recover the entire amortized cost basis of the
security.) In assessing whether the entire amortized cost basis of the security will be recovered, an entity
shall compare the present value of cash flows expected to be collected from the security with the amortized
cost basis of the security. If present value of cash flows expected to be collected is less than the amortized
cost basis of the security, the entire amortized cost basis of the security will not be recovered (that is, a
non-interest related decline® exists), and an other-than-temporary impairment shall be considered to have
occurred. A decrease in cashflows expected to be collected on a loaned-backed or structured security that
results from an increase in prepayments on the underlying assets shall be considered in the estimate of the
present value of cashflows expected to be collected.

35. In determining whether a non-interest related decline exists, an entity shall calculate the present
value of cash flows expected to be collected based on an estimate of the expected futureycash flows of the
impaired loan-backed or structured security, discounted at the security’s effective interest rate.

a. For securities accounted for under paragraphs 14-18 — the effective interest rate of the
loan-backed or structured security is the rate of return ‘implicit in“the security (that is, the
contractual interest rate adjusted for any net deferreddfeesior costs, premium, or discount
existing at the origination or acquisition of the security).

b. For securities accounted for under paragraphs 19-22 — the effective interest rate is the rate
implicit immediately prior to the recognition.ef the other-than-temporary impairment.

C. For securities accounted for under paragraphs 22-25 — the reporting entity shall apply the
guidance in paragraph 24.b.

36. When an other-than-temporary impairment has occurred because the entity intends to sell the
security or has assessed that that they do"hot have‘the intent and ability to retain the investments in the
security for a period of time sufficient4o recover the amortized cost basis, the amount of the other-than-
temporary impairment recognized in earnings as a realized loss shall equal the entire difference between
the investment's amortized cost basis and itsfair value at the balance sheet date. (This guidance includes
loan-backed and structured securities previously held at lower of cost or market. For these securities, upon
recognition of an other-than-temporary impairment, unrealized losses would be considered realized.)

37. When an other-than-temporary impairment has occurred because the entity does not expect to
recover the entire amortized eost basis of the security even if the entity has no intent to sell and the entity
has the intent and ability to hold, the amount of the other-than-temporary impairment recognized as a
realized loss shallzequal the difference between the investment’'s amortized cost basis and the present
value of cash flows expected to be collected, discounted at the loan-backed or structured security’s effective
interest ratedin ‘accordance with paragraph 35. (This guidance includes loan-backed and structured
securitiesypreviously held at lower of cost or market. For these securities, upon recognition of an other-
than-temporary impairment, unrealized losses would be considered realized for the non-interest related
decline. Hence, unrealized losses could continue to be reflected for these securities due to the reporting
requirements.)

Reinsurance recoverables are explicitly included in the scope of the new CECL guidance, but only for “expected
losses related to the credit risk of the reinsurer/assuming company” (326-20-55-82). The current existing statutory
accounting guidance does not include the concept of reserving for expected credit losses. It should be noted that
while not related to creditworthiness, SSAP No. 62R—Property and Casualty Reinsurance does include the concept

3 A non-interest related decline is a decline in value due to fundamental credit problems of the issuer. Fundamental credit problems exist with
the issuer when there is evidence of financial difficulty that may result in the issuer being unable to pay principal or interest when due. An
interest related decline in value may be due to both increases in the risk-free interest rate and general credit spread widening.
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of the provision for reinsurance, which is more focused on known overdue/uncollectible reinsurance and does not
take the creditworthiness of the reinsurer into the calculation. However, impairment analysis is required for
reinsurance balances in both SSAP No. 61R—Life, Deposit -Type and Accident and Health Reinsurance and SSAP
No. 62R.

Multiple other SSAPs are impacted by the updated guidance, and NAIC Staff has prepared tables in Exhibit 1 which
provide detailed summarizations of the updates made by CECL.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups):

The following ASUs were issued after CECL as clarifications and improvements to the guidance in ASC Topic 326
but have already been addressed for statutory accounting purposes by the Working Group:

o ASU 2019-05 Financial Instruments—Credit Losses (Topic 326)—Targeted TranSitiomRelief was assessed
and rejected for statutory accounting purposes by the Working Group. For further details see Agenda Item
2019-28.

e ASU 2022-02 Financial Instruments—Credit Losses (Topic 326) Troubled Debt Restructurings and Vintage
Disclosures was assessed and rejected for statutory accounting purpgses by, the Working Group. For further
details see Agenda Item 2022-10.

e  ASU 2022-01 Derivatives and Hedging (Topic 815) Fair Value Hedging—Portfolio Layer Method was
assessed and adopted with modification for statutory accounting.purposes by the Working Group. For
further details see Agenda Item 2022-09.

Agenda item 2016-20 was started on CECL and last exposed for cemment on August 4, 2018.

Information or issues (included in Description ofIssue)notpreviously contemplated by the Working Group:
None.

Convergence with International Financial Reporting Standards (IFRS):

The credit losses project began as a joint project with the IASB, but the Boards determined that convergence was
not possible in 2012 due to the differiigtneeds of their respective stakeholder groups. The IASB issued /FRS 9,
Financial Instruments in July 2014, The FASB and IASB both sought to respond to concerns identified pertaining
to the delayed recognition of creditylosses; however, the IASB’s stakeholders strongly preferred an impairment
model that uses a dual measurement approach, while U.S. stakeholders strongly preferred the current expected
credit loss model.

The main difference between ASU 2016-13 and IFRS 9 relates to the timing of recognition of expected losses. The
ASU requires thatthe full amount of expected credit losses be recorded for all financial assets measured at amortized
cost, whereas IFRS 9 requires an allowance for credit losses equal to 12 months of expected credit losses until there
is a significant increase in credit risk, at which point lifetime expected losses are recognized. Consequently, the
allowance for credit losses as measured and recorded under the ASU will be accounted for differently under GAAP
than under IFRS and will have a different effect on the financial statements.

Staff Recommendation:

Based on the Staff Analysis detailed on Pages 6-7, Staff recommends that the Working Group move this item
to the active listing, categorized as a SAP clarification, and expose revisions to reject ASU 2016-13
Measurement of Credit Losses on Financial Instruments and other related ASUs (see “Subsequent Revisions”
on page 5) within the following SSAPs:

o  SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments
SSAP No. SR—Liabilities, Contingencies and Impairments of Assets
o SSAP No. 22R—Leases
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SSAP No. 26R—Bonds

SSAP No. 32R—Preferred Stock

SSAP No. 34—Investment Income Due and Accrued

SSAP No. 37—Mortgage Loans

SSAP No. 39—Reverse Mortgages

SSAP No. 41R—Surplus Notes

SSAP No. 43R—Loan and Asset Backed Securities

SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance
SSAP No. 62R—Property and Casualty Reinsurance

SSAP No. 86—Derivatives

SSAP No. 103R—Transfer/Service of Financial Assets

SSAP No. 105R—Working Capital Finance Investments

INT 06-07: Definition of the Phrase “Other Than Temporary

Staff also recommends modifying INT 06-07: Definition of Phrase “Other Than
companies should adhere to the impairment guidance detailed within the, SS:
GAAP guidance prior to the FASB’s issuance of ASU 2016-13.

ary” to clarify that
ch may reflect U.S.

Agenda item 2016-20 was started on CECL and last exposed for com t on*August 4, 2018. Agenda item
2016-20 was reviewed by NAIC Staff, and we recommend it bg osed and replaced by this new
agenda item.

Proposed Revisions to SSAP No. 2R—Cash, Cash Equivalz&&ws nd Short-Term Investments

Relevant Literature L 2 6

21. This statement rejects ASU 2016-13 Figh wiuments—Credit Losses (Topic 326), Measurement of
Credit Losses on Financial Instruments, A % 9 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codifieatin Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Toplc 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
opic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Figang tritments. Companies should continue to apply the relevant statutory
accounting impairment guidance, m reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-
13 and other related ASUs.

Proposed Revisions to S, ‘R—Liabilities, Contingencies and Impairments of Assets

ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses ial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit, Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial InstrumentS—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments. Companies should continue to apply the relevant statutory
accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-
13 and other related ASUs.

43. This stateme

Proposed Revisions to SSAP No. 22R—Leases

53. This statement rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
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ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments. Companies should continue to apply the relevant statutory
accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-
13 and other related ASUs.

Proposed Revisions to SSAP No. 26R—Bonds

33. This statement rejects the GAAP guidance for debt securities, which is contained in ASU 2020-08,
Codification Improvements to Subtopic 310-20, Receivables — Nonrefundable Fees and Other Costs, ASU 2018-03,
Recognition and Measurement of Financial Assets and Financial Liabilities, ASU 2017-08, Premium Amortization
on Purchased Callable Debt Securities, ASU 2016-01, Financial Instruments — Overall, FASB Statement No. 1135,
Accounting for Certain Investments in Debt and Equity Securities, FASB Statement No. 91, Accounting for
Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases,
FASB Emerging Issues Task Force No. 89-18, Divestitures of Certain Investment Securities toxan Unregulated
Commonly Controlled Entity under FIRREA, and FASB Emerging Issues Task Force No Impact of Certain
Transactions on Held-to-Maturity Classifications Under FASB Statement No. 5. Statement rejects ASU

Codification Improvements to Topics 326, 815, 825, ASU 2019-10 Financjal 18 ents—Credit Losses (Topic
326), Derivatives and Hedging (Topic 815), and Leases (Topic 842). AS () Codification Improvements to

Proposed Revisions to SSAP No. 32R—Preferred Stock \
21. This statement rejects ASU 2018-03, Recoghiti easurement of Financial Assets and Financial
al

Liabilities, ASU 2016-01, Financial Instrument ‘ASB Statement No. 115, Accounting for Certain
erging Issues Task Force No. 86-32, Early Extinguishment

Instruments.

Losses, ASU 2019-04 Codificatio D ements to Topics 326, 815, 825, ASU 2019-10 Financial Instruments—
Credit Losses (Topic 326
Codification Improvements opic 326, Financial Instruments—Credit Losses, and ASU 2020-03 Codification
Improvements to Financg

Proposed Revisions ‘AP No. 34—Investment Income Due and Accrued

9. This statement adopts FASB Staff Position 115-1/124-1, The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments, paragraph 16, with modification to be consistent with
statutory language in the respective statutory accounting statements. This statement rejects ASU 2016-13 Financial
Instruments—Credit Losses (Topic 326), Measurement of Credit Losses on Financial Instruments, ASU 2018-19
Codification Improvements to Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification
Improvements to Topics 326, 815, 825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326),
Derivatives and Hedging (Topic 815), and Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic
326, Financial Instruments—Credit Losses, and ASU 2020-03 Codification Improvements to Financial Instruments.
Companies should continue to apply the relevant statutory accounting impairment guidance, which may reflect U.S.
GAAP guidance prior to FASB’s issuance of ASU 2016-13 and other related ASUs.

Proposed Revisions to SSAP No. 37—Mortgage Loans

© 2023 National Association of Insurance Commissioners 13 Page 2051 of 2278



Ref #2023-24

31. This statement rejects FASB Statement No. 91, Accounting for Nonrefundable Fees and Costs Associated
with Originating or Acquiring Loans and Initial Direct Costs of Leases, FASB Emerging Issues Task Force No. 88-
17, Accounting for Fees and Costs Associated with Loan Syndications and Loan Participations, and AICPA Practice
Bulletin 6, Amortization of Discounts on Certain Acquired Loans. This statement rejects ASU 2016-13 Financial
Instruments—Credit Losses (Topic 326), Measurement of Credit Losses on Financial Instruments, ASU 2018-19
Codification Improvements to Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification
Improvements to Topics 326, 815, 825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326),
Derivatives and Hedging (Topic 815), and Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic
326, Financial Instruments—Credit Losses, and ASU 2020-03 Codification Improvements to Financial Instruments.

Proposed Revisions to SSAP No. 39—Reverse Mortgages

Relevant Literature

17. This statement rejects ASU 2016-13 Financial Instruments—Credit Losses (T, . Measurement of
Credit Losses on Financial Instruments, ASU 2018-19 Codification Improveni@n ol opic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to To 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (ToOwpic8#5), and Leases (Topic 842),
ASU 2019-11 Codification Improvements to Topic 326, Financial Instrum edit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments.

Proposed Revisions to SSAP No. 41R—Surplus Notes xn\

22. This statement rejects AICPA Practice Bulletin Nogi 5, ting by the Issuer of Surplus Notes, which
requires surplus notes to be accounted for as debt and thatdnterest be accrued over the life of the surplus note,
irrespective of the approval of interest and principal payment he insurance commissioner. This statement rejects
ASU 2016-13 Financial Instruments—Credit bopis 326), Measurement of Credit Losses on Financial
Instruments, ASU 2018-19 Codification Impro v Topic 326, Financial Instruments—Credit Losses, ASU
2019-04 Codification Improvements to Topics 320 825, ASU 2019-10 Financial Instruments—Credit Losses
(Topic 326), Derivatives and Hedging elopic 815), and Leases (Topic 842), ASU 2019-11 Codification
Improvements to Topic 326, Financial rients—Credit Losses, and ASU 2020-03 Codification Improvements

to Financial Instruments.

0. 43R—Loan-Backed and Structured Securities

540,

Proposed Revisions t

58. This stateMent rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments.

Proposed Revisions to SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance

88. This statement rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
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ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments. Companies should continue to apply the relevant statutory
accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-
13 and other related ASUs.

Proposed Revisions to SSAP No. 62R—Property and Casualty Reinsurance

129.  This statement rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments. Companies should continue to apply relevant statutory
accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s48suange of ASU 2016-

13 and other related ASUs. O
L 4

Proposed Revisions to SSAP No. 86—Derivatives \

73. This statement rejects 2020-06, Debt—Debt with Conversion and Othx
Derivatives and Hedging—Contracts in Entity’s Own Equity (Subto'
Instruments and Contracts in an Entity’s Own Equity, ASU 2020-Q
Investments—Equity Method and Joint Ventures (Topic 323), and
the Interactions between Topic 321, Topic 323 and Topic 815,

Financial Assets and Financial Liabilities, and ASU 2016-0
Combinations, Consolidation, Derivatives and Hedgi 1

ons (Subtopic 470-20) and
-40), Accounting for Convertible
i —Equity Securities (Topic 321),
es'and Hedging (Topic 815), Clarifying
-03, Recognition and Measurement of
tangibles—Goodwill and Other, Business
atement rejects ASU 2016-13 Financial
Losses on Financial Instruments, ASU 2018-19

inancial Instruments—Credit Losses (Topic 326),
e 842), ASU 2019-11 Codification Improvements to Topic
326, Financial Instruments—Credit Losses, and AS@I20-03 Codification Improvements to Financial Instruments.
Companies should continue to apply the r ant statutory accounting impairment guidance, which may reflect U.S.
GAAP guidance prior to FASB’s issu SU 2016-13 and other related ASUs.

Proposed Revision

o. 103R—Transfer/Service of Financial Assets

134.  This st ects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses on SWinancial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments. Companies should continue to apply the relevant statutory
accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-
13 and other related ASUs.

Proposed Revisions to SSAP No. 105R—Working Capital Finance Investments
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Relevant Literature

32. This statement rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of
Credit Losses on_Financial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10
Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842),
ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments.

Proposed Revisions to INT 06-07: Definition of Phrase “Other Than Temporary”
INT 06-07 Discussion
13. On xx/xx/2024, the Working Group rejected ASU 2016-13 Measurement of Credif LoSses on Financial

Instruments and other related ASUs. As a result, companies should continue to apphy the relevant statutory
accounting impairment guidance, which may reflect prior U.S. GAAP guidance.

Staff Review Completed by:
NAIC Staff — William Oden, September 2023

Status:

On December 1, 2023, the Statutory Accounting Principles (E) Werking,Group moved this agenda item to the active
listing, categorized as a SAP clarification and exposed this agenda item to reject ASU 2016-13, ASU 2018-19,
Codification Improvements to Topic 326, Financial Instruments—Credit Losses, ASU 2019-04, Codification
Improvements to Topics 326, 815, 825, ASU 2019-10_Financial Instruments—Credit Losses (Topic 326),
Derivatives and Hedging (Topic 815), and Leases (Lopie,842)§ASU 2019-11 Codification Improvements to Topic
326, Financial Instruments—Credit Losses, andASU 2020-03 Codification Improvements to Financial Instruments,
within INT 06-07: Definition of Phrase “Other Than Temporary” and fifteen applicable SSAPs which are detailed
above. The Working Group also moved agenda item 2026-20, which was started to address CECL, to the disposed
listing. The Working Group directed NAIC staff to research how best to maintain pre-CECL GAAP impairment
guidance for posterity.

On December 11, 2023, the Working Group chair approved an accelerated comment deadline that was requested
by industry after the December 1, 2023 meeting. As a result, the comment deadline for the Fall National Meeting
exposure of agenda item 2023-24 was shortened from February 4, 2024 to December 29, 2023, to allow the Working
Group the ability to formallyirejeet CECL and other related ASUs in January 2024.

On January 10,,2024, the Working adopted, as final, the exposed revisions, as detailed below, to INT 06-07 and
SSAP Nos. 2R, SR, 22R326R, 32R, 34, 37, 39, 41R, 61R, 62R, 86, 103R, and 105R to reject ASUs 2016-13, 2018-
19, 2019-04, 2019-10, 2019-11, and 2020-03 as not applicable to statutory accounting. The Working Group also
reiterated its direction to NAIC staff to research and prepare a document to maintain pre-CECL GAAP impairment
guidance for posterity.

Note on January 10, 2024, Exposed Revisions: Subsequent to the Fall National Meeting Exposure, additional
consistency revisions were made to the proposed revisions and are shown highlighted grey below for January 10,
2024, discussion. The sentence directing companies to continue applying the relevant statutory accounting
impairment guidance was originally excluded from any revised SSAPs which was within scope of INT 06-07 as the
INT already had this sentence. Staff later determined that it would be clearer and cleaner to have this sentence
within all revised SSAPs. Additionally, Staff adjusted each of the revised SSAPs to specifically denote the effective
date of the rejection.
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Proposed Revisions to SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments

Relevant Literature

21. Effective December 31, 2023,-Fthis statement rejects ASU 2016-13 Financial Instruments—Credit Losses
(Topic 326), Measurement of Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to
Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815,
825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and
Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification Improvements to Financial Instruments. Companies should continue to apply the
relevant statutory accounting impairment guidance, which may reflect U.S. GAAP guida prior to FASB’s
issuance of ASU 2016-13 and other related ASUs.

Proposed Revisions to SSAP No. 5R—Liabilities, Contingencies and Impairments o,

relevant statutory accounting impairment guidance, which Y
1ssuance of ASU 2016-13 and other related ASUs.

L 4
Proposed Revisions to SSAP No. 22R—Leases \6

Topic 326, Financial Instruments—Credi,
825, ASU 2019-10 Financial Instrumes
Leases (Topic 842), ASU 2019-1 Co

@kedit Losses (Topic 326), Derivatives and Hedging (Topic 815), and

on Improvements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification In m aelts to Financial Instruments. Companies should continue to apply the
relevant statutory accounting,impaifaent guidance, which may reflect U.S. GAAP guidance prior to FASB’s
issuance of ASU 2016-13 a%er related ASUs.

o. 26R—Bonds

33. This st jects the GAAP guidance for debt securities, which is contained in ASU 2020-08,
Codification Impr ents to Subtopic 310-20, Receivables — Nonrefundable Fees and Other Costs, ASU 2018-03,
Recognition and Measurement of Financial Assets and Financial Liabilities, ASU 2017-08, Premium Amortization
on Purchased Callable Debt Securities, ASU 2016-01, Financial Instruments — Overall, FASB Statement No. 1135,
Accounting for Certain Investments in Debt and Equity Securities, FASB Statement No. 91, Accounting for
Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases,
FASB Emerging Issues Task Force No. 89-18, Divestitures of Certain Investment Securities to an Unregulated
Commonly Controlled Entity under FIRREA, and FASB Emerging Issues Task Force No. 96-10, Impact of Certain
Transactions on Held-to-Maturity Classifications Under FASB Statement No. 115. Effective December 31, 2023,
Tthis statement rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of Credit
Losses on Financial Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial Instruments—
Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10 Financial
Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842), ASU 2019-
11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03 Codification

Proposed Revision
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Improvements to Financial Instruments. Companies should continue to apply the relevant statutory accounting
impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-13 and other
related ASUs.

Proposed Revisions to SSAP No. 32R—Preferred Stock

21. This statement rejects ASU 2018-03, Recognition and Measurement of Financial Assets and Financial
Liabilities, ASU 2016-01, Financial Instruments — Overall, FASB Statement No. 115, Accounting for Certain
Investments in Debt and Equity Securities and FASB Emerging Issues Task Force No. 86-32, Early Extinguishment
of a Subsidiary’s Mandatorily Redeemable Preferred Stock. This statement adopts FASB Staff Position 115-1/124-
1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments, paragraph 16,
with modification to be consistent with statutory language in the respective statutory accounting statements.
Effective December 31, 2023.—Fthis statement rejects ASU 2016-13 Financial Instruments—@uedit Losses (Topic

(Topic 842), ASU 2019-11 Codification Improvements to Topic 326, Financia
ASU 2020-03 Codification Improvements to Financial Instruments. Compaale

1ssuance of ASU 2016-13 and other related ASUs.

*
Proposed Revisions to SSAP No. 34—Investment Income Due d\r ed

ph 16, with modification to be consistent with
at nts. Effective December 31, 2023.-Fthis statement
Popic 326), Measurement of Credit Losses on Financial

9. This statement adopts FASB Staff Position 15: , The Meaning of Other-Than-Temporary

(Topic 326), Derivatives and Hedging 4f
Improvements to Topic 326, Financialss
to Financial Instruments. Companie @ Id continue to apply the relevant statutory accounting impairment
guidance, which may reflect U.
ASUs.

Proposed Revisions to 7—Mortgage Loans
31. This st en FASB Statement No. 91, Accounting for Nonrefundable Fees and Costs Associated
with Originatin ing Loans and Initial Direct Costs of Leases, FASB Emerging Issues Task Force No. 88-

17, Accounting for Fees and Costs Associated with Loan Syndications and Loan Participations, and AICPA Practice
Bulletin 6, Amortization of Discounts on Certain Acquired Loans. Effective December 31, 2023 ~Fthis statement
rejects ASU 2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement of Credit Losses on Financial
Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financial Instruments—Credit Losses, ASU
2019-04 Codification Improvements to Topics 326, 815, 825, ASU 2019-10 Financial Instruments—Credit Losses
(Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842), ASU 2019-11 Codification
Improvements to Topic 326, Financial Instruments—Credit Losses, and ASU 2020-03 Codification Improvements
to Financial Instruments. Companies should continue to apply the relevant statutory accounting impairment
guidance, which may reflect U.S. GAAP guidance prior to FASB’s issuance of ASU 2016-13 and other related
ASUs.

Proposed Revisions to SSAP No. 39—Reverse Mortgages
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Relevant Literature

17. Effective December 31, 2023, Fthis statement rejects ASU 2016-13 Financial Instruments—Credit Losses
(Topic 326), Measurement of Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to
Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 8135,
825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and
Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification Improvements to Financial Instruments. Companies should continue to apply the
relevant statutory accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s
issuance of ASU 2016-13 and other related ASUs.

Proposed Revisions to SSAP No. 41R—Surplus Notes

22. This statement rejects AICPA Practice Bulletin No. 15, Accounting by the Issuer of Surplus Notes, which
requires surplus notes to be accounted for as debt and that interest be accrued over theglifejof the surplus note,
fective December

31, 2023 -TFthis statement rejects ASU 2016-13 Financial Instruments—Credit La opiass 26), Measurement of
Credit Losses on_Financial Instruments, ASU 2018-19 Codification ImprQve o Topic 326, Financial
Instruments—Credit Losses, ASU 2019-04 Codification Improvements to ToP L 815, 825, ASU 2019-10

Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedgin3% 815), and Leases (Topic 842),

y i redit Losses, and ASU 2020-03
Codification Improvements to Financial Instruments. Companies cofitinue to apply the relevant statutory
accounting impairment guidance, which may reflect U.S. GAAP dliiddace®rior to FASB’s issuance of ASU 2016-

13 and other related ASUs. &
@

Proposed Revisions to SSAP No. 43R—Loan-Backe

58. Effective December 31, 2023.,-Fthis ..@ pjects ASU 2016-13 Financial Instruments—Credit Losses
(Topic 326), Measurement of Credit Losses on Finaucitl Instruments, ASU 2018-19 Codification Improvements to
Topic 326, Financial Instruments—Crediglosses, ASU 2019-04 Codification Improvements to Topics 326, 815,
825, ASU 2019-10 Financial Instrumeuy Qiedit Losses (Topic 326), Derivatives and Hedging (Topic 815), and
Leases (Topic 842), ASU 2019-1 C f ‘mprovements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification I ,@‘ waNts to Financial Instruments. Companies should continue to apply the
relevant statutory accounting impaiMment guidance, which may reflect U.S. GAAP guidance prior to FASB’s
issuance of ASU 2016-13 a% related ASUs.

ctured Securities

Proposed Revisions t 0. 61R—Life, Deposit-Type and Accident and Health Reinsurance

88. Effective Mgcember 31, 2023,—Fthis statement rejects ASU 2016-13 Financial Instruments—Credit Losses
(Topic 326), Measurément of Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to
Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 813,
825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and
Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification Improvements to Financial Instruments. Companies should continue to apply the
relevant statutory accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s
issuance of ASU 2016-13 and other related ASUs.

Proposed Revisions to SSAP No. 62R—Property and Casualty Reinsurance

129.  Effective December 31, 2023, Fthis statement rejects ASU 2016-13 Financial Instruments—Credit Losses
(Topic 326), Measurement of Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to
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Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 8135,
825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and
Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification Improvements to Financial Instruments. Companies should continue to apply the
relevant statutory accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s
issuance of ASU 2016-13 and other related ASUs.

Proposed Revisions to SSAP No. 86—Derivatives

73. This statement rejects 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20) and
Derivatives and Hedging—Contracts in Entity’s Own Equity (Subtopic 815-40), Accounting for Convertible
Instruments and Contracts in an Entity’s Own Equity, ASU 2020-01, Investments—Equity Securities (Topic 321),
Investments—Equity Method and Joint Ventures (Topic 323), and Derivatives and Hedging (Tepic 815), Clarifying
the Interactions between Topic 321, Topic 323 and Topic 815, ASU 2018-03, Recognltl and"Measurement of
Financial Assets and Financial L1ab111tles and ASU 2016-03, Intangibles—Good ther, Business
Combinations, Consolidation, Derivatives and Hedging. Effective December 31, 2023 | % tatement rejects ASU
2016-13 Financial Instruments—Credit Losses (Topic 326), Measurement Q o6 osses on_Financial
Instruments, ASU 2018-19 Codification Improvements to Topic 326, Financiq ents—Credit Losses, ASU

i nstruments—Credit Losses
(Topic 326), Derivatives and Hedging (Topic 815), and Leases ( ( ' ASU 2019-11 Codification

issuance of ASU 2016-13 a ther related ASUs.

o. 105R—Working Capital Finance Investments

32. Effective DeCember 31, 2023, Fthis statement rejects ASU 2016-13 Financial Instruments—Credit Losses
(Topic 326), Measurement of Credit Losses on Financial Instruments, ASU 2018-19 Codification Improvements to
Topic 326, Financial Instruments—Credit Losses, ASU 2019-04 Codification Improvements to Topics 326, 815,
825, ASU 2019-10 Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and
Leases (Topic 842), ASU 2019-11 Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
and ASU 2020-03 Codification Improvements to Financial Instruments. Companies should continue to apply the
relevant statutory accounting impairment guidance, which may reflect U.S. GAAP guidance prior to FASB’s
issuance of ASU 2016-13 and other related ASUs.

relevant statutory accoun‘u&pai nt guidance, which may reflect U.S. GAAP guidance prior to FASB’s

Proposed Revision

Relevant Liter

Proposed Revisions to INT 06-07: Definition of Phrase “Other Than Temporary”

INT 06-07 Discussion
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companies should continue to apply the relevant statutory accounting impairment guidance, which may reflect prior

U.S. GAAP guidance.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/01 1-10-24/01 - 23-24 - ASU
2016-13 - CECL.docx
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Exhibit 1 — Summary of Changes from ASU 2016-13 and subsequent ASUs

ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs
Balance Sheet— 210-10 Removal of disclosure guidance link. 45-15
Overall
Comprehensive 220-10 Supersede content and amend AFS guidance link. 45-10A
Income—Overall 45-16A

55-15B
Statement of Cash 230-10 Amends guidance to say amortized e¢ostibasis. 45-21
Flows—Overall
Interim Reporting— 270-10 Amend guidance for new creditless\language and 50-1
Overall include references to transition guidanee.
Receivables—Overall 310-10 Amends guidance for new CECInlanguage, 05-1
supersedes (or transfers t0'326) several guidance 35-1 thru 49
paragraphs including OTTI, and adds new 35-53A thru C
guidance on PCD interest income. 45-1
45-4A
45-5
45-6
50-1 thru 35
55-1 thru 12
55-16 thru 22
Receivables— 310-20 Amends guidance for new CECL language and 15-3
Nonrefundable Fees supersedes OTTI guidance. 15-4
and Other Costs 35-9
60-1
60-2
Receivables—Loans 310-30 Supersedes entire subtopic and replaces with All

and Debt Securities
Acquired with

transition guidance.
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ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs

Deteriorated Credit
Quality

Receivables— 310-40 Amends guidance for new CECL language, 15-11
Troubled Debt supersedes OTTI guidance, and eliminates 15-12
Restructurings by exclusion of loan pools from the scope of 310-40. 35-Tthru 12
Creditors 40-3
50-1 thru 6
55-7
55-13 thru 15

Investments—Debt 320-10 Amends guidance for new CECL language and 15-4
Securities—Overall supersedes all OTTI and credit loss guidance. 15-9
15-10
35-1
35-17 thru 24
35-30
35-33A thru I
35-34 thru 37
35-43
40-1
40-2
45-7 thru 9A
50-1 thru 8B
55-16 thru 19
55-21A thru 23

Investments—Equity 323-10 Amendment conforms terminology to match 35-25
Method and Joint CECL guidance. 55-30
Ventures—Overall 55-34
55-38
55-42
55-44
55-46
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ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs
Investments—Other— 325-40 Amends guidance for new CECL language and 15-3
Beneficial Interests in supersedes all OTTI and credit loss guidance. 15-4
Securitized Also adds specific guidance for benefit interests 25-2
Financial Assets acquired as with PCD and adds a requirement to 30-1 thru 2

use the PV of future cash flows to measure 35-2thru 4C
expected credit losses for benefit interests. 35-6
35-6A thru 10B
35-13
35-14
55-1
Financial 326-10 Creates Topic 326 codification; not€ that some All
Instruments—Credit 326-20 guidance was moved from existifig codification
Losses 326-30 for inclusion within 326 and these transfers are
underlined. Note that AFS and'HTM
classifications are notapplicable for statutory
accounting purposes.
Contingencies—Loss 450-20 Amendment conforms, tesminology to match 15-2
Contingencies CECL guidancg and includes codification links to 50-2A
topic 326. 60-2
60-3
Guarantees—Overall 460-10 Amendment conforms terminology to match 25-2
CECL guidance and requires that guarantees 25-3
withif' the scope of 326 must bifurcate the 30-5
instruments and apply Topic 326 guidance to the 35-3
contingent portion and Topic 460 to the non- 35-4
contingent portion. 45-1
50-4
50-5
55-21
55-22
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ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs

Debt —Troubled Debt 470-60 Amendment conforms terminology to match 15-3

Restructurings by CECL guidance. 15-12

Debtors

Revenue from 606-10 Amendment conforms terminology to match 45-3

Contracts with CECL guidance and includes codification links to 45-4

Customers—Overall topic 326. 50-4
55-108
55-109
55-231
55-237
55-239

Business 805-20 Amendment conforms terminology to,match 30-2

Combinations— CECL and guidance on recording PCD assets 30-4 thru 4B

Identifiable Assets which are within the scope OffCECL or are 30-10

and Liabilities, and purchased with credit"deterioration. Additionally, 30-12

Any Noncontrolling guidance was simplified for indemnification 30-26

Interest assets arising from government-assisted 35-4B

acquisitions of@ financial institution.

Consolidation— 810-10 Amendment,conforms terminology to match 30-8C

Overall CECI guidance.

Derivatives and 815-10 Amends, guidance for new CECL language and 35-5

Hedging—Overall supersedesyOTTI guidance.

Derivatives and 815-15 Amends OTI guidance to instead direct reader to 25-5

Hedging—Embedded Topic326.

Derivatives

Derivatives and 815-25 Amendments conforms terminology to match 35-10 thru 12

Hedging—Fair Value CECL guidance and includes codification links to 55-85 thru 90

Hedges topic 326.

Derivatives and 815-30 Amendment conforms terminology to match 35-42

Hedging—Cash Flow CECL guidance. 35-43

Hedges
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ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs

Fair Value 820-10 Amendment conforms terminology to match 55-92

Measurement— CECL guidance.

Overall

Financial 825-10 Amendment conforms terminology to match 052

Instruments—Overall CECL guidance and supersedes old credit loss 25-4
guidance. 35-1 thru 3

55-8
55-10

Foreign Currency 830-20 Amendment conforms terminology to match 35-6

Matters—Foreign CECL guidance and supersedes old AES/guidance 35-7

Currency Transactions for foreign currency debt securities.

Interest—Overall 835-10 Amendment supersedes interest ingome 60-2
recognition on impaired or deteriorated credit 60-3
quality loans.

Leases—Lessor 842-30 Amendment conforms terminelogy to match 25-2
CECL guidance andsstpersedeS impairment 25-6
guidance/terminology with credit loss guidance. 25-9

35-3
40-2

Leases—Leveraged 842-50 Amendment removes original OTTI reference and 50-2

Lease Arrangements adds codification references to Topic 326.

Subsequent Events— 855-10 Amendment conforms terminology to match 55-1

Overall CEE€L guidance and remove examples now 55-2
subject to Topic 326.

Transfers and 860-20 Amendment conforms terminology to match 30-2

Servicing—Sales of CECL guidance and adds reference links to Topic 35-3

Financial Assets 326 for the sale of financial assets which are 35-9
receivables, purchased financial asset with credit 50-5
deterioration, or is a beneficial interest that meets 55-19
the criteria in paragraph 325-40-30-1A.

Financial Services— 942-230 Amendment terminology in implementation 55-2

Depository and illustration to match CECL guidance. 55-4

© 2023 National Association of Insurance Commissioners 26

Ref #2023-24

Page 2064 of 2278



ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs
Lending—Statement
of Cash Flows
Financial Services— 942-310 Amendment conforms terminology to match 05-1
Depository and CECL guidance and supersedes impairment 054
Lending— guidance. 25-1
Receivables 35-1
55-1
Financial Services— 944-20 Amendment removes impairment 55-37
Insurance—Insurance guidance/terminology.
Activities
Financial Services— 944-80 Amendment supersedes impairment and 25-9
Insurance—Separate unrealized gain/loss guidance/terminology with 55-11
Accounts credit loss guidance. 55-16
Financial Services— 944-310 Amendment conforms termindlogyite match 35-3
Insurance— CECL guidance and addsgequirement to assess 35-4
Receivables credit losses on insuranée, regeivables and 35-6
references to Topi€,326. 45-4
45-4A
Financial Services— 948-310 Amendment conforms terminology to match 30-1
Mortgage Banking— CECL guidancewand supersedes impairment 30-4
Receivables guidafice with Topic 326. 35-1 thru 3
35-5
35-5A
50-1
Health Care Entities— 954-225 Amendment replaces impairment reference with 45-8
Income Statement credit loss language.
Health Care Entities— 9545310 Amendment replaces uncollectible accounts 30-1
Receivables guidance with credit loss guidance. 35-1
Not-for-Profit 958-320 Amendment replaces impairment guidance with 55-5
Entities— credit loss guidance.

Investments—Debt
and Equity Securities
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ASU 2016-13 Financial Instruments—Credit Losses (Topic 326)

Topic Codification Abbreviated Summary of Change Related Paragraphs
Not-for-Profit 958-325 Amendment replaces impairment guidance with 30-1
Entities— credit loss guidance. 35-1
Investments—Other
Real Estate—Time- 978-310 Amendment replaces uncollectible accounts 355
Sharing Activities— guidance with credit loss guidance. 35-6

Receivables
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ASU 2018-19 Codification Improvements to Topic 326,

Financial Instruments—Credit Losses

Topic Codification Abbreviated Summary of Change Related Paragraphs
Financial 326-10 Extends effective date of CECL from 2020 to 63:1
Instruments—Credit 2021.

Losses—Overall

Financial 326-20 Add clarification that operating lease receivables 15-3

Instruments—Credit are in scope of Topic 842.

Losses—Measured at

Amortized Cost

Various Various Amend the transition dates of all pefiding content Various
paragraphs that link to transition guidance
paragraph 326-10-65-1 from 2020 t6,2027.
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic Codification Abbreviated Summary of Change Related Paragraphs
Financial 326-20 The amendments related to accrued interest 30-5
Instruments—Credit & receivables provide an entity with the ability to 30:=5A
Losses—Measured at 326-30 measure an allowance for credit losses on accrued 35-8A
Amortized Cost interest receivables separately from the allowance 45-5
& for credit losses on the other components of the S0:3A thru 3D
Financial amortized cost basis and to make certain
Instruments—Credit accounting policy elections and apply a practical 30-1A
Losses—Available- expedient to operationalize the amendments m 30-1B
for-Sale Debt Update 2016-13. 35-13A
Securities 45-1

50-3A thru 4

Receivables—Overall 310-10 The amendments related to transfers between 35-47 thru 48B

& & classifications or categories for nonmortgage 45-2

Investments—Debt 320-10 loans and debt securities provide an entity with

Securities—Overall & guidance on how tosccount for the allowance for 35-10 thru 10B

& 326-20 credit losses or the'waluation allowance when 35-15

Financial & transferring loans anddebt securities. 35-16

Instruments—Credit 948-10 45-8B

Losses—Measured at 55-24

Amortized Cost 55-25

&

Financial Services— 35-7

Mortgage Banking—

Receivables 30-4
35-2A
35-5A

45-2

Financial 326-20 The amendments clarify that an entity should 30-1

Instruments—Credit & consider expected recoveries when measuring the 35-4

Losses—Measured at 326-30 allowance for credit losses by superseding the 35-5

Amortized Cost guidance in paragraphs 326-20-35-8 through 35-9 35-8

& that may have precluded an entity from 35-9
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic Codification Abbreviated Summary of Change Related Paragraphs
Financial considering recoveries when estimating expected 50-13
Instruments—Credit credit losses on financial assets measured at 55-52
Losses—Available- amortized cost basis. Additionally, the
for-Sale amendments clarify that expected recoveries of 35-12
Debt Securities amounts previously written off and expected to be 35-13

written off should be included in the valuation

account and should not exceed the aggregate of

amounts previously written off and expected to‘be

written off by the entity.
Receivables— 310-40 The amendment clarifies paragraph 310-40-55-14 55-14
Troubled Debt by removing the incorrect cross-reference,to
Restructurings by paragraph 326-20-35-2 and, instead, properly
Creditors cross-referencing paragraphs 326-20<35-4

through 35-5, which require that anyentity use 41

the fair value
Investments—Equity 323-10 The amendment to paragraph 323-10-35-26 35-24
Method and Joint clarifies the guidance by including references to 35-26
Ventures—Overall both Subtopic 326-20 Financial Instruments—

Credit Losses—#Mecasured at Amortized Cost, and

Subtopic 326-30, Financial Instruments—Credit

Losses—Available-for-Sale Debt Securities, to

require the subsequent measurement of credit

losses on financial assets after the guidance on

equity method losses is applied.
Financial 326-20 The amendments clarify that reinsurance 05-1
Instruments—Credit recoverables that result from insurance 15-2
Losses—Measured at transactions that are within the scope of Topic
Amortized Cost 944, Financial Services—Insurance, are within

the scope of Subtopic 326-20 even if those

reinsurance recoverables are measured on a net

present value basis in accordance with Topic 944.
Financial 326-20 The amendments clarify the Board’s intent for 30-4
Instruments—Credit & how an entity should determine the effective
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic Codification Abbreviated Summary of Change Related Paragraphs
Losses—Measured at 326-30 interest rate and estimated expected future cash 35-11
Amortized Cost flows by removing the prohibition in the guidance
& and requiring that the projections used for
Financial determining the effective interest rate also be
Instruments—Credit used in determining the estimated expected future
Losses—Auvailable- cash flows. The amendments also clarify that if
for-Sale Debt an entity projects future interest rate
Securities environments when using a discounted cash flow

method to measure expected credit losses on

variable-rate financial instruments, thén the'entity

should adjust the effective interest rate to

consider the timing (and changes in(the'timing) of

expected cash flows resulting from expected

prepayments.
Financial 326-20 The amendments in paragraph326-20-30-4A 30-4A
Instruments—Credit & permit an entity to makeyan‘accounting policy
Losses—Measured at 326-30 election to adjust the effective interest rate used 35-7A
Amortized Cost to discount expected eash/iflows of a financial
& asset. The amefidments-also clarify that an entity
Financial should not adjust the effective interest rate used
Instruments—Credit to diseount expected cash flows for subsequent
Losses—Auvailable- changes,in‘expected prepayments if the financial
for-Sale Debt asset is restructured in a troubled debt
Securities réstructuring.

Paragraph 326-30-35-7A was also amended to

allow an entity to make an accounting policy

election to adjust the effective interest rate used

to discount expected cash flows of a debt security

classified as available-for-sale
Financial 326-20 The amendments clarify the guidance and align 35-4
Instruments—Credit the measurement of credit losses using fair value 35-5

Losses—Measured at
Amortized Cost

of collateral when foreclosure is probable and
when an entity elects the collateral-dependent
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic

Codification

Abbreviated Summary of Change

Related Paragraphs

practical expedient by adding a requirement to
adjust the fair value of the collateral for estimated
costs to sell in paragraph 326- 20-35-4.
Additionally, the amendments clarify the
guidance that when an entity adjusts the fair value
of the collateral for the estimated costs to sell, the
estimated costs to sell should be undiscounted if
the entity intends to sell rather than operate the
collateral.

Derivatives and
Hedging—Hedging—
General

&

Derivatives and
Hedging—Fair Value
Hedges

815-20

815-25

The amendments clarify that an entitytmay
measure the change in fair value of a hedged item
using an assumed term only for changes
attributable to interest rate risk. Theyaalso clarify
that an entity may measure the*change in the fair
value of the hedged iten attrib@itable to interest
rate risk using an assumed term*when the hedged
item is designateddn a hedge of both interest rate
risk and foreign exchange'risk. In addition, the
amendments clarify that one or more separately
designated partial term fair value hedging
relatignships of\a single financial instrument can
be outstanding/at the same time.

25-12

35-13B
55-99

Derivatives and
Hedging—Fair Value
Hedges

815-25

The amendments clarify that an entity may, but is
notirequired to, begin to amortize a fair value
hedge'basis adjustment before the fair value
hedging relationship is discontinued. They also
clarify that if an entity elects to amortize the basis
adjustment during an outstanding partial-term
hedge, the basis adjustment should be fully
amortized by the hedged item’s assumed maturity
date in accordance with paragraph 815-25-35-
13B.

35-9A
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic Codification Abbreviated Summary of Change Related Paragraphs
Derivative and 815-10 The amendments clarify that an entity should 4EE
Hedging—Overall disclose available-for-sale debt securities at their

amortized cost and that fair value hedge basis

adjustments related to foreign exchange risk

should be excluded from the disclosures required

by paragraph 815-10-50-4EE.
Derivatives and 815-30 The amendment clarifies that an entity should 35-26
Hedging—Cash Flow consider the contractually specified interest raté
Hedges being hedged when applying the hypothetical

derivative method.
Derivative and 815-10 The amendments clarify that a not-fog-profit 15-1
Hedging—Overall & entity that does not separately report earnings is
& 815-20 not permitted to elect the amortiZation approach 15-1
Derivatives and for amounts excluded from th€"assessment of 25-12
Hedging—Hedging— effectiveness under fair valuesdiedge accounting.
General The amendments alsetipdate, the cross-references

in paragraph 815-10-15-1to further clarify the

scope of Topic 815, Derivatives and Hedging, for

entities that do ot report earnings separately.
Derivatives and 815-20 The amendments, clarify that a private company 25-139
Hedging—Hedging— that ig'/not a financial institution as described in 25-143

General

paragraph 942<320-50-1 should document the
analysis supporting a last-of-layer designation
congurrently with hedge inception. The
amendments also clarify that not-for-profit
entities (except for not-for-profit entities that
have issued, or are a conduit bond obligor for,
securities that are traded, listed, or quoted on an
exchange or an over-the-counter market) qualify
for the same 60 subsequent quarterly hedge
effectiveness assessment timing relief for which
certain private companies qualify in accordance
with paragraph 815-20-25-142.
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic Codification Abbreviated Summary of Change Related Paragraphs
Derivatives and 815-20 The amendments clarify that the application of 55-33G
Hedging—Hedging— the first payments-received cash flow hedging
General technique to changes in overall cash flows on a

group of variable interest payments continues to

be permitted under Topic 815, Derivatives and

Hedging.
Derivatives and 815-20 The amendments clarify various provisions to the 65-3
Hedging—Hedging— amendments in Update 2017-12. 65-5
General
Investments—Debt 320-10 The amendments clarify the guidancefin 15-3
Securities—Overall & paragraphs 320-10-15-3 and 321-10-15-3;
& 321-10 including adding health and welfate plans to the 15-3
Investments—Equity list of entities for which Topic 320,
Securities—Overall Investments—Debt Securitigs;docs,not apply.
Investments—Debt 320-10 The Board intended to eliminate all fair value 50-5
Securities—Overall & disclosures for finaneialassets Measured at 50-5A
& 942-320 amortized cost basis for entities other than public
Financial Services— business entities through the amendments in 50-3
Depository and Update 2016-01. The amendments clarify the 50-3A
Lending— guidance inparagraph 320-10-50-5 by
Investments—Debt eliminating therequirement for entities other than
and Equity Securities public’business entities to disclose aggregate fair

vialue of held-to maturity debt securities.
Investments—Equity 321-10 The,amendments clarify that all adjustments 35-2
Securities—Overall made under the measurement alternative upon the 50-2B

identified remeasurement events should be

accounted for in accordance with Topic 820.
Foreign Currency 830-10 The amendments clarify that an entity is required 45-18
Matters—Overall & to follow paragraph 830-10-45-18 for equity
& 825-10 securities without readily determinable fair values 65-5
Financial accounted for under the measurement alternative

Instruments—OQOverall

in accordance with paragraph 321-10-35-2.
Paragraph 830-10-45-18 requires remeasurement
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ASU 2019-04 Codification Improvements to Topics 326, 815, and 825

Topic Codification Abbreviated Summary of Change Related Paragraphs

at historical exchange rates. The amendments to

paragraph 830-10-45-18(a)(1) and (a)(2) are not

intended to change items that should be

remeasured at historical exchange rates.
Financial 326-20 The amendments require an entity to present the 50-6A
Instruments—Credit amortized cost basis of line-of-credit 50-7
Losses—Measured at arrangements that are converted to term loans in & 55-79
Amortized Cost separate column, as illustrated in Example 15.
Financial 326-20 The amendments clarify that an entity should 30-6
Instruments—Credit & consider extension or renewal optionsi(excluding
Losses—Measured at 326-10 those that are accounted for as a derivative in 65-1
Amortized Cost Topic 815) that are included in the,original or 65-2
& modified contract at the reporting date and are not

Financial unconditionally cancellable by“the entity.

Instruments—Credit
Losses—Overall
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ASU 2019-11 Codification Improvements to Topic 326,
Financial Instruments—Credit Losses

Topic

Codification

Abbreviated Summary of Change

Related Paragraphs

Financial
Instruments—Credit
Losses—Measured at
Amortized Cost

326-20

The amendment intends to clarify that
expected recoveries of amounts previously
written off and expected to be written off
should be included in the valuation account
and should not exceed the aggregate of
amounts previously written off and expected
to be written off by an entity. In addition, the
amendments clarify that when a method other
than a discounted cash flow method isyusedto
estimate credit losses, expected recovieries
should not include any amounts that result in
an acceleration of the noncredit'discount;
however, an entity may include ineéréases in
expected cash flows aftegacquisition

30-13 and 30-13A
55-86 thru 90

Financial
Instruments—Credit
Losses—Overall

326-10

The Board did notdntend toyintroduce
significant operational complexities when
measuring expected ¢redit losses on
preexisting teoubled debt restructurings. As a
result. thesamendment allows entities an
accounting policy election to calculate the
prepayment=adjusted effective interest rate on
preexisting troubled debt restructurings using
theyprepayment assumptions that exist as of
the date that an entity adopts the amendments
i Update 2016-13, instead of the
prepayment-adjusted effective interest rate
immediately before the restructuring date.

65-1

Investments—Debt
and Equity
Securities—OQOverall

320-10

The amendment provides a practical
expedient that allows an entity to exclude
accrued interest receivable balances from the
disclosure requirements in paragraphs 326-
20-50-4 through 50-22 and 326-30-50-4

50-2A
50-5C
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ASU 2019-11 Codification Improvements to Topic 326,
Financial Instruments—Credit Losses

Topic

Codification

Abbreviated Summary of Change

Related Paragraphs

through 50-10. The amendments in this
Update extend the disclosure relief for
accrued interest receivable balances as
permitted in Update 2019-04 to certain other
Topics in the Codification.

Financial
Instruments—Credit
Losses—Measured at
Amortized Cost

326-20

The amendment clarifies that an entity should
reasonably expect the borrower to continually
replenish collateral securing the financial
asset(s) in accordance with the contractual
terms of the financial asset to apply the
practical 15 expedient. An entity 4s.not
required to consider remote scenarios,in
making this determination,

35-6

Business
Combinations—
Identifiable Assets and
Liabilities, and Any
Noncontrolling Interest
&

Financial
Instruments—Credit
Losses—Overall

805-20

326-10

The amendment clarifiesyparagraph 805-20-
50-1 by removingthe cressteference to
Subtopic 310-30, Receivables—Loans and
Debt Securities Acquired with Deteriorated
Credit Quality, which was superseded by
Update 201613, The amendment instead
corréctly cross+references the guidance for
purchased fifnancial assets with credit
deterioration in Subtopic 326-20.

50-1

65-4
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ASU 2020-03 Codification Improvements to Financial Instruments

Topic Codification Abbreviated Summary of Change Related Paragraphs
Financial 825-10 Amendment clarifies that because financial 50-23A
Instruments—Overall assets and financial liabilities on which the 65-7

fair value option have been elected are
measured at fair value and not at amortized
cost basis, all entities are subject to the fair
value option disclosures in paragraphs 825-
10-50-24 through 50-32.
Fair Value 820-10 The amendments clarify the applicability of 35-2A
Measurement—Overall the portfolio exception in Subtopic 820-10; 35-18L
Fair Value Measurement—OQOverall, to
nonfinancial items accounted for as
derivatives under Topic 815, Detivatives
and Hedging.
Financial Services— 942-320 The amendments on certain/disclosures for 50-1
Depository and & depository and lending instit@tions clarify 50-3
Lending— 825-10 that the disclosure requircments in 50-3A
Investments—Debt and paragraphs 320-10-50-3"'and 320-10-50-5
Equity Securities through 50-5C apply. tothe disclosure 65-5
& requirements @n paragraphs 942-320-50-3
Financial through 50-3 Ax
Instruments—Overall
Debt—Modifications 470-50 The amendments clarify that paragraphs 40-17
and Extinguishments 470-50-40-17 through 40-18, which 40-18
describe the accounting for fees between the 40-21
debtor and creditor and third-party costs,
respectively, directly related to exchanges
or modifications of debt instruments,
reference paragraph 470-50-40-21 for the
accounting for modifications to or
exchanges of line-of-credit or revolving-
debt arrangements.
Fair Value 820-10 The amendment clarifies that the disclosure 50-2

Measurement—OQOverall

requirements in paragraph 820-10-50-2 do not
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Ref #2023-24

ASU 2020-03 Codification Improvements to Financial Instruments

Topic Codification Abbreviated Summary of Change Related Paragraphs

apply to entities using the net asset value per
share (or its equivalent) practical expedient.

Financial Instruments— 326-20 The amendments align the contractual term to 30-0A
Credit Losses— & measure expected credit losses for a net 55-8
Measured at Amortized 326-10 investment in a lease under Topic 326 to be

Cost consistent with the lease term determined under 65-4
& Topic 842.

Financial Instruments—
Credit Losses—Overall

Transfers and 860-20 The amendments relate to the interaction of the 25-13
Servicing—Sales of guidance in Topic 326 and Subtopic 860=20,
Financial Assets Transfers and Servicing—Sales of Financial

Assets. The amendments to Subtopic(860-20
clarify that when an entity regains‘control of
financial assets sold, an allowanee for credit

losses should be recorded in @ccordance with
Topic 326.
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Revisions to the
As of March 2024 Accounting Practices and Procedures Manual

On February 20, 2024, the Statutory Accounting Principles (E) Working Group adopted the following revisions to
the As of March 2024 Accounting Practices and Procedures Manual. Documents associated with these revisions
are linked to the reference items in bold text.

Collateral Loan Reporting
Adopted revisions to SSAP No. 2IR
SAP Clarification incorporate a collateral loan disclosure for year-
2023-28 SSAP No. 21R end 2024 to detail admitted and nonadmitted
Effective collateral loans in dance with the
Year End 2024 underlying collateral 0 the loan
2

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national meetings/a. national meeting materi; % -24/adoptions/00 - adoptions
toc.docx

2

’Q\\
N\

)

&
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Ref #2023-28

Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: Collateral Loan Reporting
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: This agenda item has been developed to propose an expansion of reperting for collateral
loans on Schedule BA to enable regulators the ability to quickly identify the type of eollatetal in support of
admittance of collateral loans in scope of SSAP No. 21R—Other Admitted Assets. This agenda item has been drafted
in response to comments that the current reporting detail on Schedule BA does notprovide sufficient clarity on the
type of collateral used in support of admittance of collateral loans. Furthermore, with, the;adoption of agenda item
2022-11, the statutory accounting guidance has been clarified that the collateral mustreflect a qualifying investment,
meaning that it would qualify for admittance if held directly by the insurer, Thisjamendment further clarified that
collateral that represents an investment in scope of SSAP No. 48—Joint Ventures, Pavrtnerships and Limited Liability
Companies or SSAP No. 97—Investments in Subsidiary, Controlled or (Affiliated Entities is required to be audited
consistent with the admittance requirements of those SSAPs.

As detailed within, this agenda item proposes new disclosure fequirements in SSAP No. 21R for collateral loans.
The new disclosure requirement is proposed to be satisfiedsby an, expansion of the reporting on Schedule BA, so
that the collateral loans are separated by the type of céllateralsinvestment that secures the loan. Additionally, a new
aggregated data-captured note is proposed to identify. theyadmitted and nonadmitted collateral loans by the type of
collateral that secures the loan.

Existing Authoritative Literature:
e SSAP No. 21R—Other Admitted Assets - (Tracking shows the edits adopted on Oct. 23, 2023.)

4, Collateral loans are unconditional obligations' for the payment of money secured by the pledge of
an_qualifying investment? and meet the definition of assets as defined in SSAP No. 4 and are admitted
assets to the extent they conferm to the requirements of this statement. The outstanding principal balance
on the loan and any related accrued interest shall be recorded as an admitted asset subject to the following
limitations:

ay Loean/dmpairment—Determination as to the impairment of a collateral loan shall be based
on current information and events. When it is considered probable that any portion of
amounts due under the contractual terms of the loan will not be collected the loan is
considered impaired. The impairment shall be measured based on the fair value of the
collateral less estimated costs to obtain and sell the collateral. The difference between the
net value of the collateral and the recorded asset shall be written off in accordance with
SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets;

b. Nonadmitted Asset—In accordance with SSAP No. 20—Nonadmitted Assets, collateral
loans secured by assets that do not qualify as investments which would otherwise be
admitted shall be nonadmitted. Further, any amount of the loan outstanding which is in
excess of the permitted relationship of fair value of the pledged investment to the collateral
loan shall be treated as a nonadmitted asset. To support the admissibility of collateral
loans, reporting entities shall maintain documentation sufficient to support the
reasonableness of the fair value measurement of the underlying collateral, which shall be
made available to the applicable domiciliary regulator and independent audit firm upon

request.
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Footnote 1: For purposes of determining a collateral loan in scope of this statement, a collateral loan does
not include investments captured in scope of other statements. For example, SSAP No. 26R—Bonds
includes securities (as defined in that statement) representing a creditor relationship whereby there is a
fixed schedule for one or more future payments. Investments captured in SSAP No. 26R that are also
secured with collateral shall continue to be captured within scope of SSAP No. 26R.

Footnote 2: A qualifying linvestment defined as those assets listed in Section 3 of Appendix A-001—
Investments of Reporting Entities which would, if held by the insurer, qualify for admittance. For example,
if the collateral would not qualify for admittance under SSAP No. 4 due to encumbrances or other third-
party interests, then it does not meet the definition of "qualifying" and the collateral loan, or any portion
thereof which is not adequately collateralized, is not permitted to be admitted. In the cases where the
collateral is an equity/unit investment in a joint venture, partnership, limited liability company, and or SCA is
pledged as collateral in a collateral loan, audited financial statements on a consistent annual basis are
always required in accordance with SSAP No. 48 and/or SSAP No. 97.

Effective Date and Transition

22, This statement is effective for years beginning January 1, 2001. A change resulting from the
adoption of this statement shall be accounted for as a change in accounting,pringiple in accordance with
SSAP No. 3—Accounting Changes and Corrections of Errors. The guidanceifor structured settlements
when the reporting entity acquires the legal right to receive payments is‘effective December 31, 2018. The
clarification regarding audits of qualifying collateral pledged for“@ollat@hal loans in the footnote 2 to
paragraph 4, requires applicable audits to be obtained for thed2023%epontifig period in the subsequent year.
In periods after year-end 2023, the audits of equity collatefal plf@dgedifor collateral loans are required to be
obtained for the reporting year in which it was pledged and amnualy thereafter. The annual audit lag shall
be consistent from period to period.

e A/S Blank and Instructions (This reflects what is propesed to be adopted in 2023-12BWG.)

Collateral Loans

Unaffiliated. ......coovireririeieree e et bbb 3199999
ATTIHAtEd. ..ot e 3299999

Collateral Loans

Include: Refer to SSAPNo#2 1R—Other Admitted Assets for a definition of collateral loans. Loans
that are backed by any form of collateral, regardless of if the collateral is sufficient to fully
covernthe loan, shall be captured in this category. Guidance in SSAP No. 21R shall be
followed,to determine nonadmittance.

In*the description column, the name of the actual borrower and state if the borrower is a
parent, subsidiary, affiliate, officer or director. Also include the type of collateral held.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups):

Agenda Item 2022-11: Collateral for Loans clarified guidance on the criteria for collateral in order for a
collateral loan to qualify as an admitted asset.

Blanks Agenda Item 2023-12BWG incorporates revisions as part of the bond project to capture debt
securities that do not qualify as bonds on Schedule BA. The revisions within this blanks item incorporate
minor revisions to the instructions for collateral loans.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:

None

© 2024 National Association of Insurance Commissioners 2 Page 2081 of 2278



Ref #2023-28
Convergence with International Financial Reporting Standards (IFRS): N/A

Recommendation:

NAIC staff recommend that the Working Group move this item to the active listing, categorized as a SAP
clarification, and expose this agenda item with proposed revisions to incorporate a new disclosure to SSAP
No. 21R, for initial reporting as of year-end 2024, and to sponsor a blanks proposal for a new data-captured
disclosure and to expand the reporting lines on Schedule BA to separate collateral loans by the type of
collateral that secures the loan. NAIC staff recommends that the Working Group direct a corresponding
blanks proposal to allow for concurrent exposure.

Proposed Revisions to SSAP No. 21R: (Only new edits are tracked. Prior adopted revisions are shown clean.)

4. Collateral loans are unconditional obligations’ for the payment of money secured by the pledge of
a qualifying investment? and meet the definition of assets as defined in SSAP No. 4 and are admitted assets
to the extent they conform to the requirements of this statement. The outstanding, principal’balance on the
loan and any related accrued interest shall be recorded as an admitted asset subject to the following
limitations:

a. Loan Impairment—Determination as to the impairment,of a,collateral loan shall be based
on current information and events. When it is considered probable that any portion of
amounts due under the contractual terms of the lean will not be collected the loan is
considered impaired. The impairment shall"be measured based on the fair value of the
collateral less estimated costs to obtain andysellithe collateral. The difference between the
net value of the collateral and the recorded asset shall be written off in accordance with
SSAP No. 5R—Liabilities, Contingericies and Impairments of Assets;

b. Nonadmitted Asset—In accordance with“SSAP No. 20—Nonadmitted Assets, collateral
loans secured by assets thatedo not qualify as investments which would otherwise be
admitted shall be nonadmitted. Further, any amount of the loan outstanding which is in
excess of the permitted relationship of fair value of the pledged investment to the collateral
loan shall be treated asja nonadmitted asset. To support the admissibility of collateral
loans, reporting entitiesishall maintain documentation sufficient to support the
reasonableness ofithe fair value measurement of the underlying collateral, which shall be
made availableste the applicable domiciliary regulator and independent audit firm upon
request.

5. Collateral loans shaldke reported based on the type of qualifying investment that secures the loan.
An _aggregate note @iSclosure¥shall identify the total amount of collateral loans and the collateral loans
admitted and nonadimnitted by qualifying investment type.

Footnote 1:'Forpurpases of determining a collateral loan in scope of this statement, a collateral loan does
not include _investments captured in scope of other statements. For example, SSAP No. 26R—Bonds
includes“securities (as defined in that statement) representing a creditor relationship whereby there is a
fixed schedule for one or more future payments. Investments captured in SSAP No. 26R that are also
secured with collateral shall continue to be captured within scope of SSAP No. 26R.

Footnote 2: A qualifying investment defined as those assets listed in Section 3 of Appendix A-001—
Investments of Reporting Entities which would, if held by the insurer, qualify for admittance. For example,
if the collateral would not qualify for admittance under SSAP No. 4 due to encumbrances or other third-
party interests, then it does not meet the definition of "qualifying" and the collateral loan, or any portion
thereof which is not adequately collateralized, is not permitted to be admitted. In the cases where the
collateral is an equity/unit investment in a joint venture, partnership, limited liability company, and or SCA is
pledged as collateral in a collateral loan, audited financial statements on a consistent annual basis are
always required in accordance with SSAP No. 48 and or SSAP No. 97.
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Proposed Schedule BA Reporting Changes:

Collateral Loans — Reported by Qualifying Investment Collateral that Secures the Loan

Cash, Cash Equivalent & Short-Term Investments (SSAP No. 2R)
U T IO, ettt ettt ettt ettt eeeeeeeeeeeeeeeeeeeeeeeeeeeaeeeeesesesesaaaasasasaaasnssnsnsnsssnsns
AT T T A 0. oottt i ettt ettt e e ettt ettt e eeeeeeeeeteenenn e eeeeeteaeneennnn s eeeeeeananennnnnanaaaaaat

Bonds (SSAP No. 26R)
UM T IO, ettt et ettt ettt eeeeeeeeeaeeeeeeeeteeeeeeseaeeeeeaesesesaaaaeaaaaasssssssssnsssnsns
AT T A 0. oottt e ettt et ettt ettt e eeeeeeteteeatnn e eeeeeeeeaeneennn s eeeeeennanennnnnaaaaeeaat

Asset-Backed Securities (SSAP No. 43R)
UnNA IO, ettt ettt ettt eeeeeeeeeeeeeeeeeeeeeeeesaeaeaasasasaaaaaaaans b, N

Preferred Stocks (SSAP No. 32R)
UnNaffiliated. ettt eeeeeeeeeeeeerennnnnnaeaaeeeees
ATTIHALE. oottt eeeeeeeeeeeaeeeeeesmenes

Common Stocks (SSAP No. 30R)
Unaffiliated. ... eeeeieiiiseeeeeeeeees
AIHAtEd. oo,

Mortgage Loans (SSAP No. 37R)
Unaffiliated.....oooceeeeeeeiiiiiinnn..,
AffIHAted. ..o

Real Estate (SSAP No. 40R)
Unaffiliated.................. P i iiieieeiieeeetiiieennnnaaeseeeeetieannnnnnensaaeaant
Affiliated............... s

Joint Venture, Par}
Unaffiliated

Other Qualifying Investment Category
U N T A0, ettt ettt e ettt ettt eeeeeeeeeteeeeeeaeeeeeeeeeenannnnaaaaeeeesenennnnnnnnssaeeeennnnnnnn
AT IHALEA. . oottt ettt eeteteteeeeaaaasasaaeaaaeaaaaaaassnsssnnsnnnnsnnsnsnsnsnnnnnnssnnnsnnnns

Collateral Does Not Qualify as an Investment
U N T A0, ettt ettt e ettt ettt eeeeeeeeeeeteeee e eeeeeeeeeenannnnaaaeeeseeenennnnnnnnsseeeeennnnnnns
AT IHALEA. . oottt ettt ettt et eteteeeaaaaaaasaaeaaaaaaaaaaaasnsnsnnsnnnnnnnnnsnsnssnnnnnnsnnnnnnnns
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Collateral Loans

Include: Refer to SSAP No. 21R—Other Admitted Assets for a definition of collateral loans. Loans
that are backed by any form of collateral, regardless of if the collateral is sufficient to fully
cover the loan, shall be captured in this category. Guidance in SSAP No. 21R shall be
followed to determine nonadmittance.

In the description column, the name of the actual borrower and state if the borrower is a
parent, subsidiary, affiliate, officer or director. Also include the type of collateral held.

Classify the collateral loan in accordance with the type of collateral held, such that if the
loan was to default and the collateral was to be claimed by the reporting entity, where it
would be captured (investment type by SSAP) as a directly-held invgsément. If more than
one form of collateral secures the loan, classification should occ on the primary
collateral source. The other qualifying investment category s . be used to capture
collateral loans secured by collateral in the form of centrd ns, derivatives, other
invested assets not separately reported, receivables fo
any investments that would qualify as a write-in for iny€Stg

Proposed Data-Captured Disclosure:

Agoregate Collateral Loans by Qualifving Investment Collateral

Collateral Type ateral Admitted | Nonadmitted

Cash, Cash Equivalents & ST Investments
Bonds

Asset-Backed Securities
Preferred Stocks
Common Stocks

Real Estate

Mortgage Loans

Joint Ventures, Partnerships, LL

Collateral Does not Qu s an Investment
Total

Pursuant to SSAP®o. , nonadmittance of a collateral loan is required when the fair value of the collateral is not
sufficient to cover tRe collateral loan or if the collateral securing the loan is not a qualifying investment. This
includes situations in which collateral in form of joint ventures, partnerships, LLCs or SCAs is not supported by an
audit as required by SSAP No. 48 or SSAP No. 97.

The other qualifying investment category shall only be used to capture collateral loans secured by collateral in the
form of contract loans, derivatives, other invested assets not separately reported, receivables for securities, securities
lending and any investments that would qualify as a write-in for invested assets. All collateral loans secured by
collateral that does not qualify as an investment areis required to be nonadmitted under SSAP No. 21R.

Staff Review Completed by: Julie Gann - NAIC Staff, September 2023
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On December 1, 2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification and exposed revisions to incorporate a new disclosure to SSAP No. 21R
for initial reporting as of year-end 2024, and to sponsor a blanks proposal for a new data-captured disclosure and to
expand the reporting lines on Schedule BA to separate collateral loans by the type of collateral that secures the loan.
Comments are requested on whether any of the proposed reporting lines should be combined.

On February 20, 2023, the Statutory Accounting Principles (E) Working Group took the following two actions:

1)

2)

The Working Group adopted the exposed revisions to SSAP No. 21R incorporating a collateral loan
disclosure for year-end 2024. With this adoption, the Working Group sponsored a blanks proposal to data-
capture the disclosure. Adopted revisions to SSAP No. 21R are shown below:

5. Collateral loans shall be reported based on the type of qualifying iavestfent that secures
the loan. An aggregate note disclosure shall identify the total amount ofscoMateral loans, and the
collateral loans admitted and nonadmitted by qualifying investmept tyge.

The Working Group exposed proposed reporting lines to Schedule BA*fer collateral loans with a comment
deadline of April 19, 2024. Although the exposure does not contain®A VR teporting revisions, the Working
Group is specifically requesting feedback from regulators and industryaen whether collateral loans backed
by certain types of collateral should flow through AVR fof’ RBC impact. Additionally, the Working Group
directed a referral to the Life Risk-Based Capital (E) Working Gtetp on the proposed reporting lines and
the AVR mapping/RBC impact for collateral loans.

February 20, 2024, Exposed Schedule BA Reporting Changes:

(Tracking shows changes from the prior exposure.)

Collateral Loans — Reported by Qualifyingilnvestment Collateral that Secures the Loan

Bonds and Asset-Backed Seeurities (SSAP No. 26R & SSAP No. 43R)
Unaffiliated. ...l o ettt sttt
ATTIHAEA. ... i ittt ettt ettt ettt

A fFiliatad

b v u w5 s £ 7 7 v v N N s

Preferred Stocks (SSAP No. 32R)
UNaffiliated........oovieiieiiecieeeeeee et ettt e
F N 1T SRR

Common Stocks (SSAP No. 30R)
UNAffiliated......c.ooviiiieiiecieeeeeeeee et et be et s eene st e
ATTIHALEA. ..ottt ettt sttt re s nenens

Mortgage Loans (SSAP No. 37R)
Unaffiliated........oooiiiiiiic s
AFFIHALEA. ...ttt s
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Real Estate (SSAP No. 40R)
UNATTIHAEd. ..ottt e et e e s ta e s ta e e s s snase s snteeessaneas
ATTIHALEA. ..ottt e e e et et e e enareee e

Joint Venture, Partnerships or Limited Liability Companies (SSAP No. 48)
Fixed Income Investments (UnNaffiliated) .. ....eu.eeeeeeeiieiiiiiiiiiiiiiiiiieieeeeeeetetetietesessesssasssnsnssssssnssssssssssssesees
Fixed Income Investments (AfTTHATEA) ..ooeiiiiiiiieiiiiiiiiiitieseeiieieeieeeesaeseeeeesessaansseeessansnsseseesessassseeeees

Common Stocks (Unaffiliated) ..oooiiiiiiiiiiiiiit ittt eee ittt eeereeeeeteeeeseeeeesesseesesssssssssnssssssnnes
Common StOCKS (ATFTIIATEA) ....ueeiiiiiiiiiiiiiieiiitieeeeeeeeteteeesesaasnseeeesssesnsnsseesssssannnssesssssnnnns

Real Estate (Unaffiliated) oot eiiteeeeeeeieeeesieeeeseseeeseseseesaaans
Real Estate (AffIHALEd) ..ooiieiiititieiieeieiieieeeieeeteeseeeeeeeessssesasansssnsssssssnnsnns

Mortgage Loans (Unaffiliated)
Mortgage Loans (AfTIHAted) w.ouuuiuiiiiiiiiiiiiiiiiiiiiiiiiieiieeeeisieeiieieiiannens

Other (Unaffiliated) .....ueieeiiiiiiiiiieiiiiiiiieesesiiiieeeeseesireeeessssasngeeeeess
Other (AfIHALEA) ...eeeiiiiiieiiiieiiiiieieeeeeeieeeieteseeeeeseesasnnnnnsnnaesss

IUnaffiliated
A= T

L8 03 B 8 8 8 £ 7 7 v © P N LN RN ' ....

Affiliated

B B B 8§ £ 7 A v ¢ R N N

Other Qualifying-Investment Category \

Cash, Cash Equivalent and Short- tments (Unaffiliated) ......coooooeiiiiiiiiiiiiiiieiiiiiiiiieieeeeenanns
Cash, Cash Equivalent and Short-Ter estments (AFfIlated) ..o

Related Party/Affiliated Loans

All Other Non-Collateral Loans

IUnaffiliated
A= T

Tarratc™

Affiliated

O O T T T e s s rerrerssereresssssssssssasessssessssssssssssssssssssssssssssssssssssssssesssssssssssassssssssnnsses

https://naiconline.sharepoint.com/teams/FR SStatutory Accounting/National Meetings/A. National Meeting Materials/2024/02-20-24/Adoptions/23-28 -
Collateral Loan Reporting.docx
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Revisions to the

As of March 2024, Accounting Practices and Procedures Manual

On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted the following revisions to
the 4s of March 2024 Accounting Practices and Procedures Manual. Documents associated with these revisions
are linked to the reference items in bold text.

SSAP/ .
Ref # Aromafs Title Summary
Adopted revisions provide guidance for debt
o securities that do not qualify as bonds under
Principles-Based Bond the principles-based bond definition, with a
Project & Residual Interests January 1, 2025, effectivesdate.
2019-21 SSAP No. 2IR New SAP Concept Adopted revisions__ prescribe accounting
guidance (measufement “method) for all
Effective January 1, 2025 | residual interests regardless of legal form. This
specific guidance'is effective January 1, 2025,
but can be‘@arlysadopted for 2024.
Adopted “revisions expand and amend
guidance\within SSAP No. 93 to include all
. tax credit investments regardless of structure
2022-14 New Ma;ESFeE?X Credit and'type of state or federal tax credit program.
4 Revisions to SSAP No. 94R expand and
2022-14a SSAP No. 93R New SAP Concent amend guidance to include both purchased
2022-14b SSAP No. 94R P state and federal tax credits. Revisions in
2022-14c¢ SSAP No. 34 Effectivefanual 182025 SSAP No. 34 and SSAP No. 48 include
SSAP No. 48 R consistency revisions in response to the
changes made to SSAP No. 93 and SSAP No.
94R.
ASU2023-03 — SEC Updates
2023-25 Appendix.D SAP Clarification Adopted revisions reject ASU 2023—03 as not
applicable for statutory accounting.
Effective Immediately
March 16, 2024
ASU 2023-04 — SEC
Updates, Crypto
. . . Adopted revisions reject ASU 2023-04 as not
2023-27 Appendix D SAP Clarification applicable for statutory accounting.
Effective Immediately
March 16, 2024
IMR Preferred Stock Adopted proposeq revisions to the annual
statement instructions which direct perpetual
Annual referred stock (including SVO-Identified
2023-29 Statement Revisions will be considered | £
. . Preferred Stock ETFs), and mandatory
Instructions by the Blanks (E) Working .
Group for year-end 2024 cor}vertlble preferred stock .through the 'A.VR.
" | This proposal did not result in SSAP revisions.
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2023-30

SSAP No. 97

SSAP No. 97 Admissibility
Requirements

SAP Clarification

Effective Immediately
March 16, 2024

Adopted revisions align the language in
SSAP No. 97, paragraph 24, with the existing
guidance provided in paragraphs 26 and 27.

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national ~ meetings/a. national meeting materials/2024/03-16-24  spring national
meeting/adoptions/00 - adoptions 3.16.2024 toc.docx
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The Revisions Shown in this Document are Effective January 1, 2025

Revisions to SSAP No. 21 R—Other Admitted Assets
Bond Definition — Debt Securities that Do Not Qualify as Bonds
Residual Tranches or Interests/Loss Positions

Adopted March 16, 2024

On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted new statutory
accounting guidance for “Debt Securities that Do Not Qualify as Bonds” and for “Residual Tranches or
Interests/Loss Positions” within SSAP No. 21—Other Admitted Assets. The new sections are shown below.
(Existing guidance from SSAP No. 21, paragraph 22 under ‘Effective Date and Transition” is duplicated
within and becomes paragraph 40 after the revisions.) The revisions are effective Jan. 15 2025. Reporting
entities may elect to adopt the residual guidance (detailed in paragraphs 28-37) for year-end 2024.

Debt Securities That Do Not Qualify as Bonds

20. The guidance within paragraphs 20-27 of this statement shall applyyforiany security, as defined in
SSAP No. 26R—Bonds, whereby there is a fixed schedule for one or ‘more future payments (referred to
herein as debt securities), but for which the security does not qualify for bend reporting under SSAP No.
26R as an issuer credit obligation or an asset backed security. Investments in scope of this guidance are
limited to:

a. Debt securities for which the investment,does not reflect a creditor relationship in
substance.
b. Debt securities that do not gualify, for bond reporting due to a lack of substantive credit
enhancement.
c. Debt securities that domot qualify for bond reporting due solely to a lack of meaningful
cash flows.
21. Debt securities as described in this statement meet the definition of assets as defined in SSAP No.

4 and are admitted assets to the'extentithey conform to the requirements of this statement. The guidance in
these paragraphs shall not be inferred to other securities or investment structures that are not otherwise
addressed in statutory accounting, nor shall it be applied to any investments that are captured within other
statutory accounting/guidance.

22. Debtasecurities in scope of this standard that do not qualify as bonds under SSAP No. 26R and for
which the primary source of repayment is derived through rights to underlying collateral, qualify as
admitted assets if the underlying collateral primarily qualify as admitted invested assets. As detailed in
paragraph 31, in the section pertaining to residual tranches, any residual tranches or first loss positions held
from the same securitization that did not qualify as a bond under SSAP No. 26R also only qualify as
admitted assets to the extent the underlying collateral primarily qualifies as admitted invested assets.

23. Debt securities in scope of this statement shall be initially reported at acquisition at cost, including
brokerage and other related fees on Schedule BA: Other Long-Term Invested Assets.

24. Debt securities captured in scope of this statement shall be reported at the lower of amortized cost

or fair value. Changes in measurement to reflect a lower value or to reflect changes in fair value shall be
recorded as unrealized gains or losses.
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25. Debt securities that do not qualify as bonds in the scope of this statement shall follow the guidance
in SSAP No. 43R—Asset-Backed Securities for calculating amortized cost, for determining and recognizing
other-than-temporary impairments and for allocating unrealized and realized gains and losses between the
asset valuation reserve (AVR) and interest maintenance reserve (IMR).

26. Investment income shall be recorded, with assessments for collectability and nonadmittance
completed and recognized, pursuant to SSAP No. 34—Investment Income Due and Accrued.

27. Securities captured within this section shall be included in all invested asset disclosures, along with
the following disclosures:

a. Fair values in accordance with SSAP No. 100R—Fair Value.

b. Concentrations of credit risk in accordance with SSAP No. 27;

c. Basis at which the securities are stated;

d. The adjustment methodology used for each type of security {prospective or retrospective);
e. Descriptions of sources used to determine prepayment assumptions.

f. All securities within the scope of this statementwith axrecognized other-than-temporary

impairment, disclosed in the aggregate, classificdyon thebasis for the other-than-temporary
impairment: (1) intent to sell, (2) inability ofilack of intent to retain the investment in the
security for a period of time sufficient to'tecover the amortized cost basis, or (3) present
value of cash flows expected to be collecteduis less than the amortized cost basis of the
security.

g. For each security with anfother-than-temporary impairment, recognized in the current
reporting period by the repotting entity, as the present value of cash flows expected to be
collected is less than the amortized cost basis of the securities:

1. The amortized “cost basis, prior to any current-period other-than-temporary
impairment.
ii. The othersthan-temporary impairment recognized in earnings as a realized loss.
iii. Lheyfair value of the security.
W The amortized cost basis after the current-period other-than-temporary
impairment.
h. All impaired securities (fair value is less than cost or amortized cost) for which an other-

than-temporary impairment has not been recognized in earnings as a realized loss
(including securities with a recognized other-than-temporary impairment for non-interest
related declines when a non-recognized interest related impairment remains):

v. The aggregate amount of unrealized losses (that is, the amount by which cost or
amortized cost exceeds fair value) and

Vi. The aggregate related fair value of securities with unrealized losses.

i The disclosures in (i) and (ii) above should be segregated by those securities that have been
in a continuous unrealized loss position for less than 12 months and those that have been
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in a continuous unrealized loss position for 12 months or longer using fair values
determined in accordance with SSAP No. 100R.

J- Additional information should be included describing the general categories of information
that the investor considered in reaching the conclusion that the impairments are not other-
than-temporary.

k. When it is not practicable to estimate fair value, the investor should disclose the following
additional information, if applicable:

1. The aggregate carrying value of the investments not evaluated for impairment, and
il. The circumstances that may have a significant adverse effect on the fair value.
I. For securities sold, redeemed, or otherwise disposed as a result ofta callable feature

(including make whole call provisions), disclose the number of CWUSIPs sold, disposed or
otherwise redeemed and the aggregate amount of investment income generated as a result
of a prepayment penalty and/or acceleration fee.

Residual Tranches or Interests/Loss Positions

28. A residual interest or a residual security tranche (collectively ‘teferred to as residuals) exists in
investment structures that issue one or more classes of debt securities_created for the primary purpose of
raising debt capital backed by collateral assets. The primaryssource,of debt repayment is derived through
rights to the cash flows of a discrete pool of collateral assets. These designs could be backed directly or
indirectly through a feeder fund. The collateral assets gefierateicash flows that provide interest and principal
payments to debt holders through a contractually, prescribed distribution methodology (e.g., waterfall
dictating the order and application of all collateral cashaflows). Once those contractual requirements are
met, the remaining cash flows generated by (or with the sale of) the collateral assets are provided to the
holder of the residual security/residual interestholder. When an asset within the discrete pool of assets does
not perform as expected, it impacts the extent togwhich cash flows will be generated and distributed. The
residual holders in the structure continitie to receive payments from the collateral so long as there are cash
flows in excess of the debt obligationsy The payments to the residual holder may vary significantly, both in
timing and amount, based on(the underlying collateral performance.

29. The structural design of ayesidual interest or residual security tranche can vary, but the overall
concept is that they receivethe remaining cash flows after all debt holders receive contractual interest and
principal payments. Determining whether an investment in a structure reflects a residual interest or tranche
shall be based onythejsubstance of the investment held rather than its legal form. Common characteristics
of residual anterests/residual security tranches include the items noted below, but the presence or absence
of any of these,factors should not be definitive in determination. Classification as a residual should be based
on the substanceiof the investment and how cash flows to the holder are determined. Additionally, it would
be expected that the equity position in an ABS Issuer, as defined in SSAP 26R, would be classified as a
residual tranche.

a. Residuals often do not have contractual principal or interest.
b. Residuals may be structured with terms that appear to be stated principal or interest but
that lack substance, and result in receiving the residual cash flows of the underlying

collateral. The terms allow for significant variation in the timing and amount of cash flows
without triggering a default of the structure.
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C. Residuals do not have credit ratings or NAIC assigned designations. Rather, they are first
loss positions that provide subordination to support the credit quality of the typically rated
debt tranches.

d. Residuals may provide payment throughout the investment duration (and not just at

maturity), but the payments received continue to reflect the residual amount permitted after
debt tranche holders receive contractual principal and interest payments.

e. Frequently, there are contractual triggers that divert cash flows from the residual holders
to the debt tranches if the structure becomes stressed.

30. Residual tranches or interests do not qualify for bond reporting. Residuals shall follow the
accounting and admittance guidance within this statement and are required to be reported en Schedule BA:
Other Long-Term Invested Assets.

31. As stated in paragraph 22, residuals are permitted to be admitted assets ifidebt securities from the
same structure qualify (or would qualify) as admitted assets. If the debt security fromt a structure is (or
would be) nonadmitted due to the requirements under paragraph 22, then any tesidual interests or first loss
positions held from the same structure also do not qualify as admitted assets‘and shall be reported as
nonadmitted assets.

32. Residuals shall be initially reported at cost, or allocated ‘cost (using proportional fair values if
acquired along with debt tranches from the securitization). Subsequentto initial acquisition, residuals shall
be reported at either 1) the lower of amortized cost or fair valueyjunder the Allowable Earned Yield method
detailed in paragraphs 33-34, with temporary reductions»in fair,value reported as an unrealized loss, or 2)
at the calculated practical expedient method detailed in Mr?ph 35.

33. For purposes of this statement forgesiduals only, amortized cost shall be defined as the cost to
acquire the residual reduced for distributions in excess of the Allowable Earned Yield and other-then-
temporary impairments (OTTI). The Allowable Earned Yield shall be established at acquisition as the
discount rate that equates the initial best estimate of the residual’s cash flows to its acquisition cost. The
Allowable Earned Yield is not to bemupdated after acquisition.

34, Interest income shallébe recorded under the effective yield method using the Allowable Earned
Yield, capped by the amount of cash distributions received. To the extent that the Allowable Earned Yield,
applied to the current amortized cost, exceeds the cash distributions received, such unrecognized interest
income may be carri€éd forward to future periods to be recognized when sufficient cash distributions are
received. To théextent cash distributions exceed the Allowable Earned Yield (including any unrecognized
interest carried forward); the amortized cost shall be reduced by the excess. As a result of this method, the
amortized cost shall'not be increased unless there is a subsequent investment (i.e., an additional purchase
with additional‘¢onsideration remitted).

35. Reporting entities may elect a practical expedient in lieu of the Allowable Earned Yield detailed in
paragraphs 33-34 and calculate Book/Adjusted Carrying Value (BACV) such that all distributions received
are treated as a reduction in BACV. With this approach, the reporting entity will not recognize any interest
or investment income until the residual tranche has a BACV of zero. Once the residual has a zero BACV,
distributions received shall be recognized as interest income.

a. Reporting entities applying the practical expedient shall continue to report residuals on
Schedule BA, including those with a zero BACV. Any subsequent distributions shall be
reported as interest income until the structure matures/terminates, is unwound, or no longer
meets the definition of a residual.
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Reporting entities are required to apply the practical expedient to all residuals held.

Reporting entities that wish to discontinue use of the practical expedient approach and move
towards the Allowable Earned Yield method are required to specify and disclose an explicit
transition date, and only apply the Allowable Earned Yield method to residuals acquired after
that date. Residuals held prior to the disclosed accounting method transition date shall continue
to follow the practical expedient until those residuals mature/terminate or are unwound.

36. Residuals shall be assessed for other-than-temporary impairment (OTTI) on an ongoing basis, with
required assessment anytime that fair value is less than the reported value.

a.

For residuals measured using the Allowable Earned Yield method, as detailed in paragraphs
33-34, an OTTI shall be considered to have occurred if the present value of expected cash flows
discounted by the Allowable Earned Yield, is less than amortized cost. Upen identification of
an OTTI, the reporting entity shall recognize a realized loss equal to the differénce between the
amortized cost and the present value of expected cash flows, withthe presentvalue of expected
cash flows becoming the new amortized cost to which the Allowable,Earned Yield is applied.
After the OTTI is recognized, distributions received from the‘residual shall continue to be
recorded in accordance with paragraphs 33-34. Subsequent recoyeries in cash flows shall not
result in increases to the amortized cost.

For residuals measured under the practical expedient, as detailed in paragraph 35, an OTTI
shall be considered to have occurred if the fair value ofitheresidual is less than the BACV. The
reporting entity shall recognize a realized loss equal to the difference between the fair value
and the BACV, with the fair value becoming the new BACV. After the OTTI is recognized,
distributions received from the residual( shalljcontinue to be recorded in accordance with
paragraph 35. Subsequent recoveries,in ¢ash.flows shall not result in increases to the BACV.

37. Residuals recognized on Schedule BA as of December 31, 2024, and accounted for under a different
SSAP, shall follow the following measurementtransition guidance as of January 1, 2025:

a.

Reporting entity shall determine whether they will follow the Allowable Earned Yield method
detailed in paraﬁqp& 3&4, or the practical expedient detailed in paragraph 35, for all
residuals.

Residuals previously accounted for under SSAP No. 26R or SSAP No. 43R shall prospectively
apply the’Allewable Earned Yield measurement method elected under this Statement using the
amortized cost as of December 31, 2024 as the starting point in the calculation. Residuals that
will follow*the practical expedient shall be recognized on January 1, 2025 at the lower of
amortized cost or fair value as of December 31, 2024, realizing any unrealized loss existing at
thatidate.

Residuals reported under the equity method or fair value as of December 31, 2024 (as they
were previously captured in scope of SSAP No. 30R, 32R or 48) with unrealized gains or losses
recognized, shall recognize any unrealized position as realized, with the reported value as of
December 31, 2024 becoming the January 1, 2025 cost basis for subsequent measurement
under this statement.

Effective Date and Transition

22.40. This statement is effective for years beginning January 1, 2001. 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. The guidance for structured settlements
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when the reporting entity acquires the legal right to receive payments is effective December 31, 2018. The
clarification regarding audits of qualifying collateral pledged for collateral loans in the footnote 2 to
paragraph 4 requires applicable audits to be obtained for the 2023 reporting period in the subsequent year.
In periods after year-end 2023, the audits of equity collateral pledged for collateral loans are required to be
obtained for the reporting year in which it was pledged and annually thereafter. The annual audit lag shall
be consistent from period to period.

41. Revisions adopted March 16, 2024, to add guidance for “Debt Securities That Do Not Qualify as
Bonds” and for “Residual Tranches or Interests/Loss Positions™ are initially effective Jan. 1, 2025, to
correspond with the effective date of the principles-based bond definition. The guidance for residual
tranches is permitted for early application. Reporting entities that apply this guidance in 2024 shall continue
to follow the transition guidance in paragraph 37 using the modified dates that correspond to the reporting
entity’s application date.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materjals/2024/03-16-24 Spring
National Meeting/Adoptions/19-21 - SSAP No. 21R - 2-1-24.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: New Market Tax Credits
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP R R R
New Issue or SSAP [] [] []
Interpretation [] [] L]

Description of Issue: The New Market Tax Credits (NMTC) Program was established by«Congtess in December
2000 and permits individual and corporate taxpayers to receive a non-refundable tax credit against federal income
taxes for making equity investments in financial intermediaries known as Cemmunity ‘Development Entities
(CDEs). CDEs that receive the tax credit allocation authority under the program“arctdomestic corporations or
partnerships that provide loans, investments, or financial counseling in low-income urban and rural communities.
The tax credit provided to the investors total 39% of the total cost of the investmentiand is claimed over a seven-
year period. The CDE:s in turn use the capital raised to make investments _in low-in€ome communities. CDEs must
apply annually to the CDFI Fund to compete for NMTC allocationyatithotity."The NMTC program is currently
subject to expiration but has been extended to Dec. 31, 2025. The NMTC Extension Act of 2021 (introduced
February 2021) would make the NMTC program permanent, modify the,credit to provide for an inflation adjustment
to the limitation amount for the credit after 2021, and allow an offset against the alternative minimum tax for the
credit.

The success of the federal NMTC program has led.to states adopting their own NMTC legislation. Per one noted
article, the majority of state NMTC programs follow the federal rules with some modifications that vary from state
to state. State modifications have been noted to'specifically target smaller businesses, simplifying the application
process, prohibiting the use of real estate business,iand capping the amount of tax credits that can be allocated to
one project. The economic impact of the state NMTC programs is typically less than the impact of federal NMTC
programs because the economic returnstoyinvestors for state tax credits is generally lower than what they receive
for federal credits. Some states néquite thatistate tax credits can only be used in conjunction with federal credits.
Pairing federal and state programsyis beneficial to the qualifying business as they keep more of the investment
without an obligation to return as the investors receives more tax credits.

Overview of Federal Program:
o Federal,government authorizes an annual credit authority for NMTCs (amount of tax credits available).

e The Community Development Fund Institutions (CDFTI fund) is a division of the U.S. Treasury responsible
for implementing the NMTC program. Since there are limited tax credits each year, the CDFI fund has a
competitive application process for the right to grant tax credits to investors and to make qualified NMTC
investments.

e The right to grant tax credits is referred to as “NMTC Allocation” and is awarded to Community
Development Entities (CDEs) that invest in low-income communities. The CDEs offer the tax credits to
cash investors, and then use the cash to make investments (typically loans to a qualifying project — a
“Qualifying Active Low-Income Community Business” - QALICB) that further the mission and objectives
of the NMTC program.
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o The program specifies that the investor must provide cash as an equity investment (qualified equity
investment — QEI) and it must stay invested in the CDE and the resulting NMTC qualifying project
(QALICB) for a period of seven years.

0 The restrictions are specific that the investment is an equity investment as stock (other than
nonqualified preferred) in an entity that is a corporation for federal tax purposes or any capital
interest in an entity that is a partnership for federal tax purposes. (The investor is generally a 99.99%
or 100% equity owner.)

e NMTC investments must remain in a qualified business for a seven-year period. Any principal amount
repaid during that period must be reinvested by the CDE until the seven-year period expires. Most CDEs
and investors avoid the reinvestment requirement and structure interest-only loans that, prohibit principal
repayment within the seven-year timeframe.

0 The 39% tax credit is provided as 5% of the investment in the first 3, years and then 6% of the
investment for the next 4 years.

0 For tax purposes, the basis adjustment in the qualified equity investment is reduced by the amount
of any new market tax credits on each credit allowance date.

0 Programs that cease to qualify are subject to tax credit recapture.

e Investors enter these transactions recognizing that the originalinvestment amount will not be fully returned.
Rather, a portion (or perhaps all) of the equity inVestment*will be unpaid without an obligation to return
from the borrowing business. NMTC investments with these terms have specific maturing terms / actions.
One approach could be that an option (put/call) isyheld by the investor that gives them the right to sell its
equity investment to the borrower for anominal price.

e The designs are often complex and ifitroduce leverage lenders to maximize tax credits to the equity investor:
0 Equity investor provides,$3M to acquire 100% equity interest in an investment fund.
0 Investment fund®orrows $7M from a leverage lender.

0 This results with a $10M*qualifying NMTC transaction, resulting with the equity investor receiving
$3.9M in tax.credits over 7 years from an initial $3M investment.

0 The investmentifund provides two loans to the qualified low-income business (QALICB). The first
loan is for the: §7M leverage loan, the second is for the $3M equity investment.

0 Bothleanswenly pay interest for the seven-year period to meet the NMTC terms.

0 At the“eonclusion of the 7 years, the project sponsor purchases the second loan via a “put/call’
agreement, converting the $3M into a permanent subsidiary for the project.

0 The borrower / project sponsor refinances the $7M loan to repay the leverage lender.
0 The ultimate result is that the equity investor received $3.9M over 7 years in tax credits for $3M.

e Example without leverage lender:
0 Investor provides a $10M NMTC Investment
Investor receives $3.9M in tax credits over seven years.
Investor receives $7.4M of original investment at the end of the seven years.
Borrower keeps $2.6M of the original investment to further their low-income qualifying activities.

O O O O

Investor receives a net return of $1.3M. ($10M less $3.9M tax credits less return of 7.4M principal.)
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FASB Discussion

The FASB has a current Emerging Issues Task Force project to assess whether the proportional amortization method
of accounting, which is used for Low-Income Housing Tax Credits (LIHTC), should be expanded to investments
in tax credit structures beyond LIHTC. The proportional amortization method results in the tax credit investment
being amortized in proportion to the allocation of tax credits in each period and allows the investment amortization
and tax credits to be presented on a net basis within the income tax line item. Currently, investments in other tax
credit structures are typically accounted for using the equity method or the cost method. Under the equity and cost
methods, investment gains/losses and tax credits are presented on a gross basis on an entity’s income statement.
The FASB has received two requests asking that the proportional amortization method be made applicable to New
Market Tax Credit Structures as well as other investment structures that are made primarily for the purpose of
receiving tax credits and other tax benefits. The FASB added a project to the Emerging Issues Task Force agenda
on Sept. 22, 2021. The FASB Task Force reached a consensus-for-exposure on June 16, 2022 sthat the proportional
amortization method can be elected on a tax credit program by tax credit program basis. This proposed ASU was
exposed in August 2022, with comments due Oct. 6, 2022. A final ASU is expected latemin 2022 or early in 2023
(ASU 2023-02 was issued in March of 2023).

IRS Provisions — The NMTC is captured as a nonrefundable ‘general business credit’ and is limited to tax liability.
If tax liability is not sufficient to take the credit, then the tax credit is subject to catryforward / carryback provisions.
Per instructions from the 2021 Instructions for Form 3800 — General Business,Credit, general business credits that
cannot be used because of a tax liability limit are first carried-back Tyyéar through an amended return. If there are
unused credits after carrying back 1 year, the tax credit can be carried forward to each of the 20 tax years after the
year of the credit.

Inflation Reduction Act Provisions — The Inflation ReductionrActywas signed by President Biden on Aug. 16, 2022.
Although there are several elements within the Act, itfincludes™ay15% corporate minimum tax rate for corporations
with at least $1 billion in income and includes numerous‘investiments in climate protection, clean energy production
and tax credits aimed at reducing carbon emissiofis. Although the Act has been signed, several elements are pending
further application guidance. From preliminary information, the act allows for general business credits, such as the
low-income housing tax credit (LIHTC), new marketsstax credit (NMTC), historic tax credit (HTC) and renewable
energy tax credits (RETCs) to be taken against the minimum tax. However, further monitoring of application /
interpretation guidance that is still forthcoming is required to assess the actual application and impact of tax
credits on companies subject to‘the minimum tax.

Statutory Accounting Considerations:

e Although the designgis an,equity investment of stock or interest in a corporation or partnership, which would
normally be subject to SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies, the intent
of NMTC investments 1S for tax credits and not equity returns. As such, this structure is closer to the existing
low-income housing*tax credits guidance in SSAP No. 93 than the partnership / LLC guidance in SSAP No. 48.

o Although SSAP No. 93—Low Income Housing Tax Credit Property Investments provides guidance for an equity
investment, that provides tax credits with a limited (or zero) residual investment value, the guidance in SSAP
No. 93 is specific to LIHTC programs.

e [t has been identified that there are structures that have been designed to resemble fixed-income notes that do
not pay regular cash interest, but rather provide NMTC tax credits as interest returns. These structures are in
substance that same as other investments in NMTC, with an underlying equity interest in the CDE that generates
tax credits. However, they have been structured with a guarantee for compensatory interest in the form of cash
for the amount of the tax credit expected to have been received that year. These structures are also being
considered within scope of this agenda item. Such structures have to meet specific criteria to qualify for tax
credits under the IRS rules.
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Existing Authoritative Literature:

SSAP Authoritative Guidance:

SSAP No. 93—Low Income Housing Tax Credit Property Investments

This statement establishes accounting principles for investments in federal certain state sponsored Low Income
Housing Tax Credit (LIHTC) properties owned through limited liability entities that are flow-through entities
for tax purposes. The guidance requires LIHTC investments to be initially recorded at cost and carried at
proportional amortized cost unless the investment is identified as impaired. Under the proportional amortization
method, amortization of the LLC investment is recognized in the income statement as a component of net
investment income/expense and the current tax credit is accounted for as a component ofaneome tax expense:

0 Federal tax credits are recognized in the income statement as an offset go%federal taxes in the tax
reporting year in which the tax credit is utilized in accordance with SSAP No. 101—Income Taxes.

0 State tax credits shall be recognized in the income statement as an,0ffset toistate premium tax or state
income tax, whichever is applicable, in the tax-reporting year in which the credit is utilized.

0 Tax benefits received, other than tax credits, shall be accounted for pursuant to SSAP No. 101.

SSAP No. 93 indicates that immediate recognition of the entire benefit of the tax credit to be received
during the term of the investment in a low-income housing project is not appropriate. It also indicates that
low-income housing tax credits shall not be recognized imithe financial statements before their inclusion in
the investor’s tax return.

SSAP No. 94R—Transferable and Non-Transferable State Tax Credits

This statement establishes accounting principles for investments transferable and non-transferable state tax
credits, with an explicit exclusion for LIEHTCs (or similar tax credits) captured in scope of SSAP No. 93.

Guidance for admittance of state tax credits under this statement varies based on whether it is transferable
or non-transferable:

Transferable — Per the’SSAP, all the following criteria must be met for admittance:

1) The holder of the tramsferable state tax credit may sell or otherwise transfer the transferable state tax
credit toyanother entity, which can likewise sell or transfer the credit;

2) Thertransferable state tax credit will expire is not used by a predetermined date; and

3) The tramsferable state tax credit can be applied against either state income tax or state premium tax.

Non-Transferable — Per the SSAP, all the following criteria must be met for admittance:

1) 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;

2) The non-transferable state tax credit will expire if not used by the predetermined date; and

3) The non-transferable state tax credits can be applied against either state income tax or state premium
tax.
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Review of Existing Statutory Accounting Guidance for NMTC and Overall Application:

e Existing statutory accounting guidance does not encompass federal NMTC (or other federal tax credits), as
SSAP No. 93 is limited to LIHTC and SSAP No. 94 is specific to state tax credits.

e Provisions in SSAP No. 93 do not fully address earned (received) tax credits that carryforward for future use.

e The admittance criteria in SSAP No. 94 are applied to characteristics that perhaps may not be factors that would
impact admittance:

0 A tax credit that does not expire would be precluded as an admitted asset under the guidance.

0 A non-transferable tax credit that can be carried-forward, carried-back, able to'be refunded or that can
be sold or assigned is precluded as an admitted asset under the guidance.

Statutory Accounting Reporting Guidance:

Guaranteed and non-guaranteed federal low-income housing tax credits have separate reporting lines on Schedule
BA along with an “all other” low-income housing tax credit line. The guidance,is/specific that these lines are only
for low-income tax credits (or tax credits for affordable housing)sthat'are inythe form of a partnership or limited
liability company. Non-qualifying LIHTC are to be reported in the “All Other” category. With this current guidance,
there is no explicit reporting provision for tax credits that are not‘captured in LIHTC.

Reporting Lines and Instructions:

Guaranteed Federal Low Income Housing Tax Credit

Unaffiliated .....oooeevereeeneene B e ettt 3599999

ATFIHALEd ..o S et 3699999
Non-Guaranteed Federal Low Income HousingyTax Credit

UNAFTHATEA ..ot ittt ettt 3799999

ASFIHALEA ..o g Bttt ettt ettt ettt a ettt eaeeene 3899999
Guaranteed State Low Incoime Housing) Tax Credit

Unaffiliated ......... 0 00 3999999

ATTIHAEA ...t saeeevereee ettt ettt 4099999
Non-Guaranteed State Tow Income Housing Tax Credit

UnNAfTIHATEA ..o ettt ettt sttt b et ettt naen 4199999

ATTTHBLEA R ...ttt ettt sttt b ettt ene 4299999
All Othémlzew Income Housing Tax Credit

URATTIHALEA ...ttt ettt ettt et ettt et sa et ebenaene 4399999

ASTIHALEA ...ttt sttt sttt 4499999

Low Income Housing Tax Credit

Include:  All Low-Income Housing Tax Credit Investments (LIHTC or affordable housing) that are in
the form of a Limited Partnership or a Limited Liability Company including those
investments that have the following risk mitigation factors:

A. Guaranteed Low Income Housing Tax Credit Investments. There must be an all-inclusive
guarantee from a CRP-rated entity that guarantees the yield on the investment.

B. Non-guaranteed Low Income Housing Tax Credit Investments.
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L. A level of leverage below 50%. For a LIHTC Fund, the level of leverage is measured
at the fund level.

II. There is a Tax Credit Guarantee Agreement from General Partner or managing
member. This agreement requires the General Partner or managing member to
reimburse investors for any shortfalls in tax credits due to errors of compliance, for the
life of the partnership. For a LIHTC Fund, a Tax Credit Guarantee is required from the
developers of the lower tier LIHTC properties to the upper tier partnership and all other
LIHTC investments.

III. There are sufficient operating reserves, capital replacement reserves and/or operating
deficit guarantees present to mitigate foreseeable foreclosure risk at the time of the
investment.

Non-qualifying LIHTCs should be reported in the “All Other” category.

Statutory Accounting RBC Impact:

Life: The RBC factors for LIHTC are captured as part of the real estate on LR007:

(17)  Federal Guaranteed Low Income Housing Tax Credits AVR Equity:€omponent Column 1 Line 75 0.0014
(18) Federal Non-Guaranteed Low Income Housing Tax Credits AVR Equity, Component Column 1 Line 76 0.0260
(19) State Guaranteed Low Income Housing Tax Credits AVR Equity Component Column 1 Line 77 0.0014
(20)  State Non-Guaranteed Low Income Housing Tax Credits AVR Equity Component Column 1 Line 78 0.0260
(21)  All Other Low Income Housing Tax Credits AVR Equity Component Column 1 Line 79 0.1500
(22) Total Schedule BA Real Estate Lines (16) + (17) + (18) + (19) + (20) + (21)

P/C and Health: The RBC factors for LIHTC areteaptured as components of other long-term assets. The reporting
lines and factors are the same as they are foglife (asishown above).

Activity to Date (issues previouslysaddressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): NA

Recommendation:

NAIC staff recommend that the Working Group expose additional revisions described below to SSAP No.
93 and SSAP No. 94R. Staff also recommends that the Working Group expose changes to SSAP No. 34—
Investment Income Due and Accrued and SSAP No. 48—Joint Ventures, Partnerships and Limited Liability
Companies, which detail miscellaneous changes which update the scope of each statement for the proposed
updates to SSAP No. 93 and SSAP No. 94R. The following are key revisions to SSAP No. 93R and 94R are
proposed for exposure:

o SSAP No. 93R—Investments in Tax Credit Structures — NAIC staff recommends the following revisions in
response to comments, from interested parties, public comments and NAIC staff internal review:
0 Various editorial changes to the admittance test described in paragraph 18 to clarify technical
aspects of the assessment.
O Addition of a Glossary of key terms at the end of the SSAP.
0 Revised guidance effective date to be 1/1/2025, applied prospectively without option to early adopt.
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0 Added a new paragraph to the Impairment of Tax Credit Investments section to provide guidance
on tax credit programs which allocate variable amounts of tax credits.

0 Clarified in footnote 4 that tax credit strips derived from tax equity investments are not an example
of an investment structure exempt from the audit requirement.

0 Added disclosures for unused tax credits allocated from tax credit investments as these tax credits
would not be within the scope of SSAP No. 94R disclosures.

o SSAP No. 94R—State and Federal Tax Credits — NAIC staff recommends the following revisions in
response to comments, from interested parties, public comments and NAIC staff internal review:
0 Revised guidance effective date to be 1/1/2025 with early adoption permitted.
0 Added language to clarify that awarded tax credits (neither purchased nor allocated from an
investment) are not within the scope of SSAP No. 94R.
0 Added commitment and contingency guidance to the Accounting and Disclosure'sections.

e Other SSAPs — In response to the proposed revisions to SSAP Nos 93 and 94R, NAIC staff recommends
the following:
0 SSAP No. 34—Investment Income Due and Accrued — Staff proposes revisions to clarify that tax
credits earned or purchased are not within the scope of SSAP Noy 34.
O SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies — Staff proposes
revisions which update paragraph 2 for the new tax ctedit investment language.

Interested parties’ comment letter recommended revisions which would narrow the scope of the paragraph
18 admittance test to only tax credit investments which allocate'non-transferable tax credit and prohibit the
sale of ownership interests. NAIC staff did not revise the'SSAP,No. 93R draft for these recommendations but
intends to continue working with industry to address‘their concerns that the new guidance may nonadmit
previously admitted tax credit investments.

Additionally, NAIC staff requests commentsion the annual statement reporting categories for tax credit
investment RBC. The current RBC categories are/LIHTC Investment specific and are mapped to the real
estate grouping.

Staff Review Completed by: William Oden and Julie Gann - NAIC Staff, May 2023

Status:

December 13, 2022 - Fall National Meeting Recommendation:

NAIC staff recommends/thatithe®Working Group direct NAIC staff to draft statutory accounting guidance in the
form of a new or revised'SSAP that expands the current LIHTC guidance for equity investments that general federal
business tax credit and, state premium tax credits. Although this agenda item is focusing on NMTC, it is
recommended that consideration be given to guidance that does not name specific designs, such as NMTC or other
specific tax credits, Sg that it can be applicable for all qualifying tax equity investments. This guidance will consider
the proposed FASB guidance as well as admittance and impairment provisions, recognizing that tax credits cannot
be used to provide direct payment to policyholders, but rather are utilized to impact a reporting entity’s tax liability.
This agenda item also recommends a review of SSAP No. 94—Transferable and Non-Transferable State Tax
Credits to ensure the guidance properly reflects items that should be captured in scope and appropriate admittance
provisions. With the proposal of a new or revised SSAP, this agenda item is proposed to be captured as a ‘New
SAP Concept’ with a corresponding issue paper. Along with statutory accounting revisions, a resulting blanks
proposal and a potential RBC referral are anticipated to update blanks reporting and RBC references accordingly.
As detailed within, all Schedule BA reporting lines and RBC instructions (for both federal and state) only reference
Low-Income Housing Tax Credits. The BA instructions also need to be updated as the concept for ‘guaranteed’
provisions from a CRP-rated entity seems to only be applicable to limited NMTC designs, as a guarantee may
disqualify an entity from being able to use tax credits under IRS provisions.
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On December 13, 2022, the Statutory Accounting Principles (E) Working Group moved this agenda item to the
active listing, categorized as a new SAP concept, and exposed a discussion document to expand current statutory
accounting guidance for low-income housing tax credits to capture all tax equity investments that provide general
federal business tax credit and state premium tax credits if they meet specified criteria.

On February 10, 2023, NAIC staff received Interested Parties’ comment letter on the exposed discussion document
which were presented to the Working Group:

Interested parties agree with having uniformity in accounting and reporting for equity investments for which
the return is earned primarily through tax credits. Interested parties agree that the proportional amortization
method is an appropriate method to use for any type of investment (debt or equity) where the return is
primarily earned through tax credits. We are providing responses to the questions exposed in the Discussion
Paper in this document. There are two key take aways from our responses:

1. Interested parties ask the Working Group to consider allowing fof the teporting of both the
amortization of the investments and the use of the tax credits themselves,in the ncome statement line
similar to what is required under U.S. GAAP.

at are issued in debt form and
dule D. Interested parties believe
edule D reporting.

2. Interested parties have concerns regarding tax credit inv
requiring those investments to be reported on Schedule BA i
that tax credit investments issued in debt form are better suitec

March 22, 2023 — Spring National Meeting Recommendation:

NAIC staff recommends that the Working Group direct INAICystaff to proceed with drafting revised statutory
accounting guidance and a related issue paper to expand theguidance in SSAP No. 93 for tax credits, as well as to
draft revisions to SSAP No. 94—Transferable and Non-Transferable State Tax Credits for future Working Group
discussion. NAIC staff proposes to consider thé feedbackfrom interested parties on the discussion document as
well as the revised FASB guidance, which is expected to be issued in the near future, in updating the proposed
revised statutory accounting guidance for subsequent.€xposure consideration.

On March 22, 2023, the Statutory Accounting,Principles (E) Working Group directed NAIC staff to draft statutory
accounting guidance in the form(of a new ‘or revised SSAP that expands the current LIHTC guidance for equity
investments that general federal businessytax credit and state premium tax credits.

May 16, 2023 — Interim Meeting Recommendation:

NAIC staff recommend ghatythesWorking Group include this item on their maintenance agenda as a new SAP
concept and expose‘the draft revisions to SSAP No. 93 and SSAP No. 94R, which intend to capture all tax equity
investments that provide federal business tax credit and state premium tax credits if they meet specified criteria.

On May 16, 2023, the Statutory Accounting Principles (E) Working Group exposed revisions to SSAP No. 93 and
94R. The revisions to SSAP No. 93 propose adoption with modification of ASU 2023-02—Accounting for
Investments in Tax Credit Structures Using the Proportional Amortization Method and expansion of the SSAP
scope to include all tax credit programs and tax investment structures. The revisions to SSAP No. 94R expand the
scope of the SSAP to include all state and federal tax credits whether purchased or allocated, and that tax received
should be recorded at face value with losses realized immediately and gains deferred.

On June 20, 2023, NAIC staff received Interested Parties’ comment letter on the exposed revisions to SSAP Nos.

93 and 94R. Interested Parties provided several comments on both SSAPs which are summarized below along with
NAIC Staff responses.
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The comments provided on SSAP No. 93 were:

1. Interested Parties noted that paragraph 3 does not provide specific direction for which SSAPs would be
applicable for tax credit investment which do not fall within SSAP No. 93.

a. NAIC Staff agreed with the recommendation and updated paragraph 3 to provide readers with
specific SSAPs which could apply to non-qualifying equity or debt structure tax credit investments.

2. Interested Parties noted that the current draft directed readers to refer to SSAP 94R for how to account for
tax credits allocated from tax credit investments. They felt that this cross-reference was confusing and could
potentially lead to conflicting interpretations.

a. To reduce confusion, NAIC Staff opted to remove the paragraph directing readers to SSAP 94R
and instead pulled in the specific paragraphs from SSAP 94R which would be applicable to tax
credits allocated from tax credit investments.

3. Interest Parties noted that they were unclear on whether the tax credits earned, or the tax credit investments
were subject to the admittance criteria detailed in Paragraphs 18(a)-(c). Interested Parties feels that
admissibility concerns are adequately addressed by the tax opinion and audit requisements. Additionally, if
NAIC Staff’s concern is the admittance of tax credits carried forward to afuture period, then this should be
adequately addressed by the admittance rules detailed in SSAP No. 10d—-Ineomeylaxes for Deferred Tax
Assets. Interested Parties suggested that paragraphs 18(a)-(c) be deleted imyfulll

a. NAIC Staff noted that the admittance rules detailed in paragtaphs®18(a)-(c) do NOT provide
guidance on the admittance of allocated tax credits. For tax credit investment structures to fall
within the scope of SSAP 93, substantially all benefit§mustbe from tax credits or other tax benefits
which essentially means that balance of a tax credit, investment represents a future stream of tax
credits and tax benefit. As such, the admittance rules in paragraph 18(a)-(c) would require a
company to assess its ability to utilize that futtre stream of tax credits to what amount of the tax
credit investment would be non-admitted. Ifthe'company’s projections determine it will be unable
to substantially utilize the future stredm of tax ¢redits (i.e., the tax credit investment balance) then
potentially all or a portion of the tax credit investment would be considered non-admitted as the
company is unable to utilize theffuture stream of tax credits to offset tax liabilities.

4. Interested Parties noted that GAAP requires retrospective adoption of ASU 2023-02 and that this would
result in GAAP vs. Statutory accounting diffefences.

a. NAIC Staff noted that prospective adoptions of accounting updates are often simpler to implement
than retrospective adoptionsy However, since this would lead to unintended variance between
GAAP and Stat@NAIC Staff has updated SSAP 93 to be adopted on the retrospective basis to
conform with the/GA AR.adoption requirements.

The comments provided’on SSAP No. 94R were:

1. Interest Parties réquestedsthat paragraph 1 of the scope of statement section be amended to clarify which
types of taycredits are within scope of SSAP No. 94R. Interested Parties feel that the key difference
between, SSAPYY4R"and SSAP 93 is that the former is for purchased tax credits and the ladder is for tax
credits earned ffom investments.

a. NAIC Staff generally agree with the comments provided but opted to remove the term “certificate”
from the requested changes. The intent of SSAP No. 94R is to provide guidance on all purchased
state and federal tax credits, not just certificated tax credits. NAIC Staff also included language to
clarify the scope of SSAP No. 94R for allocated tax credits, as detailed in the next bullet point.

2. Interested Parties noted that they do not believe allocated tax credits from SSAP No. 93 investments should
be within the scope of SSAP No. 94R as the guidance was confusing and could potentially lead to
conflicting interpretations. Additionally, Interested Parties believe that tax credits from investments vs.
purchased tax credits are distinctly different assets. The only similarity in accounting for the tax credits
relates to instances when the credits earned under a SSAP No. 93 investment cannot be utilized in the
current year. Under that scenario, a DTA would be recorded, which would be subject to the admissibility
rules under SSAP No. 101.

a. NAIC Staff elected to remove tax credits allocated from SSAP No. 93 investments from the scope
of SSAP No. 94R to avoid confusion. However, NAIC Staff note that tax credits earned from
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investments bear many similarities to purchased tax credits. Irrespective of how the tax credit are
acquired, they represent the same type of financial instruments which can be utilized as an offset
to tax liabilities, sold, or redeemed for cash as a tax refund. Additionally, irrespective of how the
tax credits are earned they are recorded at face value upon acquisition. The only significant
difference is that tax credits purchased at a premium or discount may result in a recognized loss or
deferred gain, respectively, whereas any premium or discount on an allocated tax credit is
recognized as part of proportional amortization calculation.

b. NAIC Staff amended the draft to exclude tax credits allocated from SSAP No. 93 investments in
response to the Interested Party comments on SSAP No. 93. However, NAIC Staff did include
language noting that allocated tax credits earned from tax credit investments NOT within the scope
of SSAP No. 93 should refer to SSAP 94R for guidance on how to record allocated tax credits.
NAIC staff noted that without this language there would be no guidancegwithin Accounting
Practices and Procedures Manual for allocated tax credits from investments which fall outside the
scope of SSAP No. 93.

3. Interested Parties noted that most tax certificates reduce a reporting entity?s ta@ty‘and do not directly
impact the income statement at the time they are used. In addition, i x ies believe that upon
purchase, the tax credits should be reported as an other-than-invested a& he asset represents a right
to receive future benefits. As the tax credits become available for use, ion to the insurer’s income
tax payable or premium/state taxes payable should take place.

a. NAIC Staff disagrees with this proposed change as purchased federal tax credits would be reported
as other-than-invested assets, versus allocated federal tax credits which would report as a deferred
tax asset. This would result in the same type of asset being reported on two separate lines based on
the manner in which it was acquired. As noted above, NAIC Staff’s position is that allocated and
purchased tax credits are substantially thessamejassets irrespective of the way in which they are
acquired. Additionally, the Intereste@ Patties"also propose that if a tax credit cannot be utilized in
the same period in which it was purchased it.should be transferred to Deferred Tax Assets. NAIC
Staff notes that this does not resolve the short-term reporting discrepancy noted previously and
adds further complications to the accounting process by requiring a reporting line transfer if the
asset is held for longer than a year.

4. Interested Parties noted that the ountingvfor purchased tax credits in the SSAP No. 94R exposure is
different from the current guidane hat the credits will be recorded at face value instead of at cost. This
is not an issue perse b @ arties did want to point out this discrepancy as compared to the
accounting treatment for r assets like bonds and mortgage loans.

a. NAIC Staff’s, position, is that tax credits, whether received via purchase or allocation, do not
represent investments, and has opted to propose accounting guidance that differs from bonds or
mortgage loans. The position that tax credits do not represent investments was the main reason for
the‘original SSAP No. 94R guidance which required state tax credits be recorded to Other Than
Invested Assets and effectively required companies tax credits purchased at a discount at cost and
etfectively defer the gain off the balance sheet. NAIC Staff felt that it would be less confusing and
provide a more accurate financial picture to record the tax credit at face value and defer any gains
from discount purchases on the balance sheet.

5. Interested Parties proposed changes to Exhibit B to reflect a pro-rata utilization of purchased tax credits in
relation to the quarterly accrual of income tax liabilities. The main purpose of these changes were to reflect
Interested Parties’ proposed changes in item #2.

a. NAIC Staff made these changes to Exhibit B and believe that this method of recognizing tax credit
utilization is applicable to exposed draft of SSAP No. 94R.

Outside of the changes made in response to Interested Parties’ Comment Letter, both Exhibits in SSAP No. 93 were
revised to provide example journal entries of the Proportional Amortization method. Additionally, the assumptions
in Exhibit B were revised so it would provide a journal entry example for a residual sale at the end of the proportional
amortization period. A new footnote was also added to SSAP No. 94R on page 2 based verbal comments received
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from the public. The new footnote provides clarification on what processes constitute a purchase vs an allocation
of tax credits.

August 13, 2023 - Summer National Meeting Recommendation:

NAIC staff recommend that the Working Group expose additional revisions described below to SSAP No. 93 and
SSAP No. 94R. Additionally, NAIC staff recognizes that revisions to the annual statement Schedule BA reporting
lines will need to be considered, as well as how those reporting lines flow through to the AVR. NAIC staff
recommends that the Working Group direct staff to work with interested parties throughout the interim to discuss
to allow subsequent (or interim) exposure.

On August 13, 2023, the Statutory Accounting Principles (E) Working Group exposed additional revisions made to
SSAP No. 93 and SSAP No. 94R. Additionally, the Working Group directed NAIC staff towork with interested
parties to draft revisions to the annual statement instructions and reporting updates.

On September 29, 2023, NAIC received Interested Parties’ comment letter on the exposed revisions to SSAP No.
93 and 94R. Interested Parties provided several comments on both SSAPs whichyar¢ summarized below along with
NAIC Staff responses (effective October 11, 2023). The comments provided on“SSAPNo. 93 are below and have
been summarized for brevity and clarity:

1) Interested Parties noted that SSAP 93 Paragraph 18 re i Mg entities to annually assess the
future utilization of the unallocated tax credits associa!% entity’s ownership interest in a tax
t

credit investment project to determine if the inves admitted. However, Interested Parties
suggest that this admittance criteria only be applicable to,investments which do not allocate transferable

or refundable tax credit and if the reporting entity 1 actually restricted from selling its ownership
interest. Additionally, Interested Paﬂiestug%etmg paragraphs 18a and 18b as admissibility is
adequately addressed through the impaizment analysis required in paragraph 25; mainly that since both
the tax credits and investment are %e is not a significant concern about the reporting entity’s
ability to utilize these investments theip tax credit returns for policyholder liabilities.

1. NAIC staff notedthat Interested Parties’ argument is twofold, first is that the usage of the
investment fairsvalte as a carve out in paragraphs 18a and 18b are confusing due to the
requiremeént to testifor impairment based on fair value. NAIC staff amended paragraph
18a to clarify that'the carve out allows for admittance of the fair value of unallocated
transferable/eertificated tax credits rather than the fair value of the tax credit investment.
The'tax credit investment balance includes other tax benefits which cannot be sold apart
fromtheyinvestment ownership. The intent of paragraph 18a is to allow a reporting entity
to at least admit the fair value of the tax credits which can be sold, which is potentially
higheér than the admitted amount calculated in paragraph 18.

ii. The second part of Interested Parties’ argument is that since these investments may be sold,
the admittance assessment of the reporting entity’s ability to utilize the tax credits is not
needed unless the reporting entity contractually restricted from the selling the investment.
As part of this comment, it was noted that these investments may be actively managed and
are readily saleable. NAIC staff noted that acquiring tax credit investments with the intent
of re-sale puts an insurance company in a similar position as a syndicator in which tax
credit investments are developed or acquired for the purpose of sale. SSAP 93 was revised
under the assumption that tax credit investments are acquired for the purpose of obtaining
returns through the receipt of tax credits and other tax benefits rather than through the sale
of the tax credit investment. NAIC staff does not believe the paragraph 18 admittance
criteria should be amended to provide a carve out for actively managed tax credit
investments as it is not feasible to delineate between tax credit investments purchased for
sale vs. purchased for generation of tax benefits without introducing some kind of
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available-for-sale and held-to-maturity framework which is not compatible with statutory
accounting concepts. NAIC staff noted that restrictions which prevent investors from
selling their ownership represent a minority of tax credit programs. As such, limiting the
scope of paragraph 18 to only tax credit investments which cannot be sold would
effectively carve out the majority of tax credit investment structures from its scope.
Additionally, the assertion that these investments are readily saleable does not change the
fact that the balance sheet value of a tax credit investment is predicated on the assumption
that the company can use the tax credits and benefits and if they company cannot use these
tax credits then the investment returns have no value. Until the investment has been sold,
its ability to satisfy future policyholder obligations is beholden to the company’s ability to
utilize the generated tax credits and benefits. Interested Parties noted that there are other
investments which do not have as stringent admittance criteria as have been proposed in
paragraph 18. NAIC staff note that other investments generate returns primarily through
the receipt of fungible cash income or by providing a claim testhe ‘€ntity’s earnings and
assets (bonds, stocks, joint ventures, partnerships and BLCs). In ‘comparison, the main
purpose of a tax credit investment is to provide returns inthe,form.of tax credits and other
tax benefits, and this purpose is further borne out by the‘ecommonly used partnership flip
structure for tax credit investments and that once the taxycredits have been fully allocated
the residual value of a tax credit investment is typically nominal.

iii. Additionally, the requirement to assess tax credit investments by looking at the company’s
ability to realize future tax credits is not{a new concept. Under existing OTTI guidance
companies are required to record OTTPif the company determines it is probable that future
tax benefits will not be received as.expeeted (SSAP No. 93 paragraph 17, sentence 1). Per
SSAP No. 93 paragraph 17, to détermine if OTTI has occurred companies are required to
assess whether the investmentiwill centinue to issue the tax credits as anticipated (see
sentence 5) AND whethér the company will be able to realize/utilize the future tax benefits
to be received (see sentences 2 and 3). As part of the re-write of SSAP No. 93 Staff moved
the requirement to assess)the company’s ability to utilize future tax credits out of
impairment to admissibility. As currently revised, the impairment test specifically
addresses the functionality of the investment whereas the paragraph 18 admittance test
specifically addresses the ability of the company to realize/utilize the future tax benefits.
This change mtended to simplify the impairment analysis by focusing on investment
functionality,ibut also because Staff felt that the company’s ability to utilize/realize future
tax benefits was more accurately characterized as an admittance concern rather than an
impairment of the investment itself.

2) Intereste Muggested a number of editorial changes to affect clearer guidance in paragraphs 18
: included clarifying that the paragraph 18 assessment of unallocated tax credit utilization
shouldibe performed over the life of the tax credits rather than the life of the investments, including its
carryforward periods. Interested Parties also suggested clarifying in paragraph 18 that tax planning
strategies are to be used when assessing the utilization of unallocated tax credits, similar to the valuation
allowance requirements under SSAP No. 101. In paragraph 18a Interested Parties suggested removing
the sentence detailing what to do if fair value is not non-determinable.

1. NAIC staff agreed with substantially all the editorial clarifications suggested by Interested
Parties and updated accordingly.

3) Interested Parties suggested adding a definitions section to the guidance regarding the following
terminology:

“unallocated tax credits” - the portion of tax credits expected to be earned and allocated to the reporting
entity through the investment structure.
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“current portion” - the credits to be allocated within one year of the reporting period.

1. NAIC staff agreed with the suggestion by Interested Parties to add definitions and updated
accordingly with some minor modifications. NAIC staff also added some additional
definitions to provide clarifications on other terms used in SSAP 93.

4) Interested Parties suggested that the new SSAP 93 be applied prospectively effective 1/1/2025, but no
early adoption.

1. NAIC staff agreed with the changes suggested by Interested Parties and updated
accordingly.

The comments provided on SSAP No. 94R are below and have been summarized for brevityj

5) Interested parties suggested that the revised SSAP 94R also be applied pro &effective 1/1/2025
with early adoption permitted. Additionally, Interested Parties suggested a ¢larification of the scope of
SSAP 94R by adding the following language to paragraph 1:

“This statement establishes statutory accounting principles fox sta nd federal tax credits that are
purchased by the reporting entity without being an bond or equitydinvestor in the entity from which the
tax credit were purchased.”

1. NAIC staff agrees with prospective application of SSAP 94R with an effective date of
1/1/2025, however we have elected tofnotinclude the changes to the scope of SSAP 94R.
The reasoning is that this guidancesintends to exclude tax credits allocated from SSAP 93
investments, which does not Specifieallyidentify which tax credit investment structures are
within scope of the guidance. However, NAIC staff did make other adjustments to the
scope paragraph to better clarify that tax credits from SSAP No. 93 investments are not
within scope of SSAP 94R.

On December 1, 2023, the Statutory Accounting Principles (E) Working Group exposed revisions made to SSAP
Nos. 34, 48R, 93, and 94R as part of themew market tax credit project. Revisions to SSAP No. 93 include a glossary
of key terms, impairment guidanc€ on(variable tax credit allocations, disclosures on unused tax credits, and editorial
changes to paragraph 18. Revisionsyto SSAP No. 94R include guidance clarifying that awarded tax credits are not
within scope and commitment/contingency language. The exposure includes new revisions to SSAP Nos. 34 and
48 which clarified that tax credits are not within the scope of investment income guidance and updated for new
SSAP No. 93 language, #espectively. Additionally, the Working Group requested comments from regulators and
industry on new RBE reporting categories.

On January 29,2024 %the)Statutory Accounting Principles (E) Working Group exposed, through an evote, further
revisions made to SSAP Nos. 93R and 94R as part of the New Market Tax Credit project. Revisions to SSAP No.
93 and 94R included minor consistency and clarifying revisions. More substantial revisions were made to SSAP
No. 93 in response to concerns raised by interested parties over the administrative burden of the paragraph 18
admittance tests (now referred to as the Prospective Utilization Assessment). The Prospective Utilization
Assessment was revised to remove the initial assessment of the current portion of unallocated tax credits and
replaced with language that required companies to perform the Prospective Utilization Assessment only if certain
conditions exist.

On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions
to SSAP No. 93, updated for the corrections to example 2, and SSAP No. 34, SSAP No. 48, and SSAP No. 94R to
expand and amend statutory guidance to include all tax credit investments regardless of structure and type of state
or federal tax credit program, and all state and federal purchased tax credits. The effective date of the revisions is
January 1, 2025.
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The Working Group also directed staff to:

1. Sponsor a blanks proposal on the annual statement reporting categories for tax credit investment RBC by
using the suggestion from the interested parties comment letter to maintain the same categories but without
reference to LIHTC (bullet 1) and to also update/clarify the instructions accordingly.

2. Send a referral to the Life Risk-Based Capital (E) Working Group to inform them of the planned reporting
line changes, which may indicate review of the RBC charges as different categories of tax credits will be
reported in the form.

3. To draft an Issue Paper to document the discussions and revisions.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/03-16-24 Spring National
Meeting/Adoptions/22-14 - NMTC.docx
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Note: The issue paper will include the final revisions made to SSAP No. 93—Low-Income Housing Tax
Credit Property Investments shown as tracked changes. ASC references will be removed from the final

document.

Spring National Meeting Adoption: Revisions to SSAP No. 93 made after the exposure on January 31,
2024, have been shown as tracked changes highlighted in grey. This document represents the final adopted
version of SSAP No. 93R.

Statements of Statutory Accounting Principles No. 93 - Revised

Investments in Tax Credit Structures
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SCOPE OF STATEMENT

1. This statement establishes statutory accounting principles for qualifying tax credit investments® in
programs made primarily for the purpose of receiving allowable general business federal tax credits and/
or state tax credits, including state premium tax credit programs. Although these investments are often in
the form of equity, this statement shall be applied to all investments (regardless of the structure of the
investment) that qualify pursuant to paragraph 2.

2. A reporting entity that invests in projects or programs that generate general business federal tax
credits, corresponding state tax credits or state premium tax credits that meet the following conditions at
the time of initial investment are required to capture the investment in scope of this statement:

a. It is probable that the tax credits allocable to the investor will be available.

b. Reporting entity investor does not have the ability to exercise significant'influence over the
operating and financial policies of the underlying projects.

c. Substantially all the projected benefits are from tax credits) and _other tax benefits,
determined on a discounted basis using a discount rate that is'consistent with the cash flow
assumptions utilized by the reporting entity for the purpose ofideciding to invest in the
project.

d. The reporting entity’s projected yield based solely on the cash flows from the tax credits
and other tax benefits is positive.

3. Tax credit investments that do not meet the conditi@ns Myparagraph 2 shall be captured within the
statutory accounting statement that addresses thg underlyano®nvestment structure. Equity structured tax
credit investments would generally fall within SS&P No. #5—Joint Ventures, Partnerships and Limited
Liability Companies. Debt structured tax crgt MxeStments should be assessed in accordance with SSAP

No. 26R—Bonds to dete1m1ne ehglblhtv for repomng as a bond. —Lﬂvestmeﬁ%s—msa*efeéﬂ—s&uewfes—tha{—de

4. Investments in a CAPCQ'(Cextified Capital Company), organized as a partnership or an LLC,
which is a company, authorizéd'by state statute that borrows from investors, to make venture capital
investments in “qualified” businesses, are not within the scope of this statement. Although associated with
tax credits, the reportingehtity is paid principal and interest on its investment with the CAPCO. Depending
upon the terms of the CAPEO, offering, principal and interest payments to the reporting entity will come
from the CAPCQO and/or the state. The CAPCO will make cash payments directly to the investors while the
state will make payments4n the form of premium or income tax credits. Investments in a CAPCO shall be
accounted forinaccordance with Interpretation (INT) 06-02: Accounting and Reporting for Investments in
a Certified Capital Company (CAPCO) and specific statutory accounting guidance addressing CAPCOs.

SUMMARY CONCLUSION

5. Investments in tax credit structures are generally acquired to obtain a positive yield through tax
credits and other tax benefits. The value of the investment is primarily based on the value of the remaining
stream of tax credits and deductible expenses available to the reporting entity investor. The primary purpose
of investing in these tax credit structures is to generate tax credits which benefit reporting entities, most

' The scope of ASC 323-740-Investments—Equity Method and Joint Ventures—Income Taxes—Proportional
Amortization Method only extends to income tax equity investments, whereas this statement is intended to capture all
tax credit investments which meet the criteria in paragraphs 2.a-2.d, regardless of structure. This includes, but is not
limited to, tax equity investments and tax credit debt investments.
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commonly through a reduction in tax liability or, when transferabiityis—permitted by IRS or state tax
provisions, through the sale of the-certificated/transferable tax credits.

6. Investments in tax credit structures held by reporting entities meet the definition of an asset 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.

Accounting

7. This guidance addresses the methodology for measuring an investment that is accounted for using
the proportional amortization method. At initial recognition, investments in scope of this statement shall be
recorded at cost.

8. Subsequent to initial recognition, the investment shall be carried at proportionalgamortized cost.
Under the proportional amortization method, the reporting entity amortizes the initial cost of the investment
in proportion to the tax credits and other tax benefits allocated to the investor. Thesamottization amount
shall be calculated as follows (ASC 323-740-35-2):

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 bénefits 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 entityrover th€amortization timeframe (life of the
investment)thetife-ofthe-investment.

9. Reporting entities shall recognize tax credits i the;period they are allocated to the investor for tax
purposes. Unless all tax credits are allocated to the reporting entity at the date of initial investment,
immediate recognition of the entire benefit ofithe tax credits to be received during the term of the investment
project that generates tax credits and other tax benefits is not permitted. Tax credits shall not be recognized
in the financial statements before the year in whichsthe tax credits arisests-are allocated. (ASC 323-740-25-
5)

10. Any expected residual valiie ofthelinvestment shall be excluded from the proportional amortization
calculation. Non-tax related berefits received from the investment shall be included as a component of net
investment income when realized or realizable. Gains or losses on the sale of the investment, if any, shall
be included as a capital ‘gdin or loss at the time of the sale. (ASC 323-740-35-5) Determination of gain or
loss will depend on the reported value (e.g., residual value at the end of the amortization timeframe)
compared to the. am@unt réceived in exchange for the investment. Liquidation of the investment commonly
occurs at the endiof the tax credit timeframe through a put or call agreement, often reflecting a nominal
residual valtierthat was established at the time of acquisition. The liquidation amount from such agreements
shall reflect the expected residual value when available.

11. At the end of the amortization timeframe-(life-of the-investment), if the reporting entity retains the
investment, the investment shall be subsequently measured and assessed within the statutory accounting
statement applicable to the investment held. Retained investments will remain on Schedule BA until
disposal and cannot exceed the initial expected residual value.

12. Exhibit A illustrates the application of accounting guidance in two examples that generate tax
credits and tax benefits using the proportional amortization method. The first example illustrates the
application of a standard project. The second example illustrates the application of accounting guidance in
a project that has expected residual value and generates non-tax related benefits in addition to tax credits
and other tax benefits using the proportional amortization method. (ASC 323-740-35-3)
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Application of Proportional Amortization Method

13. Under the proportional amortized cost method, the amortization of the investment is to be
recognized in the income statement as an expense component of the net investment income calculation.
Non-tax related benefits received from operations, or sale of the investment should be accounted for in
accordance with paragraph 10.

14. Tax credits and other tax benefits, not to include amortization of the investment, shall be reflected
as follows:

. its-Tax credits shall be
recognized in the period that they are allocated to the reporting entity for tax purposes:

ii.

Bt state income tax, whichever
the credit is utilized. State tax

iii.

£1v. tax credit investments, as defined within this SSAP. and

b. Federal benefi
shall be
utili

other than tax credits (e.g., tax benefits from investment depreciation)
ized in the year allocated pursuant to SSAP No. 101—/reomeTaxes. When
e federal tax benefits are recognized as a component of income tax expense.

tax benefits other than tax credits shall be recognized in the year allocated shal-be

Eead gross of any related state tax liabilities pursuant to SSAP
0. 101. When utilized, the state tax benefits are recognized as a component of taxes,
licenses, and fees.

Admittance Requirementsof Tax Credit Investments

15. Although investments in tax credit programs do not represent investments that can be direetly
readily liquidated for policyholder claims, the reduction of tax liability or saletransfer of allocated tax
credits represents a benefit that supports admittance of these investments, but only if the tax credits will be
received and can be utilized by the reporting entity. Investments in tax credit programs that will not result
in any of the anticipated tax credits or that will result in tax credits which cannot be utilized or
soldtransferred by the reporting entity shall be considered impaired and should refer to paragraphs 27 and
28.
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16. Reporting entities shall, at initial investment, obtain a clean® fund level tax opinion® on the validity
of the credits and structure of the underlying program and investment fund. Investments not supported by
an initial tax opinion shall be nonadmitted. If the program is a permitted syndicated program with a yield
guarantee, the opinion must verify that the investment and guarantee haves been properly structured under
IRS or state tax provisions riles-and the guarantee does not disqualify the reporting entity from obtaining

federal-general-businessthe tax credits.

17. Reporting entities shall annually obtain U.S. GAAP or U.S. tax basis audited financial statements
on the investment fund. In the event audited U.S. GAAP or U.S. tax basis financial statements are not
obtained or the audit receives an opinion other than unqualified, the asset shall be nonadmitted. If the
audited financial statements are in-process but not completed as of the annual statement filing deadline, the
reporting entity may admit the investment based on the results of the immediately preceding prior year
audited financial statements. A lag in reporting shall be consistent from period to period.

a. Other tax credit investments — If the reporting entity has a tax credit investment which by
virtue of its structure cannot be audited, the investment is exemptfrom the annual audit
requirement. One example of this type of investments would b€ tax'eredit debt investments*
which do not involve any amount of equity ownership as atcomponent of the investment.
This type of tax credit debt investment is exempt from the annual‘audit requirement, but
the reporting entity is still required to obtain a clean, tax ‘@pinion, in accordance with
paragraph 16, to support admittance at initial inyestment:

Prospective Utilization Assessment

18. The prospective utilization assessment, as detailegigbel@yw in paragraphs 19-21. must be performed
annually by the reporting entity if any of the followingmeir8wmstances exist in either the current or prior
reporting period:

a. Reporting entity records a yédluatioh alewance against a deferred tax asset (DTA) balance.

b. Reporting entity becomes awake @41 other facts and circumstances which indicate that it
will, more likely than@ot, be uhable to substantially utilize the unallocated tax credits.
Such instances includeNbut are not limited to:

1. If the rép@rtiag enfity holds an investment which allocates state premium tax credits
and intendSWo decrease premium volume in that state, it may affect whether or not the
unalfocated tax credits in that state can be utilized.

1. If the réporting entity holds an investment allocating state income tax credits and
fecords a valuation allowance in its U.S. GAAP financial statements against state
DTA balances, including the same state as the tax credit investment, it cannot ignore
the circumstances that led to the valuation allowance, even though statutory
accounting does not permit state DTAs.

2 While not quantified or defined in either the Internal Revenue Code or state regulations, common industry standards consider a
“should” opinion to be the minimum degree of confidence associated with a clean tax opinion. For the purposes of this statement,
a “should” opinion must represent a probability of success no less 70%. Any tax credit investment which receives a tax opinion
with a degree of confidence less than “should” is to be nonadmitted.

3 A fund level tax opinion for the purposes of this statement is defined as a full IRS Circular 230 tax opinion which covers from
the fund level through to the underlying assets generating the tax credit benefits. The fund level is defined as the entity, or level, at
which the investor comes directly into the investment without any intermediaries.

4 Common examples of tax credit debt investments are Tax Credit Strips derived from tax credit bonds, Qualified Tax Credit Bonds,
and Build America Tax Credit Bonds. Tax opinions received on these tax credit investments are also referred to as “bond counsels.”
Tax Credit Strips derived from tax equity investments would not qualify for the paragraph 17.a carve out as the source of the
stripped tax credits is auditable.
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19. Prospective Utilization Assessment — A—=+If any of the circumstances detailed in paragraph 18 exist,
the reporting entity is required to first-assess the future utilization of the investment’s-eurrent-portion—-of

unallocated tax credlts agalnst theestlmated tax 11ab111t1es fer—beth—thetaaeye&r—rn—w%eh—th&ta*ereéfts—eaﬁ

%epe%trng—en&t—y—sh&ﬂ—peffem%e*paﬁéed—assessmeﬂt—teand determlne the extent to which 1t will be able

to utilize the investment’s unallocated tax credits over the life of the smvestmenttax credits. If assessment

projections identify that the investment’s unallocated tax credits
will exceed what can be utilized under IRS or state tax provisions ,
the reporting entity shall nonadmit investments as necessary so that investments in scope of this statement
(in aggregate) are only admitted to the extent tax credits are expected to be utilized within current,
carryback and carryforward periods. 1t -

mestment—sh&ﬂ—b&nen&émﬁed—ln rnaklng th1s assessment the reportlng entlty is not p

18-20. Additional Admittance to Prospective Utilization Asges the tax credit investment
allocates tax credits with the following features, the reportingeen perform a secondary assessment
to determine if additional amounts of the tax credit investme 1tted under paragraph 19 can be

admitted:

a. Tax credit investments which allocat; &s which are certificated or transferable in
accordance with permitted IRS of ovisions are-shall admitted up to the lesser of

the proportlonal arnortlzed COS of the unallocated tax credits. Hthefairmarket

b. Tax credit investme%lich allocate tax credits eligible for direct payment are—shall

admitted up to the er
unallocated fax,c @

the proportional amortized cost; or the estimated proceeds from

49:21. For tax credit investments which have an amortization timeframe greater than the tax credit
allocation timeframe (as demonstrated in beth-examples-within-Exhibit A), the reporting entity would still.
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if required, perform the prospective utilization assessment same-assessment-detailedinparagraph18-but on

the reporting entity’s ability to utilize the remaining stream of anticipated tax benefits.

Future Contributions and Additional Tax Credits

20-22. Many tax credit investments require future contributions by the investor, that may be contingent on
a variety of conditions, such as receiving representations, contract performance, meeting occupancy
requirements, etc. A liability shall be recognized for delayed equity-contributions which result in additional
tax credits that are unconditional and legally binding, and a liability shall also be recognized for egquity
contributions which result in additional tax credits that are contingent upon a future event when that
contingent event becomes probable pursuant to the loss contingency guidance in SSAP No. SR—Liabilities,
Contingencies and Impairments of Assets. (ASC 323-740-25-3) Liabilities or loss contingencies recognized
for future contributions which result in additional tax credits shall be reported as ‘Payable for Securities’
until remitted or until the obligation is otherwise eliminated.

2+23. If a commitment to provide future contributions is not required to be re€ognized pursuant to
paragraph 22, the commitment shall be disclosed in the notes to the financial statements with other
commitments.

22.24. Additional contributions that do not result in additional tax credits foxr thesreporting entity investor
shall be immediately expensed as a component of net investment income:

23-25. If additional contributions result in additional tax credits fox the/reporting entity, the proportional
amortization method for the tax credit investment shall be adjusted, on a prospective basis, to reflect the
increased cost with the revised expected income-tax credits’andyineore-other tax benefits.

26. In the event a reporting entity obtains additidnalstax credits without the reporting entity making
additional contributions, the reporting entity shall‘aot adjust the book/adjusted carrying value of the tax
credit investment. (The proportional amortizationymethod shall not be adjusted to reflect the expected
additional tax credits.) Rather, the tax creditishall be recognized when allocated pursuant to paragraph 14.

Impairment of Tax Credit Investmends

24.27. Reporting entities with ifivestments in tax credit programs shall complete and document an
impairment analysis at each reporting period. For this analysis, the reporting entity shall compare the current
book/-adjusted carrying value to'the fair value of the investment. (lntew-eflf fair value is not determinable,
an entity can compare book/-adjusted carrying value to the present value of future tax credits and other tax
benefits discounted at.a risk-free rate of return.) If book-/adjusted carrying value is higher, the difference
between book/-adjusted ‘¢arrying value and fair value shall be recognized as an other-than-temporary
impairment T %0 t6,the'tax credit investment. This will result in a new cost basis and the amount of the
write-downshall,be accounted for as a realized loss. The new cost basis shall not be changed for subsequent

recoveries in fair value-(discounted-valae present-value).

25.28. An other-than-temporary impairment shall also be considered to have occurred if a previously
allocated tax credit has been recaptured or if it is probable that future tax credits will not be allocated as
expected. If a project no longer qualifies for tax credits, the entire investment, less any residual established
at initial recognition, shall be written off as other-than-temporarily impaired. If the reporting entity
experiences a tax credit recapture, the reporting entity shall assess whether future tax credits and other
benefits will qualify for use by the reporting entity. If future credits will not be generated or will be subject
to future recapture, then the reporting entity shall write-off the investment as other-than-temporarily
impaired so that the resulting investment value only reflects expected qualifying tax credits and other
benefits expected to be allocated. 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
or revision to tax credit expectations.
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26-29. Certain tax credit programs allocate variable amounts of tax credits (for example, clean energy
production tax credit programs) which will result in regular differences between actual allocated tax credits
and estimated tax credit allocations as calculated upon acquisition of the investment. Variable tax credits
allocated in excess of estimates should be accounted for in accordance with paragraph 26. If the allocated
variable tax credits are less than estimates by more than 10% or consistently allocate less than the estimated
amounts over multiple allocation periods, then the reporting entity must either recognize an other-than-
temporary impairment or specifically address within its impairment analysis the reason why consistently
diminished tax credit returns do not represent an impairment event. Note that if the company determines it
1s probable that the total amount of anticipated variable tax credits will not be received, it would still be
considered an other-than-temporary impairment in accordance with paragraph 28.

Disclosures

27.30. A reporting entity shall disclose information that enables users of its financi@lystatements to
understand the following information about its tax-investments in projects that generate tax credits and other
tax benefits from tax programs captured in scope of this statement: (ASC 323-740-50%1)

a. The nature of its investments in projects that generate tax creditsiandwother tax benefits.

b. The effect of the recognition and measurement of its investmentssin projects that generate
tax credits and other tax benefits and the related tax credits on its financial position and
results of operations.

28.31. To meet the objective of paragraph 30, a reporting entity shall disclose the following information
about its tax-investments in projects that generate tax credits’andyother tax benefits from a tax credit program
in scope of this statement:

a. The amount of tax credits and othefitax benefits recognized during the reporting period(s).
b. The balance of the investments recognized in the statement of financial position for the

reporting period(s) presented.

c. The amount of investment amortization and non-income tax related activity recognized as
a component,of net inyestment income, and other returns allocated that were recognized
outside of income tax expense.

d. An aggtegate schedule of tax credits expected to be generated each year for the subsequent
five years‘and thereafter, disaggregated by transferable/certificated and non-transferable.

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

29:32. The following disclosures shall be included if applicable to tax credit investments:

a. If the underlying preperty—project is currently subject to any regulatory reviews and the
status of such review. (Example: Investigations by the housing authority.)

b. Significant modifications or events that resulted in a change in the nature of the investment
or a change in the relationship with the underlying project for investments in scope. (ASC
323-740-50-1A)

30:33. 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:
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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.
34. The following disclosures pertain only to those tax credits allocated from tax credit investments

and are unused as of the reporting period(s). For purposes of this disclosure, total unused tax credits

represent the entire amount of tax credits available:

Carrying value of tax credits, disaggeregated by transferable/certificated and non-

transferable, gross of any related tax liabilities by jurisdiction and in total.

Total unused tax credits by jurisdiction, disaggregated by transferable/certificated and non-

transferable.

Method of estimating utilization of remaining tax credits or other prgject@d recovery of the

current carrying value.

Impairment amount recognized in the reporting period(s), iféany.

Identify tax credits by transferable/certificated and n@n-tramsferable classifications and

identify the admitted and nonadmitted portions ef cd@hclasification.

3+35. Refer to the Preamble for further discussion regarding,disclosure requirements.

Relevant Literature

32.36. This statement adopts with modification Accounting Standards Update (ASU) 2023-02, Accounting
for Investments in Tax Credit Structures Using, the, Proportional Amortization Method. The ASU is
modified for the following statutory concepts:

a.

This statement is applicable to allffederal and state tax credit programs earned through any
tax credit investment structure that meets the requirements in paragraph 2. Under the ASU,
use of the proportional amortization method is an election and only pertains to income tax
equity investment structures in which the reporting entity does not exercise significant
influence. Withithis'statement, the U.S. GAAP election to use the proportional amortization
methodyis, rejectedyand use of proportional amortization for investments within the scope
of this statement is required. The guidance is expanded for state premium tax credits.

Investments that meet the criteria of this statement are required to use a proportional
ameprtization method as prescribed in this statement. This method requires the tax credits
andwbenefits to be recognized in proportion to 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 allocated by the reporting entity
over the life of the investment. This statement requires a gross presentation on the financial
statements. Under the ASU, a practical expedient is allowed for the calculation of
proportional amortization but has been rejected with this statement.

Federal tax credits shall be recognized in the income statement as an offset to federal
income taxes in the tax reporting year in which the tax credit is utilized in accordance with
SSAP No. 101. 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.
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d. Tax benefits allocated, other than tax credits, shall be accounted for pursuant to SSAP No.
101. Amortization shall be reported as a component of net investment income.

e. Reporting entities shall follow the guidance in paragraphs 22 and 23 regarding the
recognition of contingent commitments from SSAP No. 5R to equity contributions.

f. This statement has specific impairment and nonadmittance requirements.

g. 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).

h. Disclosures should be followed as indicated in the disclosures section in this statement.

hi. The examples detailed in Exhibit A were modified to better illugtfateNshe statutory
accounting method for tax credit investments.

Effective Date and Transition

33.37. This statement is effective for reporting periods beginning on omafter January 1, 2006. Early
adoption is permitted. A change resulting from the adoption of this statementyshall be accounted for as a
change in accounting principle in accordance with SSAP No. 3=AcéountingsChanges and Corrections of
Errors. The guidance previously in paragraph 3 of this statemént superseded paragraph 1 of SSAP No. 48.
In 2011, this guidance was moved to SSAP No. 48 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.

38. In March 2024, new SAP concept revisions, as ‘detailed in Issue Paper No. XXX, were adopted.
These revisions, effective January 1, 20254 expanded the scope of SSAP No. 93 to include all federal and
state tax credit investment structures and ptovide new guidance on the accounting, recognition, and
reporting of tax credit investment structures. As'of the effective date, reporting entities shall prospectively
modify the recognition, accounting, and xeporting of tax credit investment structures to reflect the guidance
in the conceptual revisions. Additionally, all tax credit investment structures which fall within the scope of
this statement not currently reperted on Schedule BA are to be transferred to Schedule BA as of the effective
date.

Glossary
39. The foll@wink defihitions are provided for the purposes of this statement.
a. Unallocated tax credits — The portion of tax credits expected to be earned and allocated to

the reporting entity through the tax credit investment structure.

b. Transferable/Certificated — The tax credits are certified for sale (certificated tax credits) or
saleable through the execution of a state or federal transfer form (transferable tax credits).

C. More Likely Than Not — Refers to a likelihood of more than 50%.
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EXHIBIT A — APPLICATION OF PROPORTIONAL AMORTIZATION METHOD

q ualifying Tax

Example 1: App P
Credit Investment Structure

On January 1. 20X1., ABC Insurance Company purchases a 5% equity stake in & taRcredit investment

structure for $100.000. The allocated tax credits are transferable, and ABC anticipates that all tax credits
received will be fully utilized prior to expiration of the tax credit carryover fefiodh

Assumptions:

1. All cash flows (except initial investment) occur atithe end of each year.

2. Depreciation expense is computed, for boek and,tax purposes, using the straight-line
method with a 27.5 year life (the same method'is used for simplicity).

3. The investor made a $100,000 investment, for a 5% limited partnership interest in the
project at the beginning of the first year oféeligibility for the tax credit.

4. The partnership finances theyproject cost of $4,000,000 with 50% equity and 50% debt.

5. The annual tax credit allocation (equal to 4% of the project's original cost) will be received
for a period of 10 years:

6. The investor'sitax tate is 40%.

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
(andythus the cumulative depreciation expense) recognized by the investor is limited to the
$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 (@) 2) 3) ) ) (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% limited liability interest in the project net of amortization in
Column (2).

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

3) Annual 4% tax creditfon $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.

(5) Column,(4)x 40%tax rate.

(6) Columny(3) + Column (5).

Initial Year

Years 1-10

Tax credit investment 100,000
_ Cash 100,000
To record the purchase of tax credit investment

Amortization expense 9,091

Tax credit investment 9,091
Federal tax credits 8,000

Income tax expense 8,000

To record annual receipt of allocated tax credits and proportional amortization

o] ‘investment.
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Income taxes payable 8,000
Federal tax credits 8.000
To record annual utilization of allocated tax credits.
Year 11-13
Amortization expense 2.424
Tax credit investment 2.424
To record annual proportional amortization of tax credit investment.
Year 14
Amortization expense 1,818
Tax credit investment 1,818

To record annual proportional amortization of tax credit investment.

;QO

*

’Q&\
N\

)

&
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Example 2: Qualifying Tax E¢wity-Credit Investments Structure with Non-Income Tax Related Benefits

On January 1, 20X1, T&A Insurance Company purchased a 5% equity stake in
structure for $100,000. The allocated tax credits are non-transferable, and

Assumptions:
1. All cash flows (except initial investment) occur at ] of each year.
2. Depreciation expense is computed, for b andytax purposes, using the straight-line
method with a 27.5 year life (the same od'is used for simplicity).

3. The investor made a $100,000 ?nve% for a 5% limited partnership interest in the
project at the beginning of th N ligibility for the tax credit.

duction tax credits based on the energy the project
ocated over a four-year period.

4. The partnership will rece
produces. The credits will be a

5. The tax equity investorywill receive cash proceeds based on 2% of the project’s cash
generated dufin l@ of the projeetinvestment.

6. The investor's taxrate is 40%.

7. All requi ts are met to retain allocable income tax credits such that there will be no
ecap f Income tax credits.

9.8. 11 of the conditions are met to require use of the proportional amortization method.

9. After 10 years, the tax equity investor has a right to require that the project sponsor
purchase the tax equity investor’s equity interest for a nominal amount. It is assumed that
the Put option will be exercised and has a contractually agreed upon residual value of
$1.000.

10. In Years 1-3 the investor is able to utilize all allocated tax credits in the same period they
were received. In Year 4, the investor is only able to utilize half of that year’s allocated
tax credit and defers the remainder for utilization in Year 5.

© 2024 National Association of Insurance Commissioners 15 Page 2123 of 2278



Ref #2022-14a
Proportional Amortization Method with Statutory Modifications

Non-Tax

Net Other Tax Tax Credits Related
Amortization Tax Losses/Tax  Benefits from Tax and Other Cash

Net Investment  of Investment  Credits  Depreciation Depreciation Tax Benefits  Returns
Year (@) 2) A3) “) () (6) ()

100,000
1 79.39979,605 20,395601 20,000 8,300 3,320 23,320 58
2 58,79959.210 20,39560+ 20,000 8,300 3,320 23,320 58
3 38,19838.815 20,39560+ 20,000 8,300 3,320 23,320 58
4 17%59718.420 20,39560+ 20,000 8,300 3,320 23,320 58
5 14,66415.516 2,90433 8,300 3,320 3,320 58
6 H73112.612 2,90433 8,300 3,320 3,320 58
7 8,7999.708 2,90433 8,300 3,320 3,320 58
8 5.8666.804 2,90433 8,300 3,320 3,320 58
9 2:9333.900 2,90433 8,300 3,320 3,320 58
10 61,000 2,90033 8,300 3,320 3,320 58
Total 1,000 100699,000 80,000 83,000 33,200 113,200 580
(D End-of-year investment for a 5% limited liability interest imnsthe project net of amortization in
Column (2).

2) Initial investment, less residual value of $1,00Z of $M,OOO x (total tax benefits allocated during
the year in Column (6) / total anticipated tax benefits over the life of the investment of $113,200).

3) These tax credits have been genérated through the production of electricity, which generates
production tax credits. The tax equitylinvestor is not receiving renewable energy credits or carbon
offsets.

4) Depreciation /other tax logSesipassed on to the investor.

5) Column (4) x 40% taX rate.
(6) Column (3) + Column (5).

@) Non-inéeme-tax-related benefits recognized in current-period pre-tax earnings when allocated.
This representsithe cash proceeds allocated by the tax equity investor based on the cash generated
fromythe project-

Initial Year

Tax credit investment 100,000

Cash 100,000
To record the purchase of tax credit investment

Years 1-3

Amortization expense 20,395

Tax credit investment 20,395
Federal tax credits 20,000

Income tax expense 20,000
Cash 38

Investment Income 58
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To record annual receipt of allocated tax credits, proportional amortization
of investment, and receipt of non-tax cash returns.

Income taxes payable 20,000

Federal tax credits 20,000
To record annual utilization of allocated tax credits.

Year 4

Amortization expense 20,395

Tax credit investment 20,395
Federal tax credits 20,000

Income tax expense 20,000
Cash 38

Investment Income 38
To record annual receipt of allocated tax credits, proportional amortizafion
of investment, and receipt of non-tax cash returns.
Income taxes payable % O

Federal tax credits 10,000
Income tax expense

Deferred tax expense 10,000
To record the portion of allocated tax credits utilized"inth e rent year and
defer the remainder. (Federal tax credit accofn ) Be mapped to the DTA
reporting line as any balance remaining at vey

Year 5

Amortization expense 2,904
Tax credit investment * 2,904
Cash \ 58

Investment Incom 58
To record annual proportion ization of tax credit investment and
receipt of non-tax cashgeturns.
( 10,000
A ts 10,000
10,000
expense 10,000
lization of deferred tax credit.
2.904
Tax credit investment 2.904
58
Investment Income 38

To record annual proportional amortization of tax credit investment and
receipt of non-tax cash returns.
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Year 10
Amortization expense 2.900
Tax credit investment 2.900
Cash 58
Investment Income 58

To record annual proportional amortization of tax credit investment and
receipt of non-tax cash returns.

Cash 1,000
Tax credit investment 1,000

To record sale of interest in tax credit investment at stated residual value.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024, 6-24 Spring
National Meeting/Adoptions/22-14a - SSAP No 93R - Investments in Tax Credit Structures.docx
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Spring National Meeting Adoption: Revisions to SSAP No. 94R made after the exposure on January 31,
2024, have been shown as tracked changes highlighted in grey. This document represents the final adopted
version of SSAP No. 94R.

Statements of Statutory Accounting Principles No. 94 - Revised

Transferable-and Non-Transferable-State and Federal Tax Credits

STATUS

Type of Issue Common Area

Issued June 12, 2006; Substantively revised December 73,2011

......................................................... Conceptually revised - March 16, 2024.

Effective Date December 31, 2006; Substantive revisions detailed in Issue

......................................................... Paper No. 145 effective December31;:2017; Conceptual

revisions detailed in Issue Papet NoX XX effective XXX.

Affects No other pronouncements

Affected by No other pronouncemients

Interpreted by No other pronéuncements
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SSAP No. 94R Statement of Statutory Accounting Principles
SCOPE OF STATEMENT
1. This statement establishes statutory accounting principles for transferable-and nen-transferable

state and federal tax credits that are purchased! by the reporting L e el ieeees e
entity from—which-thetax—eredit-were—earned/purchased. Tax credits allocated from investments NOT

within the scope of SSAP 93R—Investments in Tax Credzt SZructures should refer to this statement for tax

credlt accounting guidance. et 5

been awarded2 to the reporting entity are not within the scope of this statement and should refer to SSAP
No. 101—Income Taxes.

2. Tax credits allocated from, and Jinvestments in, LeWLI-aeem&Hea-smg—T—ttax edh edits-credit
[ .h

structures,s as discussed in SSAP No. 93R SSAP Ne-—93R ome—Hon 4 it-Property
Investmentsinvestmentsin-TaxCredit-Structures—which 1nv01ve investments in pub J[L o programs that
generate general business federal tax credits or state tax credits, are not w1thlﬁ C @ of this statement.

0 o S S O a V S SSAASA £/

3. Investments in a CAPCO (Certified Capital Company), org: ize 2 partnershlp or an LLC,
which is a company, authorized by state statute that borrows fromsinvesto , in
order to make venture capital investments in “qualified” bus % not within the scope of thls
statement. Although associated with tax credits, the insuran any is paid principal and interest on
its investment with the CAPCO. Depending upon the te the PCO offering, principal and interest
payments to the insuranee-companyinvestors will come e CAPCO and/or the state. The CAPCO
will make cash payments directly to the i stors while the state will make payments
in the form of premium or income tax creditS. nts in a CAPCO shall be accounted for in
accordance with Interpretation (INT) 06-0. ! and Reporting for Investments in a Certified
Capital Company (CAPCO) and specific gfa ccBunting guidance addressing CAPCOs.

SUMMARY CONCLUSION
4. Both state and federal goyemantents have enacted laws that create programs by which tax credits
are granted to entities undenfCe pecitied conditions. The terms of these tax credits vary based on the

issuing jurisdiction and from @:_,__ g to program.

o A. o -. ab al A aVa ‘al Va O oneaq aVa a a
a d ——€fed W ay-——o Siismsiamt 0 - a

a N a hich aka o ld-o
O d a l l Cl T O vV cl Ot OO+ = Cl

D
@)
d

-
@)

' The process to purchase a tax credit typically involves the acquisition of a tax credit certificate (certificated tax
credits) or the execution of a state or federal transfer form (transferable tax credits). Tax credits which have been
received through other means are indicative of tax credits allocated from an investment (For example, if the tax credits
are received through a schedule K-1) and may be within scope of SSAP No. 93.

2 For the purposes of this statement, awarded tax credits are tax credits issued to the reporting entity which were neither
purchased nor allocated from an investment structure. A common example of an awarded tax credit are Job Creation
tax credits which are a type of performance-based tax credit program.
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TFransferable-and Non-TransferableState and Federal State-Tax Credits SSAP No. 94R

5 he o N1 e nh o (7 2Va d— he nrecen N

3 o tbedinthisstatement-For the purposes of this statement,
“tax credits” must be igsped by Sither a federal or state governmental entity and must be refundable® or
can be applied against ihG@me tax or premium tax in accordance with permitted IRS or state tax provisions.
Tax credits which #1d or otherwise transferred to another entity are referred to as “transferable

er tax credits are referred to as “non-transferable.”

ing entity purchases a transferable or certificated tax credit from another entity, the
ot result in a continuing investment in a business entity (i.e., limited partnership)-. Direct
payment elections are non-revocable and supersede the transferability of tax credits, as such, once the
election has been made the tax credit would be considered a non-transferable tax credit.

3 Direct payment tax credits are synonymous with refundable tax credits, as such the terms are used interchangeably
within this statement.
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SSAP No. 94R Statement of Statutory Accounting Principles

AequisitionAccounting

7. All tax credits within the scope of the statement must be recognized in the period they are allocated

to or purchased by the reporting entity for tax purposes and must be recorded at face value upon receipt.
ansferable and-non-transferable stateta edits-are recorded-atcostatthe date-ofacguisition-Tax credits
acquired at a premium or discount to their face value must record the gain/loss as follows:

a. Tax credits acquired at a discount must defer the gain as a miscellaneous liability upon
receipt of the tax credit.

b. Tax credits acquired at a premium must realize the loss within the 4 tatement upon
receipt of the tax credit. *

&nx until the value of the
0

til the state-tax credits
nd the payment(s) or refund is

8. Deferred gGains on tax credits a
state-tax credits utilized exceeds the initial acquisition cost of the tax cre
are transferred to other entities or the direct payment election is utili

greater-thancxceed the initial earrying-acquisition valsecost. .
Balance Sheet Treatiment \

9. Tax credits shall be recognized in the period t purchased or allocated to the reporting
entity for tax purposes:

a.

10. UseNef carried forward tax credits in a future period shall be reflected as an offset to the
ome or premiums tax in the tax reporting year in which the tax credit is utilized.
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TFransferable-and Non-TransferableState and Federal State-Tax Credits SSAP No. 94R

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

Admittance

13. Fransterableand nen-transferabletTax credits as defined in this SSAP held by reporting
entities meet the definition of assets as specified in SSAP No. Nonadmitted Assets and are
admissible assets to the extent that they comply with the requifr his statement. The admissibility

of tax credits areis subject to SSAP No. 101.

Impairment \\

rred if it is probable that the reporting entity will
‘ of the
or impairment at each reporting date.

12:14. An impairment shall be considered to hg :
be unable to recover the book/-adjusted carryi
tax credits. TStatetax credits should be eval

13-15. When there is a decline in the realizability of a tax credit
owned by the reporting entity that is &r;r-‘than;—temporaryfw), the asset shall be written down to the

expected realizable amount and the t of the write down shall be accounted for as a realized loss.
The expected realizable valuea Q& cost basis.

14-16. The new cost l@al
Disclosures

t be changed for subsequent recoveries in realizability.

15-17. The followi sclosures shall be made in the financial statements for the reporting period(s)
presented. For es of this disclosure, total unused transferable-and-nen-transferable-state-tax credits

represent the entire amount of tax credits available:

a. Carrying value of transferable-and-non-transferable-state-tax credits, disaggregated by
transferable/certificated and non-transferable, gross of any related state-tax liabilities by
state-jurisdiction and in total.;

b. Total unused transferable—andnon-transferable—state—tax credits by statejurisdiction,

disaggregated by transferable/certificated and non-transferable.:

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

d. Impairment amount recognized in the reporting period(s), if any.
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SSAP No. 94R Statement of Statutory Accounting Principles

e. Identify state-tax credits by transferable/certificated and non-transferable classifications;
and identify the admitted and Nnonadmitted portions of each classification.

16-18. Any commitment or contingent commitment to purchase tax credits shall be disclosed.

Effective Date and Transition

19. 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 accounted for as a
change in accounting principle in accordance with SSAP No. 3. Substantive revisions to 1) revising the
title; 2) incorporating the criteria for non-transferable state tax credits as described in paragraphs 7 and §;
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.

20. In March 2024, new SAP concept revisions, as detailed in Issue Paffer X, were adopted.
e scope of SSAP
premium tax credits
¢ and federal tax credits

No. 94R to include all purchased, and certain allocated, state and federala
and provide new guidance on the accounting, recognition, and reporting

the effective date:

a. Federal tax credits in other-than-invested as

deferredtaxasset{DTA) in accordance wWith

a-b. Tax credits previously recorded at }o1eost should be adjusted to reflect the face value of
the acquired tax credits with the corte ding loss immediately recognized or the gain deferred.
REFERENCES

Relevant Issue Papers 6
. Issue Paper No.®026—Accounting for Transferable State Tax Credits

. IssueRap 0. 145—Accounting for Transferable and Non-Transferable State Tax
Cre @
[ )

@Zaper No. XXX XXX
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TFransferable-and Noen-TransferableState and Federal State-Tax Credits SSAP No. 949R

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

6/30/x1

10/1/x1

6/30/x2

9/30/x2

6/30/x3

9/30/x3

6/30/x4

Transferable state tax credits 100160,000
Deferred gains on acquired tax credits 60,000
Cash 100,000

To record the purchase of the tax credits

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.

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.

Premium tax expense 60,000
Premium taxes payable toydomiciliary state 60,000
To record premium tax expense andiaccruesthe liability in Year 2.

Premium tax payable 60,000

Transferable state tax eredits 60,000
To record the use of taxes credits in Year 2. The reporting entity expects to be able to
utilize remaining tax.credits before expiration.

Premium tax ‘expense 30,000
Premiumytaxes payable to domiciliary state 30,000
To recordipremium’tax expense and accrue the liability in Year 3.

Premiumtax payable 30,000

Transferable state tax creditsOtherincome 30,000
Def@ired gains on acquired tax credits 30,000

Other income 30,000

To record the use of premium tax credits in excess of cost and recognize a gain on premium
tax credits in other income. The Company intends to sell the remaining tax credits in year
4.

Cash 20,000
Other income 10,000

Transferable state tax credits 30,000
Deferred gains on acquired tax credits 30,000

Other income 2630,000

To record the sale of the remaining tax credits.
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SSAP No. 94R Statement of Statutory Accounting Principles

EXHIBIT B - ACCOUNTING FOR NON-TRANSFERABLE STATE-TAX CREDITS

On 7/1/X1 LIJW Insurance Company purchased non-transferable state-federal tax credits for a cost of
$100,000. The state-federal tax credits are redeemable for $110,000—are-not-transferable and expire on,
April 15, 20x2. LIW expects to utilize the tax credits before expiration itheir—state-of domiete-in the
amount of $110,000. Tax credits are utilized pro-rata, approximately $36.666 every quarter, from
acquisition date to expiration date. The illustration below assumes that LJW Insurance Company’s
quarterly income tax liability equals the amount of credits that were purchased.

7/1/x1 State-Federal tax credits 1160,000
Deferred gains on acquired tax credits 0.000
Cash 100,000
To record the purchase of the tax credits . O
9/30/x1 Premium-Income tax expense -
Income Premiwm—taxes payable—te 200,000306.,666
To record quarter! : ome tax liability.
10/1/x1 Income taxes payable * 36,666
Federal tax credits \ 36,666
To record the use of tax credits in the qua&
12/31/x1 Income tax expense . 36,666
Income taxes payable 36,666
To record quarterly income ]
1/1/x2 Income taxes payable 36,666
Federal tax credits 36,666
To record the use of tdredits in the quarter.
3/31/x2 Income tax expense 36,668
36,668
3A5x2 110,000
4/1/x2 36,668
10,000
10,000
36,668
10,000
100110,000
To record the use of premimm-tax credits in the quarter.—in-exeess-of-cost-andrecognize¢
i OH—Dr eI —a edits—in-other—income—{The-additional-$9 e taee
emeesblemanl b i b e e

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/03-16-24 Spring
National Meeting/Adoptions/22-14b - SSAP No 94R - State and Federal Tax Credits.docx
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Other SSAPs

Spring National Meeting Adoption: This document represents the final adopted version of the revisions to
SSAP No. 34 and SSAP No. 48R. The changes shown to SSAP No. 48R have not been amended to reflect the
proposed formatting changes proposed in agenda item #2024-08: Consistency Revisions for Residuals.

Proposed revisions to SSAP No. 34—Investment Income Due and Accrued

SCOPE OF STATEMENT

L. This statement establishes statutory accounting principles for investment income due and accrued.
This statement does not address the accounting for tax credits allocated or purchased, which are discussed
in SSAP No. 93R—Investments in Tax Credit Structures and SSAP No. 94R—State g#imeh Federal Tax
Credits.

Proposed revisions to SSAP No. 48R—Joint Ventures, Partnerships and Limited Liability Companies

SCOPE OF STATEMENT

1. This statement establishes statutory accounting principles for imyestments in any joint ventures,
partnerships, and limited liability companies, including investments) in~ certified capital companies
(CAPCO) per INT 06-02: Accounting and Reporting for Investmentsin a Certified Capital Company
(CAPCO), whether or not it is considered to be controlled by,or affiliated with the reporting entity. Single
real estate property investments that are wholly-owned by;an LIXC that is directly and wholly-owned by the
reporting entity, and that meet the criteria established®in SSAP No. 40R—Real Estate Investments, are
excluded from this statement. This statement does net#address the accounting for investments in joint
ventures partnershlps and anel—hmlted 11ab111ty compames '[hdt invest in tax chdlt prourams —that—and are
in the scope ofh

}neem%He&smgiPaae@red%Pmpemes—as—dfseussed—m SSAP No. 95R—be%%eeme—1491mng—?aa&@#edﬁ
Propertytnvestmentsinvestments in Tax CredilSiflictures.
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2023-03—Amendments to SEC Paragraphs

Check (applicable entity):

P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP L] [] []
Interpretation [] [] L]

Description of Issue:

In July of 2023 FASB issued ASU 2023-03, Amendments to SEC Paragraphs Pursuantsto SEC Staff Accounting
Bulletin No. 120, SEC Staff Announcement at the March 24, 2022, EITF Meeting, and Staff Accounting Bulletin
Topic 6.B, Accounting Series Release 280—General Revision of Regulation S-X: Incomesor Loss Applicable to
Common Stock, which amends SEC paragraphs from the Accounting Standards Cedification based on the issuance
of SEC Staff Accounting Bulletin (SAB) 120, the March 24, 2022 EITF meeting SEC staff announcement, and
SAB Topic 6.B “Accounting Series Release No. 280 — General Revisiontof Regulation S-X: Income or Loss
Applicable to Common Stock. This ASU updates various aspects ‘of SECiguidance on stock compensation and
equity-based payments.

Existing Authoritative Literature:
Historically, SEC guidance from ASUs have been rejectedsas not,applicable for statutory accounting in Appendix
D. Regardless, all ASUs are reviewed for statutory @ccountifigypurposes to determine if the guidance should be
considered for statutory accounting.

Activity to Date (issues previously addressed, by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): None

Staff Recommendation;:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP
clarification, and expose révisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-
03, Amendmentsyto SEC’ Paragraphs as not applicable to statutory accounting. This item is proposed to be
rejected as not applicable as the ASU is specific to amendment of SEC paragraphs, which are not applicable for
statutory accounting purposes.

Staff Review Completed by: William Oden — October 2023

Status:

On December 1, 2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification and exposed revisions to Appendix D—Nonapplicable GAAP
Pronouncements to reject ASU 2023-03—Amendments to SEC Paragraphs as not applicable for statutory
accounting.
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On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions
to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-03, Amendments to SEC Paragraphs
as not applicable to statutory accounting.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/03-16-24 Spring National
Meeting/Adoptions/23-25 - ASU 2023-03 - SEC Updates.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2023-04—Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 121

Check (applicable entity):

P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP L] [] []
Interpretation [] [] L]

Description of Issue:

In August of 2023 FASB issued ASU 2023-04, Amendments to SEC Paragraphs Pursuantito SEC Staff Accounting
Bulletin No. 121, which amends SEC paragraphs from the Accounting StandardssCodification for the issuance of
SEC Staff Accounting Bulletin (SAB) 121 which provides guidance on accounting, forobligations to safeguard
Crypto-Assets an entity holds for its platform users.

Existing Authoritative Literature:
Historically, SEC guidance from ASUs have been rejected as not applicableyfor'statutory accounting in Appendix
D. Regardless, all ASUs are reviewed for statutory accounting pugposes to determine if the guidance should be
considered for statutory accounting.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups):

In May 2021, the Working Group issued INT 21-01: A¢counting for Cryptocurrencies, which provided guidance
for the statutory accounting treatment of cryptociirrencies. INT 21-01 establishes that directly held cryptocurrencies
have not been identified in the Accounting Practiees and Procedures Manual (AP&P Manual) as an admitted asset,
and do not meet the definition of any admitted assetthat is defined in the AP&P Manual. Accordingly, by default
they are a nonadmitted asset per SSAP &No. 4—Assets and Nonadmitted Assets, paragraph 3, as they are not
specifically identified in the Accounting=Rractices and Procedures Manual as an admitted asset.

Information or issues (includedin.Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International’Financial Reporting Standards (IFRS): None

Staff Recommendation:

NAIC staff recommends’that the Working Group move this item to the active listing, categorized as a SAP
clarification, and expose revisions to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-
04, Amendments to SEC Paragraphs as not applicable to statutory accounting. This item is proposed to be
rejected as not applicable as the ASU is specific to amendment of SEC paragraphs, which are generally not
applicable for statutory accounting purposes.

Staff Review Completed by: Jake Stultz — October 2023

Status:

On December 1, 2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification and exposed revisions to Appendix D—Nonapplicable GAAP
Pronouncements to reject ASU 2023-04—Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting
Bulletin No. 121 as not applicable for statutory accounting.
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On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions
to Appendix D—Nonapplicable GAAP Pronouncements to reject ASU 2023-04, Amendments to SEC Paragraphs
Pursuant to SEC Staff Accounting Bulletin No. 121 as not applicable to statutory accounting.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/03-16-24 Spring National
Meeting/Adoptions/23-27 - ASU 2023-04 - SEC Updates - Crypto.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: IMR / AVR Preferred Stock
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP [] R []
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: This agenda item has been developed to update guidance for the Interest Maintenance Reserve
(IMR) and the Asset Valuation Reserve (AVR) in the Annual Statement (A/S) Instructions for perpetual preferred
stock, which includes SVO-Identified Preferred Stock ETFs. The existing IMR/AVR “guidance is based on
measurement of preferred stock based on NAIC designation. However, statutory acéounting revisions effective in
2021 revised the measurement method for perpetual preferred stock to always reflect fair value, not to exceed any
currently effective call price, regardless of NAIC designation. Furthermorey with' dedicated reporting lines
established to separate redeemable and perpetual preferred stock, the reporting off NAIC designations was revised
and no longer references an “RP” or “P.” These revisions were incOgporated as®perpetual preferred stock is more
akin to an equity instrument, as it is not required to be redeemed by the issuing entity or at the option of the investor.
At the time of this measurement method change, corresponding fevisions'to the IMR/AVR instructions were not
reflected. As such, the existing IMR/AVR guidance directs‘s€alized gains/loss treatment for all preferred stock
based on the NAIC designation during the holding period and refers, to the prior designation classifications.

This agenda item proposes to clarify that realized gains‘and losses on perpetual preferred stock shall not be added
to the IMR, regardless of NAIC designation, and shall\follow the same concepts that exist for common stock in
reporting realized gains/losses to the AVR. This agenda item does not propose to change the concepts for
redeemable preferred stock, which is more akin“te & debt instrument, but proposes to clarify the guidance so
application based on the type of structure 48 clear. Separate reporting of perpetual preferred stock and redeemable
preferred stock is already included on Sehedule D-2-1: Preferred Stock.

For the revisions proposed in thisagenda.item, the guidance for redeemable preferred stock will not be revised and
will continue to classify realized gains/losses between the IMR and AVR based on NAIC designation. This guidance
indicates that if the designation was a 4-6 at any time during the holding period, the realized gain or loss would go
to AVR as non-interest g€lated gains or losses. This agenda item does not intend to confirm that the allocation
approach for redeemable preferred stock is appropriate and is strictly focused on ensuring that the current annual
statement instructions for IMR/AVR corresponds with the current accounting and reporting guidance for perpetual
preferred stocksy As™detailed in the recommendation, discussion on whether use of NAIC designation for
redeemable preferred stock is appropriate is proposed to occur as part of the long-term IMR project.

Existing Authoritative Literature:
e SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve

SCOPE OF STATEMENT

1. This statement establishes statutory accounting principles for an asset valuation reserve (AVR) and an
interest maintenance reserve (IMR) for life and accident and health insurance companies, excluding
separate accounts. Separate account AVR/IMR reporting is addressed in SSAP No. 56—Separate
Accounts.

SUMMARY CONCLUSION

2. Life and accident and health insurance companies shall recognize liabilities for an AVR and an IMR.
The AVR is intended to establish a reserve to offset potential credit-related investment losses on all
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invested asset categories excluding cash, policy loans, premium notes, collateral notes and income
receivable. The IMR defers recognition of the realized capital gains and losses resulting from changes
in the general level of interest rates. These gains and losses shall be amortized into investment income
over the expected remaining life of the investments sold. The IMR also applies to certain liability
gains/losses related to changes in interest rates. These gains and losses shall be amortized into
investment income over the expected remaining life of the liability released.

3. The IMR and AVR shall be calculated and reported as determined per guidance in the SSAP for the
specific type of investment (e.g., SSAP No. 43R for loan-backed and structured securities), or if not
specifically stated in the respective SSAP, in accordance with the NAIC Annual Statement Instructions
for Life and Accident and Health Insurance Companies.

Effective Date and Transition

4. This statement is effective for years beginning January 1, 2001. A change resultingifrom 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.

e A/S Instructions — Life, Accident and Health / Fraternal Companies
(This reflects 2023 guidance. Agenda item 2023-15 proposes revisions to address specific allocations to the IMR

that may not reflect interest-related losses.)

Interest Maintenance Reserve (IMR)

Line2 - Current Year's Realized Pre-tax CapitalGains(Losses) of $ Transferred into the
Reserve Net of Taxes of $

Include interest-rate-related realized capitalgains (losses), net of capital gains tax thereon. All
realized capital gains (losses)_transferredsto the IMR are net of capital gains taxes thereon.
Exclude non-interest-related/{(default) realized capital gains and (losses), realized capital gains
(losses) on equity investments, and unrealized capital gains (losses).

All realized capital gains (losses), due to interest rate changes on fixed income investments,
net of related capital ‘gains tax, should be captured in the IMR and amortized into income
(Column 2, LinesA through 31) according to Table 1 or the seriatim method. Realized capital
gains (losses) nust be|classified as either interest (IMR) or non-interest (AVR) related, not a
combination exeeptias specified in SSAP No. 43R—Loan-Backed and Structured Securities.
Purchase, lots with the same CUSIP are treated as individual assets for IMR and Asset
ValuationiReserve (AVR) purposes.

Exclude those capital gains and (losses) that, in accordance with contract terms have been
used te«directly increase or (decrease) contract benefit payments or reserves during the
reporting period. The purpose of this exclusion is to avoid the duplicate utilization of such gains
and (losses).

Capital gains tax should be determined using the method developed by the company to allocate
taxes used for statutory financial reporting purposes. By capturing the realized capital gains
(losses) net of tax, the capital gains tax associated with those capital gains (losses) due to an
interest rate change is charged or credited to the IMR and amortized in proportion to the before-
tax amortization.

Include realized capital gains (losses) on:

Debt securities (excluding loan-backed and structured securities) and preferred stocks
whose National Association of Insurance Commissioners (NAIC)/Securities Valuation
Office (SVO) designation at the end of the holding period is NOT different from its NAIC
designation at the beginning of the holding period by more than one NAIC designation.
Exclude any such gains (losses) exempt from the IMR.
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Exchange Traded Funds (ETFs) as listed on the SVO Identified Bond ETF List (thereafter
subject to bond IMR guidelines) and the SVO Identified Preferred Stock ETF List (thereafter
subject to preferred stock IMR guidelines). Include any capital gains (losses) realized by
the Company, whether from sale of the ETF or capital gains distributions by the ETF. If the
ETF is removed from either SVO ETF list, the ETF is reported and treated as common
stock, with any capital gains/(losses) excluded from the IMR.

SVO lIdentified Funds designated for systematic value
Called bonds, tendered bonds, and sinking fund payments.
Mortgage loans where:

Interest is NOT more than 90 days past due, or
The loan is NOT in process of foreclosure, or

The loan is NOT in course of voluntary conveyance, or
The terms of the loan have NOT been restructured duringrthe prior two years.

Additional Provisions for Including/Excluding Gains (Losses)from IMR:

Mortgage loan prepayment penalties are ‘not included in IMR. Treat them as regular
investment income.

Interest-related gains (losses) realizedson directly held capital and surplus notes reported
on Schedule BA should be transferred'te. thellMR in the same manner as similar gains and
(losses) on fixed income assets held on Schedule D. A capital gain (loss) on such a note
is classified as an interest rate gainif the note is eligible for amortized-value accounting at
both the time of acquisitionTand the time of disposition.

Determination of IMR dain (Ioss) on multiple lots of the same securities should follow the
underlying accounting treatment in determining the gain (loss). Thus, the designation, on
a purchase lot basis, should be compared to the designation at the end of the holding
period to determine IMR or AVR gain or (loss).

Realized capital gains (losses) on any debt security (excluding loan-backed and structured
securities) that has had an NAIC/SVO designation of 6 at any time during the holding period
should be excluded from the IMR and included as a non-interest-related gain (loss) in the
AVR.

Realized capital gains (losses) on any preferred stock that had an NAIC/SVO
designation of RP4, RP5 or RP6 or P4, P5 or P6 at any time during the holding period
should be reported as non-interest-related gains (losses) in the AVR.

The holding period for debt securities (excluding loan-backed and structured securities)
and preferred stocks is defined as the period from the date of purchase to the date of sale.
For the end of period classification, the most recent available designation should be used.
For bonds acquired before Jan. 1, 1991, the holding period is presumed to have begun on
Dec. 31, 1990. For preferred stocks acquired before Jan. 1, 1993, the holding period is
presumed to have begun on Dec. 31, 1992. For SVO Identified ETFs, the holding period is
defined as one calendar year to expected maturity. For SVO Identified Funds designated
for systematic value, the holding period is the weighted-average life of the underlying
bonds.

In accordance with SSAP No. 26R—Bonds, securities with other-than-temporary

impairment losses shall be recorded entirely to either AVR or IMR and not bifurcated
between interest and non-interest components.
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Asset Valuation Reserve (AVR)

Line 2 — Realized Capital Gains (Losses) Net of Taxes — General Account

Report all realized non-interest-related (default) and equity capital gains (losses), net of
capital gains tax, applicable to the assets in each component and sub-component. All
realized capital gains (losses) transferred to the AVR are net of capital gains taxes
thereon. Exclude all interest rate-related capital gains (losses) from the AVR.

Capital gains tax should be determined using the method developed by the company to allocate
taxes used for statutory financial reporting purposes.

Report all realized capital gains (losses), net of capital gains tax, ©n eaech debt security
(excluding loan-backed and structured securities) whose NAIC/SVO.designation at the end of
the holding period is different from its NAIC/SVO designation at the beginning of the holding
period by more than one NAIC/SVO designation. The holding peried is'defined as the period
from the date of purchase to the date of sale. For end of peried classification, the most recent
available designation should be used. For bonds acquired, before*Jan. 1, 1991, the holding
period is presumed to have begun on Dec. 31, 1990.

Determination of AVR gain (loss) on multiple dotsyof thexsame fixed income securities should
follow the underlying accounting treatment in determining gain (loss). Thus, the designation,
on a purchase lot basis, should be compared,to theydesignation at the end of the holding period
to determine IMR or AVR gain or (loss).

In accordance with SSAP No. 26R—Bonds, securities with other-than-temporary impairment
losses shall be recorded entirely to‘either AVR or IMR and not bifurcated between interest and
non-interest components.

In accordance with SSAP Noy43R—Loan-Backed and Structured Securities, for loan-backed
and structured securities only:

e Other-Than-Temporary Impairment — Non-interest-related other-than-temporary
impairmeént, losses shall be recorded through the AVR. If the reporting entity wrote the
security down toyfair value due to the intent to sell or does not have the intent and ability to
retain the investment for a period of time sufficient to recover the amortized cost basis, the
non=interest-related portion of the other-than-temporary impairment losses shall be
recorded through the AVR; the interest related other-than-temporary impairment losses
shall'be recorded through the IMR. The analysis for bifurcating impairment losses between
AVR.and IMR shall be completed as of the date when the other-than-temporary impairment
is determined.

e, Security Sold at a Loss Without Prior OTTI — An entity shall bifurcate the loss into AVR and
IMR portions depending on interest- and non-interest-related declines in accordance with
the analysis performed as of the date of sale. As such, an entity shall report the loss in
separate AVR and IMR components as appropriate.

e Security Sold at a Loss with Prior OTTI — An entity shall bifurcate the current realized loss
into AVR and IMR portions depending on interest- and non-interest-related declines in
accordance with the analysis performed as of the date of sale. An entity shall not adjust
previous allocations to AVR and IMR that resulted from previous recognition of other-than-
temporary impairments.

e Security Sold at a Gain with Prior OTTI — An entity shall bifurcate the gain into AVR and
IMR portions depending on interest and non-interest factors in accordance with the
analysis performed as of the date of sale. The bifurcation between AVR and IMR that
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occurs as of the date of sale may be different from the AVR and IMR allocation that
occurred at the time of previous other-than-temporary impairments. An entity shall not
adjust previous allocations to AVR and IMR that resulted from previous recognition of
other-than-temporary impairments.

e Security Sold at a Gain Without Prior OTTI — An entity shall bifurcate the gain into AVR
and IMR portions depending on interest and non-interest factors in accordance with the
analysis performed as of the date of sale.

In addition, all gains (losses), net of capital gains tax, on mortgage loans where:

e Interest is more than 90 days past due, or

e The loan is in the process of foreclosure, or

e The loan is in course of voluntary conveyance, or

e The terms of the loan have been restructured during the priortwoyears

Would be classified as non-interest-related gains (losses).

The gain (loss), net of capital gains tax, on any debt security¥(excluding loan-backed and
structured securities) that has had an NAIC/SVO designation of “6” at any time during the
holding period should be reported as a credit related gain (loss).

All capital gains (losses), net of capital gains tax; from preferred stock that had an
NAIC/SVO designation of RP4, RP5 or RP6ler P4,)P5 or P6 at any time during the holding
period should be reported as on-interest-related gains (losses) in the AVR.

However, for a convertible bond .orpreferred stock purchased while its conversion value
exceeds its par value, any gains(less)yrealized from its sale before conversion must be included
in the Equity Component of the AVR:»Conversion Value is defined to mean the number of
shares available currently opat next conversion date multiplied by the stock’s current market
price.

Report all realized_equity capital gains (losses), net of capital gains tax, in the appropriate
sub-components;

The following guidance pertains to instruments in Scope of SSAP No. 86—Derivatives:

e For derivative instruments used in hedging transactions, the determination of whether the
capital gains (losses) are allocable to the IMR or the AVR is based on how the underlying
assetlis treated. Realized gains (losses), net of capital gains tax, on portfolio or general
hedging instruments should be included with the hedged asset. Gains (losses), net of
capital gains tax, on hedges used, as specific hedges should be included only if the specific
hedged asset is sold or disposed of.

e For income generation derivative transactions, the determination of whether the capital
gains (losses) are allocable to the IMR or the AVR is based on how the underlying interest
(for a put) or covering asset (for a call, cap or floor) is treated. Realized gains (losses), net
of capital gains tax should be included in the same sub-component where the realized
gains (losses) of the underlying interest (for a put) or covering asset (for a call, cap or floor)
is reported. Refer to SSAP No. 86—Derivatives for accounting guidance.

Realized gains (losses), net of capital gains tax, resulting from the sale of U.S. government
securities and the direct or guaranteed securities of agencies which are backed by the full faith
and credit of the U.S. government are exempt from the AVR. This category is described in the
Investment Schedules General Instructions.
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Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups):

e Agenda item 2019-04: SSAP No. 32 — Investment Classification Project, resulted with revisions to update
the preferred stock accounting and reporting guidance. These revisions resulted with all perpetual preferred
stock being reported at fair value, not to exceed any currently effective call price, with unrealized gains and
losses accounted for in accordance with SSAP No. 7—Asset Valuation Reserve and Interest Maintenance
Reserve.

o Agenda Item 2023-14: SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve establishes
a broad project to capture accounting guidance for AVR and IMR in SSAP No. 7.

e Agendaltem 2023-15: IMR/AVR Specific Allocations considers revisions to the A/S/instrugtions to address
guidance that prescribes specific allocation to the IMR. These revisions were exposediin August 2023.

Information or issues (included in Description of Issue) not previously contemplated'by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): W/A

Recommendation:

NAIC staff recommend that the Working Group include this itemyon their maintenance agenda as a SAP
clarification and expose this agenda item with proposed revisions to the A/S instructions to remove the
guidance that directs all preferred stock to be allocated bétweendMR/AVR based on NAIC designation. This
agenda item proposes new guidance that correSponds<to the accounting and reporting differences for
redeemable and perpetual preferred stock, withsall ‘perpetual preferred stock being treated as an equity
instrument similar to common stock. With this approach, all unrealized gains or losses on perpetual
preferred stock will reverse to realized gains or losses in the AVR formula. The revisions also clarify that
SVO-Identified Preferred Stock ETFs shall be treated as perpetual preferred stock (equities) as that is
consistent with the guidance in SSAP No. 32R—Preferred Stock.

(Note: This item is proposed as @.SAR Clarification as the revisions to SSAP No. 32R to revise the measurement
method for perpetual preferred stock wassa new SAP Concept. The revisions proposed in this agenda item simply
update the IMR/AVR A/S instructions fo correspond to those adopted changes.)

As discussed in the introduction;this agenda item does not propose to alter the current process of using NAIC
designations for redeemable preferred stock in determining whether realized gains or losses should be
allocated to IMR or AVR. However, it should not be perceived that this agenda item confirms retention of
this existing approach. Discussion on the approach to allocate gains/losses incurred from redeemable
preferred stock is recommended for review as part of the long-term project on IMR/AVR. Any comments
received on this dynamic will be addressed as part of that project. As detailed in the A/S instructions, for
preferred stock, the determination for AVR is based on whether the preferred stock was an NAIC 4-6 at any
time during the holding period and not based on a change in NAIC designation.

Staff Note: Shaded guidance reflects sections that have proposed revisions that were exposed in agenda item
2023-15: IMR/AVR Specific Allocations. These changes are accepted only for ease of readability and to prevent
confusion on the proposed revisions related to this agenda item. Whether the revisions from agenda item 2023-15
are adopted will depend on the discussion and action by the Working Group. With the exception of the added
‘redeemable’ in the first shaded paragraph, all of the edits proposed in this agenda item are in separate paragraphs
from agenda item 2023-15.
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Interest Maintenance Reserve (IMR)

Line2 - Current Year's Realized Pre-tax Capital Gains (Losses) of $ Transferred into the
Reserve Net of Taxes of $

Include interest-rate-related realized capital gains (losses), net of capital gains tax thereon. All
realized capital gains (losses) transferred to the IMR are net of capital gains taxes thereon.
Exclude non-interest-related (default) realized capital gains and (losses), realized capital gains
(losses) on equity investments, and unrealized capital gains (losses).

All realized capital gains (losses), due to interest rate changes on fixed income investments,
net of related capital gains tax, should be captured in the IMR and amortized into income
(Column 2, Lines 1 through 31) according to Table 1 or the seriatim methed. Realized capital
gains (losses) must be classified as either interest (IMR) or non-interest (AVR) related, not a
combination except as specified in SSAP No. 43R—Loan-Backed and Structured Securities.
Purchase lots with the same CUSIP are treated as individual fassets for IMR and Asset
Valuation Reserve (AVR) purposes.

Exclude those capital gains and (losses) that, in accordance with ‘contract terms have been
used to directly increase or (decrease) contract benefit payments or reserves during the
reporting period. The purpose of this exclusion is to avoid'the duplicate utilization of such gains
and (losses).

Capital gains tax should be determined using.the method developed by the company to allocate
taxes used for statutory financial reporting’ purposes. By capturing the realized capital gains
(losses) net of tax, the capital gains tax.asseciated with those capital gains (losses) due to an
interest rate change is charged or,creditedsto the IMR and amortized in proportion to the before-
tax amortization.

Include realized capital gains (losses) on:

Debt securities (excludingyfloan-backed and structured securities) and redeemable
preferred stocks wwhere the realized capital gains (losses) more predominantly reflect
interest-related=eghanges. By default, debt instruments whose National Association of

a @ ioners (NAIC)/Securities Valuation Office (SVO) designation at the end

g d, or within a reasonable amount of time after the reporting entity has
of the instrument, are different from its NAIC designation at the beginning of
the helding period by more than one NAIC designation or NAIC designation category shall

netyb sidered to reflect interest-related changes. Gains (losses) from those debt
instriiments shall NOT be reported in the IMR and shall be reported in the AVR

Exchange Traded Funds (ETFs) as listed on the SVO Identified Bond ETF List (thereafter
subject to bond IMR gwdelmes)and%he%¥©4de%ﬂed—9mﬁe#ed§%%l«%s&me¥eaﬁeﬁ
. tinclude any capital gains (losses) realized by
the Company, whether from sale of the ETF or capital gains distributions by the ETF. If the
ETF is removed from either SVO ETF list, the ETF is reported and treated as common
stock, with any capital gains/(losses) excluded from the IMR. (Investments on the SVO-
Identified Preferred Stock List are captured as perpetual preferred stock and treated as
equity investments, with gains and losses excluded from IMR.)

SVO Identified Funds designated for systematic value
Called bonds, tendered bonds, and sinking fund payments.

Mortgage loans where the realized gains (losses) more predominantly reflect interest-
related changes. By default, mortgage loans that meet any of the following criteria shall not
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be considered to reflect interest-related losses. Realized gains (losses) from mortgage
loans with these characteristics shall be reported in the AVR:

e Any mortgage loan sold/disposed with an established valuation allowance under
SSAP No. 37, or

e Interest is more than 90 days past due, or

e The loan is in process of foreclosure, or

e The loan is in course of voluntary conveyance, or

e The terms of the loan have been restructured during the prior.two years.
Additional Provisions for Including/Excluding Gains (Losses) from IMR:

Mortgage loan prepayment penalties are not included 'in, IMR. Treat them as regular
investment income.

Interest-related gains (losses) realized on directly held capital’ and surplus notes reported
on Schedule BA should be transferred to the IMR in the same manner as similar gains and
(losses) on fixed income assets held on Schedule'D. A"capital gain (loss) on such a note
is classified as an interest rate gain if the note is,eligible for amortized-value accounting at
both the time of acquisition and the time of disposition.

Determination of IMR gain (loss) on multipleylots of the same securities should follow the
underlying accounting treatment in determining the gain (loss). Thus, the designation, on
a purchase lot basis, should be ‘€@mpared to the designation at the end of the holding
period to determine IMR.oFAVR gaiffor (l0ss).

Realized capital gains (lasses) on any debt security (excluding loan-backed and structured
securities) that has had an'NAIC/SVO designation of 6 at any time during the holding period
should be excluded from the IMR and included as a non-interest-related gain (loss) in the
AVR.

Realized capital gains (losses) on any-redeemable preferred stock that had an NAIC/SVO
designation‘of 4-6 RP4,-RP5-6rRP6-0rP4,-P5-0+P6 at any time during the holding period
should be reported as non-interest-related gains (losses) in the AVR.

The holding period for debt securities (excluding loan-backed and structured securities)
and redeemable preferred stocks is defined as the period from the date of purchase to the
date of sale. For the end of period classification, the most recent available designation
should be used. For bonds acquired before Jan. 1, 1991, the holding period is presumed
to have begun on Dec. 31, 1990. For redeemable preferred stocks acquired before Jan. 1,
1993, the holding period is presumed to have begun on Dec. 31, 1992. For SVO Identified
Bond ETFs, the holding period is defined as one calendar year to expected maturity. For
SVO Identified Bond ETFs Funds-designated for systematic value, the holding period is
the weighted-average life of the underlying bonds.

In accordance with SSAP No. 26R—Bonds, securities with other-than-temporary

impairment losses shall be recorded entirely to either AVR or IMR and not bifurcated
between interest and non-interest components.

Asset Valuation Reserve (AVR)

Line 2 — Realized Capital Gains (Losses) Net of Taxes — General Account
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Report all realized non-interest-related (default) and equity capital gains (losses) (which
includes, but is not limited to, common stock, perpetual preferred stock and SVO-Identified
Preferred Stock ETFs), net of capital gains tax, applicable to the assets in each component
and sub-component. All realized capital gains (losses) transferred to the AVR are net of capital
gains taxes thereon. Exclude all interest rate-related capital gains (losses) from the AVR.

Capital gains tax should be determined using the method developed by the company to allocate
taxes used for statutory financial reporting purposes.

Report all realized capital gains (losses), net of capital gains tax, on each debt security
(excluding loan-backed and structured securities) where the realized capital gains (losses)
more predominantly reflect non-interest-related changes. By default, debt instruments whose
NAIC/SVO designation at the end of the holding period, or within a reasonable amount of time
after the reporting entity has sold/disposed of the instrument, is differ its NAIC/SVO
designation at the beginning of the holding period by more than one NAIC,designation or NAIC
designation category shall be considered to reflect non-interest-related changes. Gains
(losses) from those debt instruments shall be reported in the N(R_

Determination of AVR gain (loss) on multiple lots of the samejfixed income securities should
follow the underlying accounting treatment in determining gain (loss). Thus, the designation,
on a purchase lot basis, should be compared to the desighation‘at the end of the holding period
to determine IMR or AVR gain or (loss).

In accordance with SSAP No. 26R—Bonds, securities with other-than-temporary impairment
losses shall be recorded entirely to eithen,AVRor IMR and not bifurcated between interest and
non-interest components.

In accordance with SSAP No. 43R-—llean-Backed and Structured Securities, for loan-backed
and structured securities only;

e Other-Than-Temporary W, Impairment — Non-interest-related other-than-temporary
impairment losses shall beyrécorded through the AVR. If the reporting entity wrote the
security down to fair value due to the intent to sell or does not have the intent and ability to
retain the investmentfor a period of time sufficient to recover the amortized cost basis, the
non-interest-related, portion of the other-than-temporary impairment losses shall be
recorded_through the AVR; the interest related other-than-temporary impairment losses
shall be recarded through the IMR. The analysis for bifurcating impairment losses between
AVRand IMR shall be completed as of the date when the other-than-temporary impairment
is.determined.

e, Security Sold at a Loss Without Prior OTTI — An entity shall bifurcate the loss into AVR and
IMR portions depending on interest- and non-interest-related declines in accordance with
the analysis performed as of the date of sale. As such, an entity shall report the loss in
separate AVR and IMR components as appropriate.

e Security Sold at a Loss with Prior OTTI — An entity shall bifurcate the current realized loss
into AVR and IMR portions depending on interest- and non-interest-related declines in
accordance with the analysis performed as of the date of sale. An entity shall not adjust
previous allocations to AVR and IMR that resulted from previous recognition of other-than-
temporary impairments.

e Security Sold at a Gain with Prior OTTI — An entity shall bifurcate the gain into AVR and
IMR portions depending on interest and non-interest factors in accordance with the
analysis performed as of the date of sale. The bifurcation between AVR and IMR that
occurs as of the date of sale may be different from the AVR and IMR allocation that
occurred at the time of previous other-than-temporary impairments. An entity shall not

© 2024 National Association of Insurance Commissioners 9 Page 2148 of 2278



Ref #2023-29

adjust previous allocations to AVR and IMR that resulted from previous recognition of
other-than-temporary impairments.

e Security Sold at a Gain Without Prior OTTI — An entity shall bifurcate the gain into AVR
and IMR portions depending on interest and non-interest factors in accordance with the
analysis performed as of the date of sale.

In addition, all gains (losses), net of capital gains tax, on mortgage loans where the realized
gains (losses) more predominantly reflect non-interest-related changes. By default, mortgage
loans that meet any of the following criteria shall be considered to reflect non-interest-related
changes and realized gains (losses) from mortgage loans with these characteristics shall be
reported in the AVR:

e Any mortgage loan sold/disposed with an established valuation aflowance under SSAP
No. 37, or
e Interest is more than 90 days past due, or

e The loan is in the process of foreclosure, or
e The loan is in course of voluntary conveyance, or
e The terms of the loan have been restructured duringitheptior two years

The gain (loss), net of capital gains tax, on"any-debt security (excluding loan-backed and
structured securities) that has had an NAIC/SV@, designation of “6” at any time during the
holding period should be reported as a credit'related gain (loss).

All capital gains (losses), net of capital’gains tax, from redeemable preferred stock that had an
NAIC/SVO designation of 4-6 RP4.RR56r RP6-orP4P5-0rP6-at any time during the holding
period should be reported as_ aon-interestsrelated gains (losses) in the AVR.

However, for a convertible bond or fedeemable preferred stock purchased while its conversion
value exceeds its par value, anygain (loss) realized from its sale before conversion must be
included in the Equity €omponent of the AVR. Conversion Value is defined to mean the number
of shares available currently or at next conversion date multiplied by the stock’s current market
price.

Report all realized equity capital gains (losses), net of capital gains tax, in the appropriate
sub-components.

Theffollowing"guidance pertains to instruments in Scope of SSAP No. 86—Derivatives:

o \Forderivative instruments used in hedging transactions, the determination of whether the
capital gains (losses) are allocable to the IMR or the AVR is based on how the underlying
asset is treated. Realized gains (losses), net of capital gains tax, on portfolio or general
hedging instruments should be included with the hedged asset. Gains (losses), net of
capital gains tax, on hedges used, as specific hedges should be included only if the specific
hedged asset is sold or disposed of.

e For income generation derivative transactions, the determination of whether the capital
gains (losses) are allocable to the IMR or the AVR is based on how the underlying interest
(for a put) or covering asset (for a call, cap or floor) is treated. Realized gains (losses), net
of capital gains tax should be included in the same sub-component where the realized
gains (losses) of the underlying interest (for a put) or covering asset (for a call, cap or floor)
is reported. Refer to SSAP No. 86—Derivatives for accounting guidance.

Realized gains (losses), net of capital gains tax, resulting from the sale of U.S. government
securities and the direct or guaranteed securities of agencies which are backed by the full faith
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and credit of the U.S. government are exempt from the AVR. This category is described in the
Investment Schedules General Instructions.

Staff Review Completed by: Julie Gann - NAIC Staff, September 2023

Status:

On December 1, 2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification and exposed revisions, as illustrated above, to the annual statement
instructions to remove the guidance that directs all preferred stock to be allocated between IMR/AVR based on
NAIC designation, and clarify that perpetual preferred stock, which includes SVO-Identified Preferred Stock ETFs
shall reported as equities through AVR.

On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted,.as final, the proposed
revisions to the annual statement instructions to remove the guidance that directs all preferredystock to be allocated
between IMR/AVR based on NAIC designation, and clarify that perpetual preferred stock,which includes SVO-
Identified Preferred Stock ETFs, as well as all mandatorily convertible preferred stecki(regardless of redeemable
or perpetual) shall reported through the AVR. The adopted revisions are shown below. (Revisions from the exposure
pertain to inclusion of guidance for mandatorily convertible preferred stock:.), Thesproposed revisions will be
considered by the Blanks (E) Working Group for year-end 2024. This agenda item'did not result in SAP revisions.

Adopted Revisions:

Staff Note: Shaded guidance reflects sections with revisions diseussed tinder agenda item 2023-15: IMR/AVR
Specific Allocations. Agenda item 2023-15 should be reviewed forthe adopted revisions to those sections. With the
exception of the added ‘redeemable’ in the first shaded paragraph, allief the edits in this agenda item are in separate
paragraphs from agenda item 2023-15.

Interest Maintenance Reserve (IMR)

Line2 - Current Year's Realized Pre=tax Capital Gains (Losses) of $ Transferred into the
Reserve Net of Taxes of $

Include interést-rate-related realized capital gains (losses), net of capital gains tax thereon. All
realized capital,gainss(losses) transferred to the IMR are net of capital gains taxes thereon.
Exclude non-interest-related (default) realized capital gains and (losses), realized capital gains
(losses).on equity investments, and unrealized capital gains (losses).

All realized capital gains (losses), due to interest rate changes on fixed income investments,
net ofyrelated capital gains tax, should be captured in the IMR and amortized into income
(Column 2, Lines 1 through 31) according to Table 1 or the seriatim method. Realized capital
gains (losses) must be classified as either interest (IMR) or non-interest (AVR) related, not a
combination except as specified in SSAP No. 43R—Loan-Backed and Structured Securities.
Purchase lots with the same CUSIP are treated as individual assets for IMR and Asset
Valuation Reserve (AVR) purposes.

Exclude those capital gains and (losses) that, in accordance with contract terms have been
used to directly increase or (decrease) contract benefit payments or reserves during the
reporting period. The purpose of this exclusion is to avoid the duplicate utilization of such gains
and (losses).

Capital gains tax should be determined using the method developed by the company to allocate
taxes used for statutory financial reporting purposes. By capturing the realized capital gains
(losses) net of tax, the capital gains tax associated with those capital gains (losses) due to an
interest rate change is charged or credited to the IMR and amortized in proportion to the before-
tax amortization.
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Include realized capital gains (losses) on:

Debt securities (excluding loan-backed and structured securities) and redeemable
preferred stocks where the realized capital gains (losses) more predominantly reflect
interest-related changes. By default, debt instruments whose National Association of
Insurance Commissioners (NAIC)/Securities Valuation Office (SVO) designation at the end
of the holding period, or within a reasonable amount of time after the reporting entity has
sold/disposed of the instrument, are different from its NAIC designation at the beginning of
the holding period by more than one NAIC designation or NAIC designation category shall
not be considered to reflect interest-related changes. Gains (losses) from those debt
instruments shall NOT be reported in the IMR and shall be reported in the AVR

Exchange Traded Funds (ETFs) as listed on the SVO Identified Bond ETF List (thereafter
subject to bond IMR guidelines)-and-the- S\ O-ldentified-Preferrgd Stock-ETF List{thereafter
subject-to-preferred-stock-IMR-guidelines). linclude any capital gains (losses) realized by
the Company, whether from sale of the ETF or capital gains distribations by the ETF. If the
ETF is removed from either SVO ETF list, the ETF is reported and treated as common
stock, with any capital gains/(losses) excluded from “the IMR. (Mandatory convertible
preferred stocks (regardless of if redeemable or pefpetualy and investments on the SVO-
Identified Preferred Stock List are captureag” pefpetal preferred stock and treated as
equity investments, with gains and losses’exclided ffom IMR.)

SVO Identified Funds designated forsystematicvalue

Called bonds, tendered bonds, and sinking'fund payments.
h d*gains (losses) more predominantly reflect interest-
tgage loans that meet any of the following criteria shall not
t-related losses. Realized gains (losses) from mortgage
shall be reported in the AVR:

Mortgage loans where s
related changes. By defa C
be considered to refle e
loans with these characte
e Any *fan sold/disposed with an established valuation allowance under
%Am ,or

o Iﬁt&gt IS more than 90 days past due, or

o W The loan is in process of foreclosure, or

o)/ The loan is in course of voluntary conveyance, or

e The terms of the loan have been restructured during the prior two years.
Additional Provisions for Including/Excluding Gains (Losses) from IMR:

Mortgage loan prepayment penalties are not included in IMR. Treat them as regular
investment income.

Interest-related gains (losses) realized on directly held capital and surplus notes reported
on Schedule BA should be transferred to the IMR in the same manner as similar gains and
(losses) on fixed income assets held on Schedule D. A capital gain (loss) on such a note
is classified as an interest rate gain if the note is eligible for amortized-value accounting at
both the time of acquisition and the time of disposition.

Determination of IMR gain (loss) on multiple lots of the same securities should follow the
underlying accounting treatment in determining the gain (loss). Thus, the designation, on
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a purchase lot basis, should be compared to the designation at the end of the holding
period to determine IMR or AVR gain or (loss).

Realized capital gains (losses) on any debt security (excluding loan-backed and structured
securities) that has had an NAIC/SVO designation of 6 at any time during the holding period
should be excluded from the IMR and included as a non-interest-related gain (loss) in the
AVR.

Realized capital gains (losses) on ary-redeemable preferred stock that had an NAIC/SVO
designation of 4-6 RP4,-RP5-erRP6-6rP4,-P5-6rP6 at any time during the holding period
should be reported as non-interest-related gains (losses) in the AVR.

The holding period for debt securities (excluding loan-backed and structured securities)
and redeemable preferred stocks is defined as the period from the date of purchase to the
date of sale. For the end of period classification, the most recentiavailable designation
should be used. For bonds acquired before Jan. 1, 1991, thesolding period is presumed
to have begun on Dec. 31, 1990. For redeemable preferred,stocks acquired before Jan. 1,
1993, the holding period is presumed to have begun on‘Bec:81,1992. For SVO Identified
Bond ETFs, the holding period is defined as one calendaryearto expected maturity. For
SVO lIdentified Bond ETFs Funds-designated for systematic*value, the holding period is
the weighted-average life of the underlying bonds.

In accordance with SSAP No. 26R—Bonds, securities with other-than-temporary

impairment losses shall be recorded enfirely, to either AVR or IMR and not bifurcated
between interest and non-interest components.

Asset Valuation Reserve (AVR)

Line 2 — Realized Capital Gains (Lesses),Net . of Taxes — General Account

Report all realized non-interest-related (default) and equity capital gains (losses) (which
includes, but is not limited to, cOMon stock, perpetual preferred stock, mandatory convertible
preferred stocks (regafdless of if redeemable or perpetual) and SVO-Ildentified Preferred Stock
ETFs), net of capital'gainsitax, applicable to the assets in each component and sub-component.
All realized capital gains (losses) transferred to the AVR are net of capital gains taxes thereon.
Exclude all interestisate-related capital gains (losses) from the AVR.

Capital gains tax should be determined using the method developed by the company to allocate
taxessusedforstatutory financial reporting purposes.

ding loan-backed and structured securities) where the realized capital gains (losses)
more predominantly reflect non-interest-related changes. By default, debt instruments whose
NAIC/SVO designation at the end of the holding period, or within a reasonable amount of time
after the reporting entity has sold/disposed of the instrument, is different from its NAIC/SVO
designation at the beginning of the holding period by more than one NAIC designation or NAIC
designation category shall be considered to reflect non-interest-related changes. Gains
(losses) from those debt instruments shall be reported in the AVR.

&Vreaﬁzed capital gains (losses), net of capital gains tax, on each debt security

Determination of AVR gain (loss) on multiple lots of the same fixed income securities should
follow the underlying accounting treatment in determining gain (loss). Thus, the designation,
on a purchase lot basis, should be compared to the designation at the end of the holding period
to determine IMR or AVR gain or (loss).

In accordance with SSAP No. 26R—Bonds, securities with other-than-temporary impairment

losses shall be recorded entirely to either AVR or IMR and not bifurcated between interest and
non-interest components.
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In accordance with SSAP No. 43R—Loan-Backed and Structured Securities, for loan-backed
and structured securities only:

e Other-Than-Temporary Impairment — Non-interest-related other-than-temporary
impairment losses shall be recorded through the AVR. If the reporting entity wrote the
security down to fair value due to the intent to sell or does not have the intent and ability to
retain the investment for a period of time sufficient to recover the amortized cost basis, the
non-interest-related portion of the other-than-temporary impairment losses shall be
recorded through the AVR; the interest related other-than-temporary impairment losses
shall be recorded through the IMR. The analysis for bifurcating impairment losses between
AVR and IMR shall be completed as of the date when the other-than-temporary impairment
is determined.

e Security Sold at a Loss Without Prior OTTI — An entity shall bifurcate'the loss into AVR and
IMR portions depending on interest- and non-interest-related declines‘in accordance with
the analysis performed as of the date of sale. As such, an entity shall report the loss in
separate AVR and IMR components as appropriate.

e Security Sold at a Loss with Prior OTTI — An entity shall'bifurcate the current realized loss
into AVR and IMR portions depending on interest-tand/ non-interest-related declines in
accordance with the analysis performed as of(the ‘date of sale. An entity shall not adjust
previous allocations to AVR and IMR that resulted fram previous recognition of other-than-
temporary impairments.

e Security Sold at a Gain with Prior OTTh— An entity shall bifurcate the gain into AVR and
IMR portions depending on, intérestmand non-interest factors in accordance with the
analysis performed as of the ©ate of sale. The bifurcation between AVR and IMR that
occurs as of the date of"sale, may be different from the AVR and IMR allocation that
occurred at the time @f previous other-than-temporary impairments. An entity shall not
adjust previous allocations to/AVR and IMR that resulted from previous recognition of
other-than-temporary impairments.

e Security Soldatva Gain Without Prior OTTI — An entity shall bifurcate the gain into AVR
and IMR portions depending on interest and non-interest factors in accordance with the
analysis performed as of the date of sale.

In addit all gains (losses), net of capital gains tax, on mortgage loans where the realized

gain ore predominantly reflect non-interest-related changes. By default, mortgage

oa eet any of the following criteria shall be considered to reflect non-interest-related

& nd realized gains (losses) from mortgage loans with these characteristics shall be
ed in the AVR:

e Any mortgage loan sold/disposed with an established valuation allowance under SSAP
No. 37, or
e Interest is more than 90 days past due, or

e The loan is in the process of foreclosure, or
e The loan is in course of voluntary conveyance, or
e The terms of the loan have been restructured during the prior two years

The gain (loss), net of capital gains tax, on any debt security (excluding loan-backed and
structured securities) that has had an NAIC/SVO designation of “6” at any time during the
holding period should be reported as a credit related gain (loss).
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All capital gains (losses), net of capital gains tax, from redeemable preferred stock that had an
NAIC/SVO designation of 4-6 RP4-RP5-eorRP6-orP4-P5-0rP6-at any time during the holding
period should be reported as non-interest-related gains (losses) in the AVR.

However, for a convertible bond or redeemable preferred stock purchased while its conversion
value exceeds its par value, any gain (loss) realized from its sale before conversion must be
included in the Equity Component of the AVR. Conversion Value is defined to mean the number
of shares available currently or at next conversion date multiplied by the stock’s current market
price.

Report all realized equity capital gains (losses), net of capital gains tax, in the appropriate
sub-components.

The following guidance pertains to instruments in Scope of SSAP No. 86—Derivatives:

e For derivative instruments used in hedging transactions, the determination of whether the
capital gains (losses) are allocable to the IMR or the AVR is based on how the underlying
asset is treated. Realized gains (losses), net of capitalygains, tax; on portfolio or general
hedging instruments should be included with the hedged, asset. Gains (losses), net of
capital gains tax, on hedges used, as specific hedges should be included only if the specific
hedged asset is sold or disposed of.

e For income generation derivative transactigns,the/determination of whether the capital
gains (losses) are allocable to the IMR orthe’AVR'is based on how the underlying interest
(for a put) or covering asset (for a callcapor floor) is treated. Realized gains (losses), net
of capital gains tax should be included,in the same sub-component where the realized
gains (losses) of the underlying interest.(foFa put) or covering asset (for a call, cap or floor)
is reported. Refer to SSAP Nog86—Detrivatives for accounting guidance.

Realized gains (losses), nét of capital‘gains tax, resulting from the sale of U.S. government
securities and the direct or guaranteed securities of agencies which are backed by the full faith
and credit of the U.S. government are exempt from the AVR. This category is described in the
Investment SchedulesyGeneral Instructions.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccotinting/National Meetings/A. National Meeting Materials/2024/03-16-24 Spring National
Meeting/Adoptions/23-29 - IMR Preferred Stock.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A

Issue: Admissibility Requirements of Investments in Downstream Holding Companies

Check (applicable entity):

P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP L] [] []
Interpretation [] [] L]

Description of Issue: This agenda item is the result of regulator comments received on the existing guidance in
SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities, paragraph 24sandis intended to update
the language in paragraph 24 on audits and admissibility to better align with guidance in paragraphs 26 and 27 on
the look-through methodology. The current SSAP No. 97, paragraph 24 guidance states “if the downstream
noninsurance holding company does not meet the requirements of paragraphy26,“audited GAAP financial
statements, as described in paragraph 23, are required for the downstreammoninsurance 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.”

The issue with the existing paragraph 24 guidance is that as it summarizes other guidance it could be perceived as
contradicting guidance provided in paragraph 27 related tofthelook through” process. This process allows
admitting audited investments in entities owned by an unaudited downstream noninsurance holding company
SCA entity.

Existing Authoritative Literature:

SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities (bolding added for emphasis)
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 onefof the following methods:

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 or indirectly by the downstream holding company.
The adjusted amount would then be the reported value of the investment in the
downstream holding company at the higher-level reporting entity; or
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b. Audited foreign GAAP-basis 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 foreign GAAP
basis financial statements shall include an audited 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. GAAP basis. 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 non-
SCA SSAP No. 48 entities, and any required intercompany eliminations.Ehe 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 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 reperted,value of the investment 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 holdinggscompany 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 theffinancial statements of SCA entities, including downstream noninsurance holding
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
controlgize., ownership interest is less than 10% to be audited (U.S. GAAP) in order to be admitted assets.
There isya 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

© 2024 National Association of Insurance Commissioners 2 Page 2156 of 2278



Ref #2023-30

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

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

If an investment in a downstream noninsurance holding company 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 of the 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 either statutory 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-insurance holding company_may. be looked through,
provided each downstream non-insurance holding company meets all of the canditionstin paragraph 27.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NALC groups): None

Information or issues (included in Description of Issue) not previeusly‘contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): N/A

Staff Recommendation: NAIC staff recommends that the Working Group move this item to the active listing,
categorized as a SAP clarification, and expose revisions to SSAP No. 97—Subsidiary, Controlled and Affiliated
Entities to revise paragraph 24 language to better alignjit with the existing guidance provided in paragraphs
26 and 27.

Proposed edits to SSAP No. 97:

24, If the downstream nonins@ranee holding company does not meet the requirements of paragraph 26,
audrted GAAP frnancral statements as descrrbed in paragraph 23, are required—for—the—downstream
in order for the investment in the
downstream noninsurance holdrng company or mdrvrdual SCAs to be classified as an admitted asset.

Staff Review Completed by:Jason Farr— NAIC Staff, November 2023

Status:

On December 1,2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorizedWas a SAP clarification, and exposed consistency revisions to SSAP No. 97—Subsidiary,
Controlled and Affiliated Entities to revise paragraph 24 language to better align it with the existing guidance
provided in paragraphs 26 and 27.

On March 16, 2024, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed revisions
to SSAP No. 97, paragraph 24 with modification to remove the previously exposed revision “or individual SCAs”
language as suggested by interested parties as not necessary. The adopted revisions better align it with the existing
guidance provided in paragraphs 26 and 27.

Adopted edits to SSAP No. 97:

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—forthe-dewnstream
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a¥alalla nce-holdina-compan nd—i A_and-non Ainvestmen

LS d Dany-and CA-and-no G . in order for the investment in the
downstream noninsurance holding company to be classified as an admitted asset.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/03-16-24 Spring National
Meeting/Adoptions/23-30 - SSAP 97 Admissibility Requirements.docx
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Revisions to the
As of March 2024 Accounting Practices and Procedures Manual

On May 15, 2024, the Statutory Accounting Principles (E) Working Group adopted the following revisions to the
As of March 2024 Accounting Practices and Procedures Manual. Documents associated with these revisions are
linked to the reference items in bold text.

SSAP/ ;
Ref # Appendix Title Summary

Schedule BA Categories Adopted agenda item summarizing key
revisions in the modified blanks proposal
2023-12BWG sponsored by the SAPWG,
which is proposed to be,effective January
No SSAP revisions 1, 2025. This agenda'item'did not result in
any SSAP revisions;

2023-16 Schedule BA SAP Clarification

Update SSAP No. 107 Adopted  revisions«to SSAP No. 107

Disclosures remove, “the “transitional reinsurance

program disclosures and the risk corridor

: : disclosures/as both programs have expired.

2024-13 SSAP No. 107 SAP Clarification In addition, the roll-forward illustration in
Effective Exhibit B was revised to remove the

Year End 2024 portion for the transitional reinsurance

program and the risk corridors program.

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/natiofial meetings/a‘ national meeting materials/2024/05-15-24/adoptions/00 - adoptions
toc.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: Schedule BA Reporting Categories
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP R R R
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: This agenda item has been developed to incorporate more detailed defimitions for the annual
statement reporting categories of SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies
(SSAP No. 48) and residual interests on Schedule BA: Other Long-Term Invested Assets; These investments are
reported on designated lines divided by the reporting entity’s classification as to théunderlying asset characteristics:

Bonds/Fixed-Income Instruments*
Common Stocks

Real Estate

Mortgage Loans

Other

* Bond /fixed-income instruments reported in scope of SSAP Noy48 as non-registered private funds, joint ventures,
partnerships, or limited liability companies is divided between investments that have an NAIC designation assigned
by the SVO and those that do not have an NAIC designation assigned by the SVO.

The recent residual discussions have further{identified that variations exist across industry on the types of
investments that should be captured within each, category. It has also been noted that the Annual Statement
Instructions are limited with guidance and examplesfor determining reporting classification.

This agenda item has been drafted 6 prepose revisions to the reporting category descriptions in the Annual
Statement Instructions to improve consistency in reporting for both ease of industry classifications and for regulator
assessment of the type and volumetef investment types. The proposed revisions from the Statutory Accounting
Principles (E) Working Group'will be used to sponsor a blanks annual statement instruction change. The revisions
within this agenda item will notyresult in statutory accounting revisions.

Existing Authoritative Literature:
A/S Instructions=Life)Accident and Health/Fraternal Companies

Reporting Categories on Schedule BA:

Non-Registered Private Funds with Underlying Assets Having Characteristics of:

Bonds
NAIC Designation Assigned by the Securities Valuation Office (SVO)
UNAFFIIALEA. ...t e e e e e e ae e e e e e e as 0799999
7N 1= =T PP UPSPPPPRP 0899999
NAIC Designation Not Assigned by the Securities Valuation Office (SVO)
L8 P 1T 1 (=0 PSP PPRP 0999999
F N 1= =T PRSPPI 1099999
Mortgage Loans
8T F= 1T 1 (=0 PP PRSPPI 1199999
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N 111 1E= 1= o 1299999
Other Fixed Income Instruments

L0 L F= Y11 TE= (=T TR 1399999

YN 11111 =T IR TTTT TR 1499999

Joint Venture, Partnership or Limited Liability Company Interests with Underlying Assets Having the
Characteristics of:

Fixed Income Instruments
NAIC Designation Assigned by the Securities Valuation Office (SVO)

L0 F=Y 11T E=1 (=T TR 1599999
F N 111 1E= <o TR 1699999
NAIC Designation Not Assigned by the Securities Valuation Office (SVO)
L0 Fo Y 11T E= (o RPN AU S 1799999
N 11 L= LYo . S ST 1899999
Common Stocks
LT = 11 1E= (=0 TR S SN e 1999999
AFFITALE ... e e e e e et s e e e e 2099999
Real Estate
(8] EoY 11T E= (=T IR Y T 2199999
F N 1111 =T TR A TR 2299999
Mortgage Loans
L0 F=Y 11T E= (=T IR . 2399999
F N 111 1E= =T T T 2499999
Other
L8 F= Y 11T E= (=T R e 2599999
N 11 = Lo e S 2699999

Residual Tranches or Interests with Underlying AssetsfHaving Characteristics of:
Fixed Income Instruments

L1 F= 11 = 1 =0 O e TR 4699999

F N 111 1E= 1 =0 S R 4799999
Common Stock

(0= 17121 (=To I TP RTRRT 4899999

YN 3711 E 1 (<o OO TTRRTTRI 4999999
Preferred Stock

(8o PV 1 1 T2 (=To [T 5099999

y A 111 =T [T 5199999
Real Estate

L0 F=Y 11T E=1 (=T TR 5299999

F N 111 TE= =T 5399999
Mortgage Loans

L0 L F= Y11= (o TR 5499999

N 11 L= L (Yo 5599999
Other

LT T2 11 E=1 (=0 TR 5699999

YN T LE= 1= TP PPTTR 5799999
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Schedule BA Classification Instructions/Guidance:

Non-Registered Private Funds with Underlying Assets Having Characteristics of a Bond, Mortgage Loan
or Other Fixed Income Instrument

Include: Fixed income instruments that are not corporate or governmental unit
obligations (Schedule D) or secured by real property (Schedule B).

Any investments deemed by the reporting entity to possess the underlying characteristics of a bond
or other fixed income instrument that has been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 0799999
and 0899999.

Any investments deemed by the reporting entity to possess the underlying characteristics of a bond
or other fixed income investment that has not been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes,and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 0999999,
1099999, 1199999, 1299999, 1399999 and 1499999.

Joint Ventures, Partnership or Limited Liability Company Interests with Underlying Assets Having the
Characteristics:

Fixed Income Instruments

Include: Leveraged Buy-out Fund.
A fund investing in the®Z” strip/of Collateralized Mortgage Obligations.

Any investments deemed by the ‘eporting entity to possess the underlying characteristics of fixed
income instruments that has been assigned an NAIC designation by the Securities Valuation Office
(SVO) pursuant to the policies in the“Purposes and Procedures Manual of the NAIC Investment
Analysis Office for this category. Report these investments on Lines 1599999 and 1699999.

Any investments deémed by the reporting entity to possess the underlying characteristics of fixed
income instruments that hasinot been assigned an NAIC designation by the Securities Valuation Office
(SVO) pursuant to the pelicies in the Purposes and Procedures Manual of the NAIC Investment
Analysis Office forthis category. Report these investments on Lines 1799999 and 1899999.

Common Stocks

Include: Venture Capital Funds.
Real Estate
Include: Real estate development interest. Reporting should be consistent with the detailed

property analysis appropriate for the corresponding risk-based capital factor for
this investment category. If the requisite details are not available for reporting,
report under “Other” subcategory.

Mortgage Loans

Include: Mortgage obligations. Reporting should be consistent with the detailed property
analysis appropriate for the corresponding risk-based capital factor for this
investment category. If the requisite details are not available for reporting, report
under “Other” subcategory.
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Limited partnership interests in oil and gas production.

Forest product partnerships.

Investments within the Joint Venture and Partnership Interests category that
do not qualify for inclusion in the “Fixed Income Instruments,” “Common

Stocks,” “Real Estate” or “Mortgage Loans” subcategories.

Reporting should be consistent with the corresponding risk-based capital
factor for this investment category (i.e., Other Long-Term Assets).

Residual Tranches or Interests with Underlying Assets Having Characteristics of:

Investment in Residual Tranches or Interests should be assigned to the subcategory with the highest
underlying asset concentration. There shouldn’t be any bifurcation of thequnderlying assets among the

subcategories.

Include:

Residual tranches or interests captures securitization tranches and beneficial
interests as well as other structures captured,in scope of SSAP No. 43R — Loan-
Backed and Structured Securities, that reflect’loss layers without any contractual
payments, whether interest or principal, or/both. Payments to holders of these
investments occur after contractual interest and principal payments have been
made to other tranches or interests and are based on the remaining available
funds. See SSAP No. 43R foraeccounting guidance.

Fixed Income Instruments

Include:

Common Stocks

Include:

Preferred Stocks

Include:
Real Estate
Include:

Mortgage Lbeans

Include:

Other

Include:

Investments with undetlying collateral which, if held individually, would be
reported on Schedule D — Part 1 — Long-Term Bonds

Investmentsiwith underlying collateral which, if held individually, would be
repofted on Schedule D — Part 2 — Section 2 — Common Stocks

Investments with underlying collateral which, if held individually, would be
reported on Schedule D — Part 2 — Section 1 — Preferred Stocks

Investments with underlying collateral which, if held individually, would be
reported on Schedule A — Real Estate Owned

Investments with underlying collateral which, if held individually, would be
reported on Schedule B — Mortgage Loans

Items that do not qualify for inclusion in the above subcategories.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups):

e Bond Project: Under the principle-based bond definition project, revisions are proposed to combine the
non-registered provide funds within the reporting category for joint ventures, partnerships and limited
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liability companies as those items would also be in scope of SSAP No. 48. With that change the category
of “fixed income instruments” would be retained.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): NA

Recommendation:

NAIC staff recommend that the Working Group include this item on their maintenance agenda as a SAP
clarification/potential blanks reporting change and expose this agenda item with a request for industry and
regulator feedback to further define and provide examples for the investments captured as non-registered
private funds, joint ventures, partnerships or limited liability companies, or residual interests and reported
based on the underlying characteristics of assets. Specifically, comments are requested on‘what should be
captured as investments with underlying asset characteristics of:

Fixed-Income Instruments
Common Stocks

Real Estate

Mortgage Loans

Other

As detailed in the current A/S instructions, descriptions are included for non-registered private funds, joint ventures,
partnerships, and limited liability companies, whereas references te the SSAP the underlying assets would be
captured in are included for residual interests.

This agenda item is only intended to improve thesanfual statément instructions and examples for the allocation of
investments based on the above underlying characteristics of assets. If needed, and preferred by the Working Group,
this agenda item could be expanded to propose new reporting lines (structural changes) to Schedule BA. As noted
within ‘Activity to Date,” revisions are curgently beitig considered to combine and rearrange broad reporting lines
under the bond project. Those revisions ‘currently do not expand on the instructions for reporting based on
underlying characteristics of assets. The preposed revisions from the Statutory Accounting Principles (E) Working
Group will be used to sponsor a blanks,annual statement instruction change. The revisions within this agenda item
will not result in actual statutory accounting revisions.

Staff Review Completed by: Julie Gann - NAIC Staff, May 2023

Status:

On August 13,2023 thesStatutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized,as a SAP clarification and exposed this agenda item to further define for consistency purposes
the investments captured as non-registered private funds, joint ventures, partnerships or limited liability companies,
or residual interests and reported based on the underlying characteristics of assets.

On December 1, 2023, the Statutory Accounting Principles (E) Working Group exposed additional revisions, as
detailed below, to further define the investments captured on Schedule BA along with the continued proposed to
combine non-registered private funds within the proposed reporting lines for joint ventures, partnerships, or limited
liability companies. The Working Group also requested additional regulator and industry feedback on whether more
specificity is needed since the existing Schedule BA descriptions are fairly broad.
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Proposed Interested Parties’ Edits to the Schedule BA Instructions from Separate Attachment:

Non-Reqistered Private Funds with Underlying Assets Having Characteristics of a Bond, Mortgage Loan
or Other Fixed Income Instrument

Include: Fixed income instruments that are not corporate or governmental unit
obligations (Schedule D) or secured by real property (Schedule B).

Any investments deemed by the reporting entity to possess the underlying characteristics of a
bond or other fixed income instrument that has been assigned an NAIC designation by the
Securities Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures
Manual of the NAIC Investment Analysis Office for this category. Report these investments on
Lines 0799999 and 0899999.

Any investments deemed by the reporting entity to possess the underlying characteristics of a
bond or other fixed income investment that has not been assigned an,NAIC designation by the
Securities Valuation Office (SVO) pursuant to the policies in the' Purposes and Procedures
Manual of the NAIC Investment Analysis Office for this category. Reportthese investments on
Lines 0999999, 1099999, 1199999, 1299999, 1399999 and;1499999.

Joint Ventures, Partnership or Limited Liability Company Interests with.Underlying Assets Having the
Characteristics:

Fixed Income Instruments

Include: Investments with un@eflyfag colfateral which include contractual principal
and/or interest payments, excluding mortgage loanskeveraged-Buy-out

Any investments deemed by:the reporting entity to possess the underlying characteristics of
fixed income instruments that“has been assigned an NAIC designation by the Securities
Valuation Office (SVO); pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 1599999
and 1699999.

Any investmentsideemed by the reporting entity to possess the underlying characteristics of
fixed incame instruments that has not been assigned an NAIC designation by the Securities
Valuation Office (SVO) pursuant to the policies in the Purposes and Procedures Manual of the
NAIC Investment Analysis Office for this category. Report these investments on Lines 1799999
and 1899999.

Coemmon Stocks

Include: Venture Capital Funds or other underlying equity investments.
Real Estate
Include: Real estate development interest. Reporting should be consistent with the

detailed property analysis appropriate for the corresponding risk-based
capital factor for this investment category. If the requisite details are not
available for reporting, report under “Other” subcategory.

Mortgage Loans

Include: Mortgage obligations. Reporting should be consistent with the detailed
property analysis appropriate for the corresponding risk-based capital
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factor for this investment category. If the requisite details are not available
for reporting, report under “Other” subcategory.

Limited partnership interests in oil and gas production.

Forest product partnerships.

Investments within the Joint Venture and Partnership Interests category
that do not qualify for inclusion in the “Fixed Income Instruments,”
“Common Stocks,” “Real Estate” or “Mortgage Loans” subcategories.

Residual Tranches or Interests with Underlying Assets Having Characteristics of:

Investment in Residual Tranches or Interests should be assigned to,the subcategory with the
highest underlying asset concentration. There shouldn’t be any ‘bifurcatior”of the underlying
assets among the subcategories.

Include:

Residual tranches or interests from'securitization tranches and beneficial
interests as well as other structuresicaptured in scope of SSAP No. 43R —
Loan-Backed and Structured Securities Investments in joint ventures,
partnerships and limited (liability ‘companies captured in scope of SSAP
No. 48—Joint Ventures, Partnerships and Limited Liability Companies that
represent residual interests or that predominantly hold residual interests.

This categorygshall also include residual interests or residual security
tranchesgWithin ‘invésStment structures that are not captured in scope of
SSAP¢No. 43R or'SSAP No. 48 but that reflect, in substance, residual
interestsyor residual security tranches.

Fixed Income Instruments

Include:

Common Stocks

Include;

PreferredyStocks

Include:

Real Estate

Include:

4dnvestments with underlying collateral which_include contractual principal and/or

iatereshpayments, excluding mortgage loans-#held-individually-weuld-be
reported-on-Schedule b—Part-1—long-Ferm-Bonds.

Investments with underlying collateral which are securities that represent a

subordinate equity ownership.; #held-ndividualhyweould-bereported-en
Schedule b—Part2—Section2—Commoen-Stecks

Investments with underlying collateral which_is a security that represents
ownership of a corporation and gives the holder a claim prior to the claim of
common stockholders on earnings and also generally on assets in the event of

- ciheldindiadualbwonld bovensortedon Schodula D Pap 0
Section-L—Preferred-Stoeks

Investments with underlying collateral which is defined as directly-owned real
estate properties and single real estate property investments that are directly and
wholly-owned through a limited liability company;-. #held-individuaty-would-be
reported-on-Schedule-A—Real Estate Owned
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Mortgage Loans

Include: Investments Wlth underlylng collateral which_is secured bv a mortgage on real
estate.; i , A .
Other
Include: Items that do not qualify for inclusion in the above subcategories.

On February 20, 2024, the Statutory Accounting Principles (E) Working Group reviewed the comments received
on this item as well as comments received on the exposed blanks proposal 2023-12BWG. After the discussion, the
Working Group exposed this agenda item and directed a modified SAPWG-sponsored blanks proposal (2023-
12BWG) to recommend for exposure during the February 21, 2024, Banks (E) Working Group conference call.
(This agenda item does not propose any SSAP revisions.)

The following key modifications are reflected in the modified Schedule BA blanks proposal‘and fordocumentation
within this agenda item:

1) Schedule BA has a clear statement that all investments shall be reportedfin the dedicated reporting line.
Investments that do not fit within any specific reporting line shall be capturéd as‘an ;"Any Other Class of Asset.”

2) The Schedule BA reporting category for investments in “Joint,Ventures;Partnerships and Limited Liability
Companies” has been clarified to identify that investments captured within this reporting category shall be in
scope of SSAP No. 48. With this clarification, the revisions proposed=by industry to clarify the “underlying
characteristics of bonds” subcategory to include ‘“collateral, thatthas contractual principal and/or interest
payments, excluding mortgage loans,” as well as theWother proposed industry descriptions for other
subcategories, has been retained. One exception to the/SSAPNG. 48 restriction has been included to reference
structured settlement payment rights in scope of SSAP No. 21R—Other Admitted Assets that have an SVO-
Assigned designation. This inclusion is consistentwithith€’guidance in SSAP No. 21R. The Schedule BA blanks
proposal maintains the recommendation te eliminate the “non-registered private fund” reporting category as
those items shall be reported in the “joint ventures, partnerships and limited liabilities companies” reporting
category if in scope of SSAP No. 48.

3) The Schedule BA reporting categery for residuals has been modified to refer to SSAP No. 21R for the residual
definition, pursuant to agendaitem2019-21. As such, the proposed revisions offered by industry in their January
22, 2024, comment letter have not been reflected. Beginning Jan. 1, 2025, all residuals shall be captured in
scope of SSAP No. 21Rjregardless of the investment form.

On May 15, 2024, the Statutory Accounting Principles (E) Working Group reviewed the comments received on this
item as well as commentszeceived on the exposed blanks proposal 2023-12BWG, which is proposed to be effective
on January 1, 2025, After the discussion, the Working Group adopted this agenda item, resulting in no SSAP
revisions, the adoption 1s to communicate support for the adoption of 2023-12BWG with the following three
additional modifications to the blanks proposal:

1) Rename “Fixed Income Instruments” to “Bonds™:

Residual Tranches or Interests with Underlying Assets Having Characteristics of:

Investment in Residual Tranches or Interests should be assigned to the subcategory with the highest
underlying asset concentration. There should not be any bifurcation of the underlying assets among the
subcategories.

Include: Residual tranches or interests captured in scope of SSAP No. 21R — Other Admitted
Assets. The scope of SSAP No. 21R includes all in-substance residuals regardless
of the investment form. Therefore, this category shall include investments that
reflect in-substance residuals in the form of 1) an investment in a securitization
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tranche or beneficial interest, 2) an investment in a joint venture, partnership or
limited liability company, 3) an investment in preferred stock 4) an investment in
common stock, or 5) any other investment structure.

Eixed-Ineome Instruments

Include: Investments with underlying collateral which, if held individually, would be
reported as issuer credit obligations on Schedule D — Part 1 — Lene—Ferm
BendsSection 1, or as asset-backed securities on Schedule D — Part 1 — Section 2.
Residual tranches from collateralized loan obligations (CLOs) shall be captured
within this reporting line.

Other
Include: Items that do not qualify for inclusion in the above s ies. Examples
include, but are not limited to, residual tranches from i ts with underlying
assets of student loans, auto loans, aircraft leasesdor t leases.
2) Clarify Guidance for Schedule BA, Column 26 — Maturity Date \

Column 26 — Maturity Date

The maturity date shall be reported for all iIlVCStI?l edule BA that have a stated maturity
date. This is anticipated to include, but not b . all investments captured as non-bond
debt securities, surplus notes, capital notes, 1 loans, non-collateral loans, and investments
in tax credits. However, this list should a 1dered all-inclusive for investments captured

3) Correct Joint Venture, Partnerships and s’Reporting Line. (Change from exposure is shaded.)

(Including Non—Re gred Private Funds) taterests-with Underlying Assets Having the Characteristics of:

https://naiconline.sharepoint.c
Schedule BA Catego

§/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/05-15-24/Adoptions/23-16 -
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: Update SSAP No. 107 Disclosures

Check (applicable entity):

3
a
e
a

Health
X
L]
L]

Modification of Existing SSAP
New Issue or SSAP
Interpretation

DX
DX

Description of Issue:

This agenda item recommends updates to disclosure requirements in Statement of StatutoryAccounting Principles
No. 107—Risk-Sharing Provisions of the Affordable Care Act to remove disclosuresyrelated to transitional
reinsurance and for the risk corridors programs which have expired.

In December 2014, the NAIC Statutory Accounting Principles (E) Working Group (SAPWG) issued SSAP No. 107
to provide accounting and disclosure guidance for the three risk-sharing proyisiomprograms of the Affordable Care
Act (the “3Rs programs”). SSAP No. 107 covers the three risk sharing programs that were initially part of the
Affordable Care Act, a permanent risk adjustment program, a transitional reinsurance program, and a temporary
risk corridors program. Since that time, the 3Rs programs have changed significantly. Most notably, the temporary
transitional reinsurance and risk corridors programs terminated atthe end of 2016.

SSAP No. 107 introduced significant financial statementdisclesure requirements for the 3Rs programs. The
disclosures are required by SSAP No. 107, paragraphs’60-62#Exhibit B of SSAP No. 107 illustrates the roll-forward
disclosure required by paragraph 61. These disclosure requitements are currently satisfied through detailed data
tables included in Footnote 24E of the quarterlyand annual*financial statements.

Despite the passage of time and the termination of'two of the 3Rs programs, the disclosure requirements outlined
in SSAP No. 107 and the disclosure instructions for footnote 24E have not been updated or modified since inception.
As a result, companies originally subjeetite, the 3Rs programs are still required by SSAP No. 107 to include several
tables in Footnote 24E, even thotigh the majority of the information disclosed is either zero or blank because two
of the programs were terminated seyeralwy€ars ago. This agenda item proposal removal of the disclosures for the
expired programs and also removal ofjthe related roll-forward illustration in Exhibit B of SSAP No. 107 for the
expired programs.

Existing Authoritative Literature:

SSAP No. 107—Risk-Sharing Provisions of the Affordable Care Act
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
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ii.

iii.

1v.

Ref #2024-13

Premium adjustments receivable due to ACA Risk Adjustment (including high-cost
risk pool payments)

Risk adjustment user fees payable for ACA Risk Adjustment

Premium adjustments payable due to ACA Risk Adjustment (including high-cost
risk pool ceded premium)

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

i. Amounts recoverable for claims paid due to ACA Reinsurance

ii. Amounts recoverable for claims unpaid due to ACA Reinsurance (contra-liability)

ii. Amounts receivable relating to uninsured _plans for contributions for ACA
Reinsurance

iv. Liabilities for contributions payableyduéto, AGA” Reinsurance - not reported as
ceded premium

v. Ceded reinsurance premiums payable‘due to ACA Reinsurance

Vi. Liability for amounts held under uninsured plans contributions for ACA
Reinsurance

Vvii. Ceded reinsurance premiums due to ACA Reinsurance

viii. Reinsurance recoveries (income statement) due to ACA Reinsurance payments or
expected payments

iX. ACA Reinsurance Contributions — not reported as ceded premium

C. ACA TemporarysRisk Corridors Program

i. Accrued retrospective premium due from ACA Risk Corridors

1i. Reserve for rate credits or policy experience rating refunds due to ACA Risk
Corridors

1i1. Effect of ACA Risk Corridors on net premium income (paid/received)

iv. 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 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.
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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 (nhot withstanding collectability
concerns)

C. Amounts received from federal agency

d. Asset balance gross of nonadmission

e. Nonadmitted amounts

f. Net admitted assets

Exhibit B of SSAP No. 107 illustrates the roll forward required by the SSAP Nog#107. paragraph 61 of the
disclosures.

Activity to Date (issues previously addressed by the Working Group, €Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or¢thersdNAIC groups): None

Information or issues (included in Description of Issue) not preyiously contemplated by the Working Group:
Convergence with International Financial Reporting Standards (IFRS):Not Applicable

Sponsor Recommendation

We are respectfully requesting SAPWG to re-evaluate;and®amend the disclosure requirements of SSAP No. 107
and request BWG to update the quarterly and annual*financial”statement instructions for Footnote 24E to eliminate
certain tables, or portions of tables, that are nodonger applicable. Specifically, we are requesting elimination of the
portions of each table related to the transitional reinsurance and risk corridors programs that are no longer valid.

Sherry Gillespie, Senior Director - Regulatory Finance
UnitedHealthcare

2884 School Ln, Green Bay, WI1'54313

February 1, 2024

Staff Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing, categorized as a SAP
clarification, and expose,revisions to SSAP No. 107—Risk-Sharing Provisions of the Affordable Care Act as
illustrated belowsThe xevisions will remove the transitional reinsurance program disclosures and the risk
corridor disclosures as both programs have expired. In addition, the roll-forward illustration in Exhibit B is
also proposed to beyupdated to remove the portion for the transitional reinsurance program and the risk
corridors program. NAIC staff recommends that the Working Group direct a Blanks proposal, allowing for
concurrent consideration, to allow for the disclosures to be removed beginning with the year-end 2024
financial statements.

NAIC staff is aware that some states have federal waivers to operate reinsurance programs, but not all of the
federal reinsurance waivers operate the same as the original transition program. To the extent the Working
Group decides that new disclosures are needed for these reinsurance waiver programs, a future disclosure
can be developed separately.

Staff Review Completed by: Robin Marcotte - NAIC Staff
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Status:

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed revisions to SSAP No. 107—
Risk-Sharing Provisions of the Affordable Care Act which would remove the transitional reinsurance program
disclosures and the risk corridor disclosures as both programs have expired. In addition, the roll-forward illustration
in Exhibit B is also proposed to be updated to remove the portion for the transitional reinsurance program and the
risk corridors program. The Working Group also directed NAIC staff to prepare a Blanks proposal, allowing for
concurrent consideration, to allow for the disclosures to be removed beginning with the year-end 2024 financial
statements.

Proposed Revisions:
SSAP No. 107—Risk-Sharing Provisions of the Affordable Care Act 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-for the permanent risk adjustment 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-66-¢. 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 fornthe zero balances, including
insufficient data to make an estimate, no balances or premium was excluded fram 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)

ii. Risk adjustment user fees payablé for ACA'Risk Adjustment

ii. 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. Reportedyin expenses‘as ACA risk adjustment user fees (incurred/paid)
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61. In addition, beginning in annual 2014 and both quarterly and annual thereafter, a roll forward of prior year
ACA risk-sharing provisions for the risk adjustment program 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.) shallfalso be disclosed.

4

benefityyear—The beginning receivable or payable in the roll forward will reflectdhe prioriyear-end balance for the
specified benefit.

62. For reporting periods ending on or after March 31, 2016, for bothyquarterly and annual reporting, the
following information is required for risk eefriders-adjustment balancés by pregram benefit year:

a. Estimated amount to be filed or final amounts filedwith 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
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EXHIBIT B — ACA RISK-SHARING PROVISIONS ROLL-FORWARD ILLUSTRATION

Receivables are reflected gross of any nonadmission for this illustration.

Ref #2024-13

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
Payments
(Col1-3)

Prior Year
Accrued
Less
Payments
(Col2-4)

To Prior
Year
Balances

To Prior
Year
Balances

Cumulative
Balance
from Prior
Years (Col
1-3+7)

Cumulative
Balance
from Prior
Years (Col
2-4+38)

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. SubTtotal 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

b Transitional ACA

12;000;000

49,000,000

Explanation of adjustments:

A.

B.
C.
D

Adjusted due to federal audit.
Adjusted because of revised participant count.

© 2024 National Association of Insurance Commissioners

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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On May 15, 2024, the Statutory Accounting Principles (E) Working Group incorporated additional
revisions into what was exposed which also deleted SSAP No. 107, paragraph 62 as recommended by
interested parties. The adopted revisions, which are effective for year-end 2024 reporting, are reflected
below. Similar revisions will be recommended to the Blanks (E) Working Group proposal 2024-10BWG
in the May meeting. The deletion of SSAP No. 107, paragraph 62 will also result in the deletion of Note
24E/F (2) and 24E/F (3) tables on the proposal 2024-10BWG.

Adopted SSAP No. 107 revisions:

SSAP No. 107—Risk-Sharing Provisions of the Affordable Care Act 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-for the permanent risk adjustment program-tegarding 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-¢. 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 reasans forthezero 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
i Premium adjustments receivable due to ACA RiskiAdjustment (including high-cost risk pool
payments)—
il. Risk adjustment user fees payable'for ACA’Risk Adjustment—
iii. Premium adjustments payable due to/ACA Risk Adjustment (including high-cost risk pool

ceded premium)—

iv. Reported as revenue in premitm for accident and health contracts (written/collected) due
to ACA Risk Adjustment

v. Reported,in expensesias ACA risk adjustment user fees (incurred/paid)
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61. In addition, beginning in annual 2014 and both quarterly and annual thereafter, a roll forward of prior year
ACA risk-sharing provisions for the risk adjustment program 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.) shallfalso be disclosed.
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EXHIBIT B — ACA RISK-SHARING PROVISIONS ROLL-FORWARD ILLUSTRATION

Receivables are reflected gross of any nonadmission for this illustration.

Ref #2024-13

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
Payments
(Col1-3)

Prior Year
Accrued
Less
Payments
(Col2-4)

To Prior
Year
Balances

To Prior
Year
Balances

Cumulative
Balance
from Prior
Years (Col
1-3+7)

Cumulative
Balance
from Prior
Years (Col
2-4+38)

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. SubTtotal 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

b Transitional ACA

12;000;000

49,000,000

Explanation of adjustments:

A.

B.
C.
D

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.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/05-15-24/Adoptions/24-13 -
Update SSAP No 107 Disclosures.docx
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Revisions to the

As of March 2024, Accounting Practices and Procedures Manual

On August 13, 2024, the Statutory Accounting Principles (E) Working Group adopted the following revisions to
the 4s of March 2024 Accounting Practices and Procedures Manual. Documents associated with these revisions
are linked to the reference items in bold text.

SSAP/ .
Ref # Aot Title Summary
Principles-Based Bond A.dopteq Issue Paper No. 169 documents the
Definition discussions and decisions related to the
| b principles-based bond project.
ssue Paper i
2019-21 No. 169 New SAP Concept The adopted SSAPs/ impacted by the
principles-based bond definition are effective
Issue Pape?s are Not January 1, 2025, and“should be used as the
Authoritative source of authoritative guidance.
Review of INT 03-02:
Modification to an Existing
Intercompany Pooling Adoptedyrevisions to SSAP No. 25 and SSAP
SSAP No. 25 Arrangement No .63 lndd f ; h
2022-12 SSAP No. 63 o.d.fy. a. :ess transfers (1). assets w fn
. : modifying intercompany pooling agreements.
INT 03-02 SAP Clarification This agenda item also nullifies INT 03-02.
Effective Immediately.
(August 13, 2024)
Adopted revisions in SSAP No. 15 and SSAP
) No. 86 adopt, with modification, certain
ASU 21 023-063Disclosure | disclosures from ASU 2023-06.
mprovements
v The ASU 2023-06 disclosures originally
2023-26 SSAP No. 15 SUP Clarification recommended for inclusion ip SSAP No.
SSAP No. 86 103R are to be added to agenda item 2024-04:
Effective Immediately Conforming . Repyrchase Agreements for
(August 13, 2024) further consideration as part of the larger
project looking at statutory guidance for
repurchase agreements and secured lending.
ASU 2023-01, Leases (Topic
842), Common Control
Arrangements Adopted revisions in SSAP No. 19 and SSAP
2024-02 SSAP No. 19 . No. 73 adopt, with modification, ASU 2023-
SSAP No. 73 SAP Clarﬁcatlon 01.
Effective Immediately
(August 13, 2024)
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SSAP/

Effective,Jmmediately
(August1342024)

Ref # Aot Title Summary
ASU 2023-08, Accounting for
and Disclosure of Crypto
Assets . . .
SSAP No. 20 Adopted revisions in SSAP No. 20 adopt, with
2024-03 INT 2 1_61 SAP Clarification modification, ASU 2023-08 and nullify INT
21-01: Accounting for Cryptocurrencies.
Effective Immediately
(August 13, 2024)
Residual Consistency
Revisions Adopted revisions result, with identified
SSAPs referring to SSAP No. 21 for the
2024-08 SSAP No. 21 SAP Clarification formal residual defimitionyand for accounting
and reportingéguidance.
Effective January 1, 2025
SSAP No. 2 Clarification |Adopted Ttevisions eliminate lingering
references, implying that asset-backed
2024-09 SSAP No. 2 SAP Clarification securities, mortgage loans, or other Schedule
BA‘items are permitted to be reported as cash
Effective January 1, 20254\ | equivalents or short-term investments.
Spring 2024 Adopted editorial revisions to the Accounting
Editorial Revions Practices and Procedures Manual remove
2024-14EP Various “Revised” and “R” identifiers from SSAP

titles and SSAP references throughout the
Manual.

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national meetings/a. national meeting materials/2024/08-13-24 summer national
meeting/adoptions/00 - adoptions 8.13.2024 toc.docx

© 2024 National Association of Insurance Commissioners 2

Page 2179 of 2278




Principles-Based Bond Definition IP No. 169

Statutory Issue Paper No. 169

Principles-Based Bond Definition

STATUS
Adopted —August 13, 2024

Original SSAP: SSAP No. 26 and SSAP No. 43
Current Authoritative Guidance: SSAP No. 21, SSAP No. 26 and SSAP No. 43

Type of Issue:
Common Area

SUMMARY OF ISSUE

1. The guidance within this issue paper details the new statutory accoufitingiconcept revisions to SS4P
No. 26—Bonds (SSAP No. 26), SSAP No. 43—Loan-backed and Structured Securities (SSAP No. 43) and
SSAP No. 21—Other Admitted Assets (SSAP No. 21) pursuant to the Statutosy Accounting Principles (E)
Working Group’s (Working Group) Investment Classification Project as well as in response to expanding
investment structures that have been reported on ScheduléyD=1:"hong=Term Bonds. The revisions and
discussions detailed within reflects a comprehensive review, teferred to as the “Principles-Based Bond
Project,” to establish principal concepts for determining whether aidebt security qualifies for reporting as a
bond. Although SSAP No. 26 was previously revisedypursuant to the Investment Classification Project in
2017, it was identified that some entities were classifyig securities issued from special purpose vehicles
(SPVs) in scope of SSAP No. 26 instead o6 SSAP No. 43. As the focus of this Principles-Based Bond
Project is on the substance of investments, regardlesssof whether they include an SPV for issuance, this
project includes all debt securities and encompasses,both SSAP No. 26 and SSAP No. 43.

SUMMARY CONCLUSION

2. Investments eligible for reporting as bonds on Schedule D-1' shall comply with the principles-
based definition of a bond or pe specifically noted in scope of SSAP No. 26 or SSAP No. 43. Revisions to
reflect the principles-based bond definition have been incorporated to SSAP No. 26, with SSAP No. 43
revised for accounting and reporting guidance for investments that qualify as asset-backed securities under
the SSAP No. 26 bond definition. SSAP No. 21 has been revised to detail accounting and reporting guidance
for debt securitiesathatydo not qualify as bonds under SSAP No. 26 and to provide guidance for the
accounting ,and| reporting of residual interests. Lastly, various revisions to other SSAPs have been
incorporated to,update guidance and/or references to the bond guidance. The final adopted SSAPs and other
revisions aresshown in the exhibits to this issue paper.

DISCUSSION

3. The discussion of this issue originally began in August 2019 with agenda item 2019-21: SSAP No.
43 — Equity Investments. This agenda item was drafted to consider clarification to SSAP No. 43 particularly
with regards to collateralized fund obligations and similar structures that reflect underlying equity interests.
In response to the discussion of comment letters in January 2020, this project was expanded to include a

! Pursuant to reporting changes adopted in response to the principles-based bond definition, issuer credit obligations
(ICO) in scope of SSAP No. 26—Bonds will be reported on Schedule D-1-1: Bonds and asset-backed security (ABS)
investments that qualify as bonds under SSAP No. 26 but follow SSAP No. 43—Asset-Backed Securities for accounting
and reporting will be reported on Schedule D-1-2: Asset-Backed Securities. Throughout this issue paper, these bond
investments (both ICO and ABS) are collectively referred to as bonds reported on Schedule D-1.
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comprehensive review of SSAP No. 43 under the Working Group’s Investment Classification Project, with
NAIC staff directed to prepare a discussion document for subsequent review.

4. A preliminary discussion document was exposed for comment on March 18, 2020. Although there
were no proposed recommendations in that exposed document, it captured the following:

a. History of the definition / scope development of SSAP No. 43. (This history has been
retained in this issue paper, beginning with paragraph 124.)

b. Definitions of asset backed securities (ABS) from the Code of Federal Regulations (CFR),
the Securities Exchange Act of 1934 and NAIC Model 280, Investments of Insurers Model
Act (Defined Limits Version).

c. Potential options for the accounting and reporting of ABS based on whetherythey were
considered traditional securitizations in accordance with the Code of Fedetal Regulations
(CFR) (17 CFR 229.1101(c)) definition of an ABS or non-traditional s€curitizations that
did not comply with the CFR definition.

5. In response to this initial exposure, a detailed comment letter dated July'31, 2020, was received
from interested parties. Although a variety of elements were noted, two key issues, were the primary focus:

a. Separation between SSAP No. 26 and SSAP No. 43:(Pursuant'to the comments, it was
identified that many insurers had different interpretations of the adopted 2010 revisions
that separated investments between SSAP No. 26and'SSAP No. 43 due to the presence of
a “trust” or an “SPV” structure. As such, invéstment designs that had been identified as
concerning due to the underlying investments inthe, SPV (e.g., equity-driven investments)
believed by some to be limited to SSAP Nog43ywere, under some interpretations, eligible
to be captured in scope of SSAP No. 26:

b. Defining an asset backed security: The comments received focused heavily on whether the
17 CFR definition captured securities within the 1933 or 1934 Securities Act. The proposed
use of the 17 CFR definition, which is the ABS definition used by the SEC as a nationally
recognized statistical ratingsiorganization (NRSRO) registered for asset-backed securities,
was intended togallow comsistency in ABS items permitted for NRSRO designations.
Furthermore, it was only the first “broad brush” in determining whether an investment
would be initially captured in scope of SSAP No. 43. Regardless, based on the comments
received, whieh noted variations between the 1933 and 1934 Securities Act, differences of
assessmentsibasedron whether an entity is the issuer or acquirer, the legal scrutiny that may
be required in determining whether an investment complies with the definition, as well as
a recommendation for independent principles for determining an investment as an asset
backedssecurity, it was identified that further discussion should occur before utilizing the
CFR definition of an asset-backed security.

6. After considering the interested parties’ July 31, 2020, comments, the Working Group directed that
a small group of industry work with Iowa representatives and NAIC staff to define what should be
considered a bond for reporting on Schedule D-1. It was identified that some investment designs, which
have been previously captured on Schedule D-1 or are proposed for inclusion on that schedule, may be
well-performing assets, but are not bonds and should not be captured on Schedule D-1. It was also noted
that regulators are not anticipating these sorts of investment structures when reviewing D-1 and assessing
investment risk. These small group discussions began December 1, 2020, and continued until the bond
proposal was initially exposed for public comment on May 20, 2021.

7. After considering the comment letters from the May 2021 exposure, on August 26, 2021, the
Working Group affirmed the direction of the principle-based bond concepts and directed NAIC staff to
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utilize those concepts in proposing statutory accounting revisions. With this explicit direction, it was noted
that all elements of the principles-based bond proposal, and the reflection of those concepts in statutory
accounting guidance, is subject to continued discussion and deliberation. Revised guidance for Schedule
D-1 investment classification will not be considered authoritative statutory guidance until the specific
effective date detailed in adopted authoritative SSAP. With the direction to proceed with the development
of statutory guidance to reflect the principle-based concepts, the Working Group directed that NAIC staff
continue to work with the small group of regulators and industry to discuss concepts, review proposed
language and consider innovating investment designs. (During this meeting, the small group was
repurposed and referred to as the “study” group with additional regulators participating.)

8. From September 2021 through January 2022, the study group of regulators and industry met to
continue discussions on the bond proposal definition. Key elements discussed during this timeframe
included 1) the requirement for a credit enhancement that puts the holder of an ABS in a different economic
position from holding the underlying collateral directly, 2) the contractual staplifig testriction, and 3)
guidance for when a debt instrument is issued from an SPV that owns a portfolie of equity interests.
Revisions from these discussions, as well as other aspects to clarify the definition and an initial issue paper
were presented to the Statutory Accounting Principles (E) Working Group on March'2, 2022, and exposed.
Subsequently, the full Working Group discussed and exposed revisions toithe draft guidance until adoption.

9. This issue paper intends to provide information on discussions that occurred when considering the
principles-based bond definition and the statutory accounting revisionsyto’specify the types of investments
that shall be reported on Schedule D-1: Long-Term Bends:iiA summary of the exposure periods and
adoption actions are detailed below:

a. On March 2, 2022, this issue paper, aleng with the principles-based bond definition, was
exposed, with comments due May'6, 2022¢The Working Group heard comments on July
18, 2022, and directed limited edits’to be reflected while also deciding not to incorporate
revisions for a number ofidfdustry-pfoposed comments.

b. On August 10, 2022, thisjissuepaper, along with the principles-based bond definition, and
proposed revisions o SSAPMNo. 26 and SSAP No. 43 was exposed, with comments due
October 7, 2022. Comments were received from Interested Parties, Fermat Capital and the
industry Leagé-Backed Securities Working Group. After considering comments, the
Working Group inc¢orporated certain revisions.

c. OndNovembenyl6, 2022, after considering comments from the August 2022 exposure, the
Working Group exposed revisions to SSAP No. 26 and SSAP No. 43. The Working Group
alsovexposed revisions to other SSAPs that will be impacted with the bond project
tevisions. These edits included revisions to detail the short-term and cash equivalent
restriction for ABS in SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term
Investments as well as guidance for debt securities that do not qualify as bonds in SSAP
No. 21. This guidance was exposed until February 10, 2023.

d. On March 22, 2023, during the 2023 Spring National Meeting, the Working Group
considered comments received and exposed updated guidance, with a comment period
ending June 9, 2023, to reflect most of the interested party comments.

e. On August 13, 2023, during the 2023 Summer National Meeting, the Working Group
adopted the exposed revisions to SSAP No. 26, SSAP No. 43 and the document detailing
revisions to other SSAPs with an effective date of January 1, 2025. With this action, it was
noted that no comments had been received on these exposed items. Also on August 13,
2023, the Working Group considered comments on the exposed SSAP No. 21 on the
guidance for non-bond debt securities that do not qualify as bonds and on residual interests
and exposed a revised SSAP No. 21 until September 29, 2023.
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f. On December 1, 2023, during the 2023 Fall National Meeting, the Working Group
considered comments received on SSAP No. 21, predominantly focused on the accounting
and measurement of residual interests and exposed an updated SSAP No. 21 until January
22,2024.

g. On February 20, 2024, the Working Group received a revised SSAP No. 21 that was
updated to reflect interested parties’ comments during the interim. The Working Group
exposed the revised SSAP No. 21 for a shortened comment period ending March 7, 2024,
to allow for possible adoption consideration during the 2024 Spring National Meeting.

h. On March 16, 2024, during the 2024 Spring National Meeting, the Working Group adopted
new statutory accounting guidance within SSAP No. 21 for “Debt Securities That Do Not
Qualify as Bonds” and for “Residual Tranches or Interests/Loss Positions.” The new
sections are effective January 1, 2025, but reporting entities may elect to adopt the residual
guidance for year-end 2024. With this action, all planned statutory accounting,guidance for
the principles-based bond definition was adopted.

Discussion of Principles-Based Bond Concepts

10. Pursuant to the “small group” discussions comprised of industry, Iowa regulators and NAIC staff,
the broad principle-based bond concepts discussed on August 26, 2021, teflected the following key
concepts:

a. Definition of a bond requires a security structurey repreésenting a creditor relationship, that
is considered an Issuer Credit Obligation (ICO) or'an Asset Backed Security (ABS).

b. The assessment of whether a seeurity _seépresents a creditor relationship requires
consideration of the substance, rather ‘than,the legal form of the document, as well as
consideration of other investinents‘jowned in the investee and other contractual
arrangements. A security that pessesses equity-like characteristics or that represents an
ownership interest in the issuer in substance does not represent a creditor relationship.

c. An ABS is a bond issued;by an entity created for the primary purpose of raising debt capital
backed by finan¢ial (@ssetshor cash generating non-financial assets owned by the ABS
Issuer, whereby repayment is primarily derived from the cash flows associated with the
underlying defined collateral rather than the cash flows of an operating entity.

d. There are=two ‘defining characteristics that must be present for a security to meet the
definition of an ABS: 1) The holder of a debt instrument issued by an ABS issuer is in a
different economic position than if the holder owned the ABS Issuer’s assets directly, and
2)"When'the assets owned by the ABS are non-financial assets, the assets are expected to
generate a meaningful level of cash flows towards repayment of the bond other than
through the sale or refinancing of the non-financial assets.

11. Various discussions and components were addressed in the establishment of these broad concepts
and throughout the development of the principles-based bond definition. Specific elements and discussion
points are detailed within this issue paper.

Security Structure Representing a Creditor Relationship

12. Similar to long-standing guidance in defining a bond, the principles-based bond concepts only
permit security structures to be considered eligible for Schedule D-1 reporting. Although the concepts
continue reference to the adopted security definition from U.S. GAAP, the guidance is expanded to require
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that the evaluation of the structure under the security definition considers the substance of the instrument
rather than solely its legal form.

13. The consideration of whether a structure reflects a “security” is a key factor in determining the
appropriate SSAP for accounting and reporting. A structure with one or more future payments that qualifies
as a security has historically been captured as a bond, with measurement and risk-based capital (RBC)
charges based on the NAIC designation. Under the prior SSAP guidance, bond securities did not require
additional provisions for admittance and would likely only be subject to nonadmittance based on state
investment limits. This treatment is distinctly different than a “non-security’ structure considered to be a
loan under SSAP No. 20—Nonadmitted Assets or SSAP No. 21. For these structures, the ability to admit
the loan under the SSAP provisions is contingent on the nature of the loan and qualifying collateral or
related party assessments. (State investment limits may have additional loan-to-value requirements that
impact admittance.) Loans (other than mortgage loans) are captured on Schedule BA: Other Long-Term
Invested Assets and are likely limited by state investment limits along with other invested assets reported
on Schedule BA. Although the RBC charge for admitted collateral loans is lower than other Schedule BA
investments, the RBC charge is still higher than Schedule D-1 investments with most NAIC designations.

14. Over time, since the codification of statutory accounting principles,yvarious industry comments
have been received questioning the difference between loans and secufitiesi(e.g., bonds), particularly with
the different reporting outcomes. This discussion was also revisited as part of the principles-based bond
proposal, and it was concluded that structures must meet the security definition to be captured as a bond on
Schedule D-1. Although industry requested “loans with recourse” to be added to the bond scope paragraph
as well as an explicit reference to “loans” as a type of investment<Captured in the bond definition, these
proposals were not supported for inclusion. This discussion highlighted that the security definition is not a
high threshold to meet, and direct loans should not bereflected as bonds if they do not qualify as securities.
With this discussion it was noted that an investment couldsmeet the definition of a bond regardless of the
legal form (paper) it was written on and/or how it*was!/described (such as a bond, note, obligation, etc.).
Although an instrument could be described asya “leany,” if it meets the security definition requirements and
other principle concepts, it shall be captured as\a bond. The same concept would be true for instruments
named as a “bond” but that do not meet'the security or other principle-based bond requirements, as they
would not be permitted for reporting as a bond on Schedule D-1.

15. The statutory accountifig guidance in SSAP No. 26 and SSAP No. 37—Mortgage Loans adopts the
U.S. GAAP definition ofiasecurity)as it is used in FASB Codification Topic 320 and 860:

a. Security: A share, participation, or other interest in property or in an entity of the issuer or
an obligation of the issuer that has all of the following characteristics:

1 It is either represented by an instrument issued in bearer or registered form or, if
not represented by an instrument, is registered in books maintained to record
transfers by or on behalf of the issuer.

ii. It is of a type commonly dealt in on securities exchanges or markets or, when
represented by an instrument, is commonly recognized in any area in which it is
issued or dealt in as a medium for investment.

iii. It either is one of a class or series or by its terms is divisible into a class or series
of shares, participations, interests, or obligations.

16. The “security/non-security” discussion highlighted that the naming convention of an investment
(as a “note,” “bond,” “obligation,” “loan,” or other such term) does not determine the correct underlying
SSAP or reporting location. Non-security structures (other than mortgage loans) shall be captured as
collateral or non-collateral loans pursuant to SSAP No. 20 or SSAP No. 21 as applicable. To prevent
incorrect assumptions that all loans could be captured as issuer credit obligations, the group agreed not to
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include explicit reference to loan structures within the principles-based bond concepts and instead refer to
the substance of the investment structure. Additionally, the following existing guidance was noted as
support for this conclusion and to further highlight that the naming convention does not override the
structural design of an investment when it comes to reporting or the application of statutory accounting
principles.

a. Existing guidance in SSAP No. 21 states that if an instrument meets the definition of a
bond, but has supporting collateral, then the investment is not classified as a collateral loan.
This concept was affirmed as part of the principles-based bond discussion, noting that
investments that qualify for bond reporting on Schedule D-1 shall not be classified as
collateral loans regardless of whether there is collateral backing the investment.

b. Guidance in SSAP No. 25—Affiliates and Other Related Parties applies to all transactions,
regardless of the SSAP that governs the underlying accounting and reporting?” As,such, the
provisions in SSAP No. 25 that require assessment of “loans or advances (including debt,
public or private)” are intended to apply to all forms of lending from a'reporting entity to
a related party. As such, this guidance applies regardless of the naming convention of the
agreement (e.g., loan, bond, note, obligation, etc.). Investments reported as bonds on
Schedule D-1 that reflect related party transactions shallqonly, be admitted if the
requirements in SSAP No. 25 are met. In addition to havingga specific due date and written
agreements, these requirements include specific jassessmentssbased on whether the
arrangement is with a parent or principal owner opto other related parties.

17. After determining whether a structure represents a security, thenext component for the principle-
based bond definition is assessing whether the security representsia creditor relationship. Although the
reference to a “creditor relationship” may seem very similar to prier guidance in SSAP No. 26, that prior
guidance did not explicitly detail the intended meaning ofsa “creditor relationship” but simply identified
that such structures have a fixed schedule for onesommore future payments. This prior guidance resulted
with interpretations that structures qualified @s “bonds” Sstrictly on legal form. With the focus of the
principles-based definition, it is explicit that the“assessment of a whether a security represents a creditor
relationship requires consideration of the substance, rather than just the legal form, along with consideration
of other investments owned in the investe¢'and other contractual arrangements.

18. Original regulator concémms with the historical guidance and reporting were in part due to the
identification of investments withfjunderlying equity interests that were structured to resemble bond
instruments. Discussions that eccurredias part of the principles-based bond project identified that there is a
significant incentive for insuress to characterize equity exposures, which would traditionally be captured
on Schedule BA, as bonds due to'the favorable capital treatment. Transferring or acquiring them as debt
issued by an SPV (such'as through a collateralized fund obligation (CFO) structure) is a mechanism to
reclassify thesegequity instruments and characterize them as bonds. These discussions noted that the lack
of historical safeguards in existing SSAPs also provides significant opportunity for these reclassifications.

19. Equity investments differ from other types of financial assets in that they generally do not have
contractual pre-determined principal or interest payments. Distributions are typically at the discretion of
whichever decision maker has control of the entity. However, certain types of entities have greater
likelihood and predictability of cash flows than others. For example, private equity and debt funds are often
designed to have finite lives that begin with a capital raising and investment phase, and once the portfolio
1s built and seasoned, investments are monetized, returns are realized, and distributed to investors.
Therefore, while there can be variability in timing and amounts of cash flows, distributions can be expected
with some level of predictability compared to other types of equity investments (e.g., publicly traded
companies). Private debt funds are more predictable still given that the underlying investments of the fund
have contractual cash flows. If a large, diversified pool of seasoned funds are securitized, (often in the form
of a CFO), there can be a level of predictable cash flows that is suited to support a bond, when coupled with
the overcollateralization, liquidity facilities, and other protections that are built into the structure.
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20. Regulator concerns arise when features that facilitate the production of predictable cash flows are not
present. In such situations, when there are not predictable cash flows equipped to service the debt,
repayment may rely on sale or refinancing of the underlying equity investments at maturity in order to
satisfy the debt. In that case, equity valuation risk may be the primary risk for the non-payment of the issued
debt. If repayment predominantly relies on a point-in-time equity valuation (such as at maturity), then the
substance of the risk is not consistent with what is expected of a bond reported on Schedule D-1.

21. Although the full disallowance of equity-backed debt would prevent these regulator concerns, there is
a position that there are CFO securitizations (or other investments) of well-diversified, seasoned funds for
which there is compelling evidence that there will be sufficient cash distributions to amortize the debt and
structure protections that minimize the residual equity exposure. The approach to allow such CFO
securitizations/investments to be reported as bonds only works when there are appropriate safeguarding
principles established, which require a relatively high standard of proof.

22. An investment for which the primary non-payment risk is equity devaluation isnot consistent with the
substance-intent for what is expected to be reported as a bond on Schedule D-Ifunder the principles-based
definition. Allowing such investments to be reported as bonds on Schedule)\D-1)could result with the
regulatory arbitrage that regulators are concerned about without any realémitigants. This could ultimately
result in a situation where industry has taken on significantly more equity tisk that they have historically,
all while characterizing the investment as a bond exposure. As suchgit wasmoted as critical that appropriate
safeguards be incorporated into the principles-based bond definition te.address this concern. This is why
the guidance reflects a rebuttable presumption that equity-backed ABS do not qualify to be reported as
bonds on Schedule D-1 unless a documented analysis supporting the predictability of cash flows is
completed that demonstrates bond-like cashflows that supports different treatment from that presumption.

23. The principles-based bond definition 45 cleans#that a security that possesses equity-like
characteristics or that represents an ownership interest inithe issuer in substance does not represent a creditor
relationship. Examples of equity investmentspequityoldings and equity-like interests include any security
ultimately reflecting an ownership or iembership interest in an entity (such as common stock, preferred
stock, private equity holdings, investments in joint ventures, partnerships, and LLCs) as well as any
structure that reflects the performance of ‘an entity (such as dividends or capital gains). Furthermore,
examples of equity instruments“also include any debt instrument where the risk/reward profile is
substantially similar to an equity Tnterest.

24, With the prohibition,of equity-like structures or items that represent ownership interests, there is a
rebuttable presumption that debt instruments collateralized by equity interests do not qualify as bonds
because they do notyreflect a creditor relationship in substance. Notwithstanding this rebuttable
presumption, it i§ possible’for such a debt instrument to represent a creditor relationship if the characteristics
of the underlying, equity interests lend themselves to the production of predictable cash flows and the
underlying, equity risks have been sufficiently redistributed through the capital structure of the issuer.

25. With, the establishment of the principles-based bond definition, this rebuttable presumption was
specifically discussed, and it was concluded that the determination of whether debt instruments
collateralized by equity interests qualify as bonds inherently requires significant judgment and analysis.
Unlike debt instruments collateralized with contractual cash flows, or debt instruments collateralized by
cash-generating non-financial assets, debt instruments collateralized by equity interests may be dependent
on cash flow distributions that are not contractually required to be made, predetermined, and/or may not be
controlled by the issuer of the debt. In some instances, sale or refinancing of the underlying equity interests
may be the only means of generating cash flows to service the debt instruments. If this is the situation, then
it is expected that compensating factors from other characteristics of the structure will be present that
supports classifying the investment as a bond. For example, if the source of cash flows is driven from the
sale or refinancing, then an appropriate, compensating level of overcollateralization would be required to
overcome the presumption that the structure does not qualify as a bond.
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26. For debt instruments that are collateralized by equity interests, various factors should be considered
in determining whether debt collateralized by equity interests qualify as bonds. Additionally, to overcome
the presumption that the structure does not qualify as a bond, it is presumed that reporting entities will have
sufficient documentation supporting this conclusion. Factors to consider include, but are not limited to, the

following:
a. Number and diversification of the underlying equity interests
b. Characteristics of the equity interests
c. Liquidity facilities
d. Overcollateralization
e. Waiting period for the distributions / paydowns to begin
f. Capitalization of interest
g. Covenants (e.g., loan-to-value trigger provisions)
h. Reliance on ongoing sponsor commitments
1. Source(s) of expected cash flows to service the debt (i.e., dividendydistributions from the
underlying collateral vs. sale of the underlying collateral)
27. The assessment of equity-backed securities should be looked at, not only in form, but in substance.

For example, a common arrangement exists where debt is issued from aifeeder fund, and the feeder fund
has an equity interest in another fund which predominantly holdSidebt instruments. The fund passes those
fixed-income cash flows through the structure to the ultimateyfeeder fund debt holder(s), in a way that
produces substantially the same risk profile to the debt hglders,as*a collateralized loan obligation (CLO).
Accordingly, such an arrangement may have its substance aligned with a debt investment rather than a
single equity investment, despite the direct holding beingya fund investment. This conclusion would be
supported if the terms of the structure ensure‘that the underlying fixed-income cash flows are passed
through. Factors that add additional uncertainty aste the timing and/or amount of the pass-through of cash
flows from the underlying debt instruments may call into question a conclusion that a feeder fund structure
is a debt-backed structure in substancesFor example, discretion of an underlying fund manager to withhold
distribution of the underlying cash, flows passed through from underlying debt instruments may create
uncertainties as to the timing and/otjameunt of cash flows in such a manner that is more characteristic of
an equity investment. Likewise, a feeder fund structure that is not expected to provide for regular cash
interest payments would also call into question the substance as a debt-backed investment. Features that are
customary to CLOs_ and(other asset-backed securities would not ordinarily call the investment’s substance
into question on its own, For.example, a waterfall structure dictating the pass-through and order of payments
or retaining sufficient,funds for covering contractual underlying fund level payments (e.g., investment
management fees, legal costs, and other customary fund level expenses) are common to CLOs and other
ABS, as are customary payment in kind (PIK) features designed to address temporary liquidity issues where
the PIK then gets prioritized in the waterfall structure. These customary features do not constitute manager
discretion that would call into question a conclusion that a feeder fund structure is a debt-backed structure
in substance.

28. Conversely, if the feeder fund debt ultimately relies on equity interests for repayment (the final fund
holds equity interests that generate the pass-through cash flows), the held debt instrument from the feeder
fund would have to meet the requirements of paragraph 26 while looking at the substance of equity interests
supporting the debt. Regardless of the underlying collateral, feeder fund arrangements would have to meet
the other relevant parts of the standard (e.g., have a substantive credit enhancement, etc.) to qualify for bond
reporting. Investments that resemble feeder fund structures will require entity review to determine the
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underlying source of cash flows and identify the uncertainties or vulnerabilities that could impact the cash
flows that will be passed through to the reporting entity holder. Ultimately, the conclusion that a structure
represents a feeder fund shall not automatically qualify the structure for bond classification but shall not
automatically preclude bond classification. Substance over form should be the determining factor in these
and similar situations.

Determination of Issuer Credit Obligation or Asset Backed Security (ABS)

29. Security structures that qualify as creditor relationships are divided between ICO and ABS. The
initial distinction between ICO and an ABS is a key factor with the principle-based bond concepts. Given
their differing characteristics, investments that qualify as ICO are not required to complete assessments for
qualifying credit enhancements or meaningful cash flow generation. As such, it is critical to ensure that
structures which should be considered ABS or that reflect non-qualifying Schedule D=l structures, are not
classified as ICO to avoid those detailed assessments.

30. Determining whether an investment reflects an ICO or an ABS focuses on the issuer and the
primary source of repayment of the instrument. An ICO represents a bend ‘structuré where the repayment
is supported primarily” by the general creditworthiness of an operating ‘entity or entities. The support for
this structure consists of direct or indirect recourse to an operating entityler entities. An “operating entity”
can be any sort of business entity, not-for-profit organization, omother provider of goods or services, but
cannot be a natural person or an Asset Backed Security (ABS)dssuer.)An ABS is a bond issued by an entity
(an ABS Issuer) created for the primary purpose of raising debt ¢apital backed by financial assets or cash
generating non-financial assets owed by the ABS Issuer, Whereby repayment is primarily derived from the
cash flows associated with the underlying defined collateral rather than the cash flows of an operating
entity.

31. The prior assessments to divide structures between SSAP No. 26 and SSAP No. 43 seemed to focus
primarily on legal form (issued by trust/SPV that held pledged assets) or on the basis of prepayment risk
within the structure (meaning, that the expected timing of cash flows may vary, impacting the effective
interest rate). Under the principlesbased bond definition, neither of these components shall be used as a
determinant in concluding whethes a‘structure represents an ICO or an ABS.

a. The prior guidanc€ which focused on the use of an SPV relied more on legal form than the
substance of the transaction. Although it is common that many ABS Issuers are in the form
of a trust or SPV, the presence or lack of a trust or SPV is not a definitive criterion in
determining that a security meets the definition of bond intended as a Schedule D-1
investment, or that it is limited to a classification as an ABS. A key component of the
principles-based bond definition is that it will not be possible for insurers to classify a non-
qualifying investment as a bond simply by moving it to a debt-issuing SPV that resembles
a creditor relationship with a future payment obligation. Furthermore, the guidance does
not preclude the use of SPVs in ICO structures. Such structures are commonly utilized in
project finance arrangements to separate business operations that support specific debt
instruments, or to facilitate efficient marketing of an specific ICO design (e.g., funding
agreement backed notes). Although packaging investments together in an SPV, with an

2 To clarify the phrase “supported primarily by the general creditworthiness of an operating entity,” this means that
the full repayment is expected to come from cash flows generated by the operating entity, not from collateral, although
secondary recourse to collateral may be present. If it is expected that a majority of repayment will come from operating
entity cash flows, but it is expected that some cash flows will come from collateral, this investment does not qualify
as an issuer credit obligation and shall be assessed as an asset-backed security. The expectation must be that full
repayment will be generated from operating entity cash flows. For asset-backed securities, the expectation is that the
source of cash flows will come from collateral, even though there may be secondary recourse to an operating entity.
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SPV-issued note may currently result with better RBC charges due to the current ability to
report such items as bonds, structures that simply reflect a pass-through of cash flows or
performance from the underlying collateral and provide no economic difference than if
holding the underlying collateral items directly shall not be characterized as bonds under
the principles-based bond definition.

b. With regards to the prior interpretation that SSAP classification was based on the presence
of prepayment risk, which was not an interpretation based on any explicit guidance to that
effect, under the principles-based bond definition, the presence or absence of prepayment
risk will continue to play no role in SSAP classification. Classification is based on whether
the investment has the substance of an ICO or ABS. This distinction aligns the accounting
and measurement with the characteristics of the bond structure. As ABS rely on the cash
flows of underlying collateral, the measurement method described in SSAP No. 43, which
requires a quarterly review of underlying cash flow assumptions, is appropriate tegardless
of whether variations in timing of cash flows impact the effective yield. Thisimethodology
captures variations in both timing and amount of the underlying cash flows.

32. Whether an issuer of debt represents an operating entity or ABS Issuerii§ expected to be clear in
most instances, but certain instances may be less clear. Ultimately, for an ICOjit comes down to whether
support for repayment consists of direct or indirect recourse to an operating €ntity or entities. In addition to
“traditional bond” structures previously included in SSAP No. 26,®xamples of‘issuer credit obligations
include:

a. Investments in the form of securities for Whichyrepayment is fully supported by an
underlying contractual obligation of a singlesepetating entity. Examples can include credit
tenant loans (CTLs), equipment trust cettificates (ETCs), other lease backed securities,
Funding Agreement Backed Notes (FABNSs), etc. For purposes of applying this principle
concept, repayment is fully-supported by the underlying operating entity obligation if it
provides cash flows for the repayment jof all interest and at least 95% of the principal of
the security.

b. Bonds issued by real estate investment trusts (REITS) or similar property trusts.

c. Bonds issued by business development corporations, closed-end funds or similar operating
entities, in each casewregistered under the 1940 Act. With this inclusion, it is important to
highlight that the intent is specific to bonds issued from SEC-registered entities. The
referencestoy‘similar entities” is not intended to capture items issued from collateralized
fund obligations (CFOs), feeder funds or other such structures. Although some may
consider CE@s to be similar to closed-end funds, that assessment is not supported for
classification as an ICO. Instruments considered to reflect CFOs (and other like structures)
argyrequired to be assessed as ABS for inclusion as a bond reported on Schedule D-1.
Paragraphs 27-28 also detail the assessment expected in classifying feeder funds, and the
requirement to determine the source of the underlying cash flows in determining
classification and if the structure qualifies for reporting as a bond on Schedule D-1.

Note: Paragraph 32.c. will be revised with adoption of agenda item 2024-01.

d. Project finance debt issued by operating entities. These investments reflect financing of a
single asset or “operation” (such as a toll road or power generation facility) that
collateralizes a debt issuance and the cash flows produced by the asset/operation service
the debt, where the issuer may also represent an operating entity. These designs have
characteristics of both ICO, as the operation constitutes a stand-alone business, as well as
characteristics of ABS, as they are formed for the purpose of raising debt capital backed
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by the cash flows from collateral held by a bankruptcy-remote entity. When viewed
holistically, these issuing entities are typically used to facilitate the financing of an
operating component of a project sponsor or municipality. Although the use of a
bankruptcy-remote entity (e.g., SPV) facilitates the efficient raising of debt as a source of
financing, the primary purpose is to finance an operating project. Therefore, when the
issuing entity represents a stand-alone business producing its own operating revenues and
expenses, where the primary purpose is to finance an operating project, the issuing entity
shall be considered an operating entity despite certain characteristics that resemble ABS
issuances.

1. It is important to highlight that the guidance for project finance is strictly for
instruments issued by operating entities, similar to other instruments that qualify
as ICO under the principles-based bond definition. Consistent with other concepts,
the naming convention (e.g., referring to an instrument as_project finance) or the
presence or absence of an SPV/trust structure are not definitive’components in
determining whether an investment qualifies for repoftingias abond on Schedule
D-1, or is classified as an ICO or ABS. Instruments,(even if identified as “project
finance”) that do not qualify as ICO as they arg/not'issued by operating entities,
shall be assessed for qualification for reportiig omySehedule D-1 as ABS. If the
instruments do not qualify for reporting as, ABS;, they shall not be reported on
Schedule D-1.

€. U.S. Treasury Inflation-Protected Securities (L1Ps):+The inclusion of U.S. TIPs specifically
as an ICO intends to highlight a specific exception to the determination as a creditor
relationship as the variation is due”te, plain-vanilla inflation adjustment mechanisms.
Although U.S. TIPs are specificfas ICOytinder the bond definition, in order for a debt
instrument to represent a creditorrelationship for both ICO and ABS, it must have pre-
determined principal anddfiterest payments (whether fixed interest or variable interest) with
contractual amounts that do not vary based on the appreciation or depreciation (e.g.,
performance) of any undexlying collateral value or other non-debt variable®. For example,
an issued security» that has varying principal and interest payments based on the
appreciation of referenced equity, real estate or other non-debt variables are precluded from
bond treatment asitheypdo not reflect creditor relationships. Although US TIPS are indexed
to the constumer price index and grow with inflation, these securities shall be captured as
ICO on Schedule D-1-1.

33. This principles=based bond project is not expected to reconsider certain investments previously
considered by the Working Group and explicitly permitted for bond reporting on Schedule D-1. As such,
unless subsequently addressed, the following investment types are expected to continue to qualify as
Schedule™P=l investments, classified as ICO. (By including these investments as ICO, these investments
are not subject to the assessments of sufficient credit enhancement or meaningful cash flow generation
required for ABS securities.)

3 The principles-based bond definition requirement for pre-determined principal and interest payments with
contractual payments that do not vary based on the performance of an underlying collateral value or other non-debt
variable does not intend to encompass nominal interest rate adjustments. Nominal interest rate adjustments are those
that are too small to be taken into consideration when assessing the investment’s substance as a bond. Nominal
adjustments are not typically influential factors in an investors’ evaluation of investment return and are often included
to incentivize certain behavior of the issuer. An example would include sustainability-linked bonds where failure to
achieve performance metrics could cause interest rate adjustments. In general, interest rate adjustments that adjust the
total return from interest by more than 10% (e.g., >0.4% for a 4% yielding bond), would not be considered nominal.
Further, any such adjustments that cause an investment to meet the definition of a structured note would not be
considered nominal.
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a. Certificates of deposit that have a fixed schedule of payments and a maturity date in excess
of one year from the date of acquisition.

b. Bank loans that are obligations of operating entities, issued directly by a reporting entity
or acquired through a participation, syndication or assignment.

c. Debt instruments in a certified capital company (CAPCO).
d. SVO-Identified Bond ETFs.
34, The investment structures explicitly permitted for Schedule D-1 reporting no longer includes a

generic reference to “hybrid securities.” Under prior guidance in SSAP No. 26, hybrid securities, defined
in the annual statement instructions as securities with characteristics of both debt and equity securities, were
included and captured on a specific Schedule D-1 reporting line. Examples in the anndalystatement
instructions included Trust Preferred Securities and Yankee Tier 1 bonds, however, both types,of securities
are no longer overly prevalent, although some insurers may continue to have them{in their‘portfolios.
Pursuant to the intent of the principle-based bond definition, a broad exception for securities that have
characteristics of both debt and equity is not viable. Rather, to ensure that securitiesyare classified and
reported based on the substance of the investments, securities with characteristies ofiboth debt and equity
shall be assessed for inclusion as a bond for reporting on Schedule D-1 in aecordance with the principal-
based bond definition. If the securities qualify as ICO or ABS, then they camybe feported on Schedule D-1.

a. Trust Preferred Securities — With these securities, there is a trust funded by debt where
shares of the trust are then sold to investors in'the form of preferred stock. The shares held
are referred to as “trust preferred” securiti€s. These’securities have characteristics of both
stock and debt. While the trust is funded with debt, the shares are considered to be preferred
stocks and pay dividends like preferred stock. However, since the trust holds the bank’s
debt as the funding vehicle, the payments received by investors are considered interest
payments. These securities are considered equities under U.S. GAAP but are taxed as debt
obligations by the IRS. With the Dodd-Frank reforms, the incentives for banks to issue
trust-preferred securities,decreased, resulting in a significant reduction in the issuance of
these securities. If these securities continue to be held by insurers, they should be assessed
for reporting as abond ‘on.Schedule D-1 under the principal-based bond definition. If these
securities do ot qualify as a bond for reporting on Schedule D-1, presumably, these
securities would be reported as preferred stock on Schedule D-2-1.

b. Yankee Bond’— A Yankee bond is one issued by a foreign bank or company but that is
traded inithe U.S and priced in U.S. dollars. Yankee bonds are normally issued in tranches,
with a large debt structure financing arrangement, with each tranche having different levels
of risk, interest rates and maturities. The non-U.S. issuers have to register Yankee bonds
with the SEC before offering the bond for sale. If these securities are held by insurers, they
should be assessed for reporting as a bond on Schedule D-1 under the principal-based bond
definition.

c. Other Hybrid Securities — From information received, it was noted that some reporting
entities have previously reported securities on Schedule D-1 as hybrids due to a code in
Bloomberg that identified the security as having characteristics of both debt and equity.
Such securities shall be reviewed in accordance with the principles-based bond definition
and reported as a bond on Schedule D-1 only if they qualify.
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35. For securities that represent principal-protected securities and structured notes that have been
previously captured within SSAP No. 26 or SSAP No. 43, the principles-based bond definition will no
longer permit these security structures to be reported as bonds on Schedule D-1. Fundamentally, these
structures have the potential for variable principal or interest / returns, or both, due to appreciation or
depreciation (i.e., performance) of an underlying collateral value or other non-debt variable. This structural
characteristic precludes these investments from being captured as ICO or ABS as the investment does not
represent a creditor relationship in substance. It should be clear that the principles-based bond definition is
intended to require a structural assessment inclusive of all investment components, therefore it is not
permissible to segregate components within a structure, such as bond collateral supporting principal and
interest payments to determine bond reporting on Schedule D-1 when the structure also includes other
collateral with the potential to generate additional interest or returns. Such structures must be viewed
holistically within the principles-based bond definition, with all potential returns considered in determining
whether the structure qualifies as a creditor relationship.

a. A principal-protected security is defined in the Purposes, and Procedures Manual of the
NAIC Investment Analysis Office, but generally includes, ayhigh-quality traditional bond
(such as a U.S. Treasury) that is used to safeguard priricipal repayment at the structure’s
maturity, along with performance components where ‘payments originate from, or are
determined by, non-fixed-income securities. Thesetreturns, often based on underlying
equity factors, prevent these structures gfrom qualifying as a creditor relationship. In
addition to the traditional design of principal-proteécted notes, other designs have been
identified that may provide “interest’“payments in the form of tax-credits based on
underlying equity exposures. (So, a high-quality bond safeguards principal returns, but the
structure includes equity elements§ that provide tax credits to the note holder as a form of
interest.) Although the classifi¢ation of'a creditor-relationship may not be as clear in this
example, such designs wouldfurther be disqualified from reporting as a bond on Schedule
D-1 as they would notigualifyjas ICO due to the different forms of collateral within the
structure (considering both, the bond and equity items) and such structures would not
qualify as ABS as¢here is generally no credit enhancement. These investments shall follow
the guidance fermon=bond debt securities in SSAP No. 21—Other Admitted Assets.

b. A structured notesis a security that otherwise meets the definition of a bond, but for which
the eontractuabamount of the instrument to be paid at maturity (or the original investment)
is_at risk for other than failure of the borrower to pay the principal amount due. These
instruments, although in the form of a debt instrument, incorporate the risk of an underlying
variable in the terms of the agreement, and the issuer obligation to return the full principal
is, contingent on the performance of the underlying variable. These investments are
addressed in SSAP No. 86—Derivatives. Mortgage-referenced securities issued by a
government sponsored enterprise are explicit inclusions in scope of SSAP No. 43. Foreign-
denominated bonds subject to variation as a result of foreign current fluctuations are not
structured notes.

36. The guidance in the principles-based bond definition requires “assessment at origination” in
determining whether a security qualifies for reporting as a bond on Schedule D-1. This provision intends
to reflect the reporting entity’s understanding of the intent and ultimate structure of the security’s focus at
origination, not simply what a structure holds on the day of origination. It is not permissible to conclude
that a principal-protected security is an ICO at origination (when the structure includes only a US Treasury
and cash) and disregard the intended use of the cash in the structure to subsequently acquire other
investments to generate additional returns. The determination of whether an investment qualifies as a
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creditor-relationship, and then as an ICO or ABS (as applicable), requires an assessment by the reporting
entity of the full structure at the time of acquisition as it was ultimately intended by the issuer at the time
of origination.

37. Consistent with prior guidance in SSAP No. 26, mortgage loans and other real estate lending
activities, which are not securities, made in the ordinary course of business are excluded from bond
classification on Schedule D-1. Those investments shall follow the applicable statutory accounting guidance
in SSAP No. 37 and SSAP No. 39—Reverse Mortgages.

Asset Backed Securities and Required Components

38. An ABS is a bond issued by an entity (an ABS Issuer) created for the primary purpose of raising
debt capital backed by financial assets or cash generating non-financial assets owed by thesABS Issuer,
whereby repayment is primarily derived from the cash flows associated with the undétlyingidefined
collateral rather than the cash flows of an operating entity. In most instances, the ABS Issteris not expected
to continue functioning beyond the final maturity of the debt initially raised by the ABS Issuer. As
previously noted, ABS Issuers are often in the form of a trust or special purpose vehicle,though the presence
or lack of a trust or special purpose vehicle is not a definitive criterion for determining that a security meets
the definition of an asset backed security.

39. To qualify for bond reporting on Schedule D-1 as an ABS,thete are two defining characteristics
that must be present. If the structure is a not an ICO or identified for'specific inclusion on Schedule D-1,
and does not meet these ABS requirements, the instrument’is nog, permitted to be reported as a bond.
Assessment on these aspects is investment specific, with determination at origination by the reporting entity
based on the overall intent and ultimate expected holdings.efthestructure:

a. Substantive Credit Enhancement: The holder of the debt obligation issued by the ABS
Issuer is in a different economic ‘position than if the holder owned the ABS Issuer’s assets
directly.

b. Cash Generating Collatétral Assets: The assets owed by the ABS Issuer are either financial

assets or cash-génerating non-financial assets. Cash-generating non-financial assets are
defined as assets’ that ‘are”expected to generate a meaningful source of cash flows for
repayment @fsthe bond through use, licensing leasing, servicing or management fees, or
other similar eash flow generation other than through the sale or refinancing of the assets.

40. Substantive'Credit Enhancement: The component for substantive credit enhancement is required
for all ABS structures.¥Thef€ are no practical expedients or thresholds that can be applied in determining
whether a structure reflects substantive credit enhancement. Although certain structures may only require
a limited analysis (such as agency-backed mortgage-backed securities—MBS), and insurers may benefit
from prior analysis when acquiring similar subsequent structures, an automatic assessment is not permitted
for this requirement.

41. To qualify as an ABS, the holder of the debt obligation is required to be in a different economic
position than if the holder owned the ABS issuer’s assets directly. For purposes of this assessment, the
holder of the instrument is considered to be in a different economic position if the instrument benefits from
substantive credit enhancement through guarantees (or other similar forms of recourse), subordination
and/or overcollateralization. This element is required for all ABS designs, regardless of the collateral that
is backing the ABS.

42. The requirement for substantive credit enhancement is intended to address investment designs
crafted to appear as a debt / bond structure for reporting and RBC purposes, but for which the holder does
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not have a “more than nominal” change to the risk or reward profile than if they held the underlying
investment directly. This guidance prevents using a specifically designed legal form (such as transferring
assets to an SPV and acquiring an SPV-issued note), but which lacks any economic substance, to obtain
favorable measurement and RBC impact or to avoid nonadmittance that would occur if the assets were
directly held by the reporting entity.

43, The intent of the “substantive” threshold requiring the holder to be in a different economic position
is to distinguish qualifying bonds from instruments with equity-like characteristics or where the substance
of the transaction is more closely aligned with that of the underlying collateral. To qualify as a bond under
this standard, there is a requirement that there are substantive credit enhancements within the structure that
absorb losses before the debt instrument being evaluated would be expected to absorb losses. This is
inherent in the context of an ICO as the owners of the equity in the operating entity are the first to absorb
any variability in performance of the operating entity. The same concept applies to ABS. If substantive
credit enhancement did not exist, the substance of the investment would be more clgselyaligned with that
of the underlying collateral than that of a bond. Credit enhancement that is merely nominal or lacks
economic substance does not put a holder in a different economic position.

44, The original exposure (May 2021) detailed this ABS requifement as a “sufficient” credit
enhancement and detailed the provision as the level of credit enhaficement a market participant (i.e.,
reasonable investor) would conclude is expected to absorb losses (or decteases in cash flows) to the same
degree as other debt instruments of similar quality, under a ramge, ofistress scenarios (i.e., scenarios are
similar to stress scenarios performed for other debt instruments of the'same quality). This original proposal
noted that losses are those a market participant would estimateépwith consideration of historical losses
(including loss recoveries) on similar collateral, cusrent market conditions, reasonable and supportable
forecasts, and prepayment assumptions associated with the collateral. Excluded from the estimate of
expected losses are historical gains on similar collateral and‘expected market appreciation on the collateral.
After further discussion of this concept, it was identified that the term sufficient and its proposed definition
implied a quantitative assessment of credit’qualityawas required. As a result, the proposed concept could be
interpreted to mean that a reperformance of the credit underwriting process would be needed to support
accounting classification, which is not theyintent and could be seen to violate the policy that credit ratings
do not determine accounting classification, as well as introduce an administrative reporting burden that is
both duplicative and lacking any added value. Further, a misinterpretation could occur that would permit
satisfaction of this component/if a ¢redit rating or NAIC designation was obtained. The intent of the concept
is not to address credit quality. Rather, the intent is to require that there must be economic substance to
support the transformation of the underlying collateral risk, to bond risk. As a result of these discussions,
revisions were incotporated to tevise the terminology and related definition to reflect a “substantive credit
enhancement.” In.addition to eliminating a perception that reporting entities could use credit ratings to
support this distinction, this guidance incorporates principle concepts to ensure that the provision cannot be
satisfied withistruetural elements that are merely nominal or lack economic substance.

45, Substantive credit enhancement can come in various forms, including but not limited to,
subordination/overcollateralization, guarantees, or other forms of recourse. In whatever form the credit
enhancement comes in, it must be of a level of significance that the holder of the debt instrument is in a
substantively different position than owning the underlying collateral directly. Assessment of whether a
credit enhancement has substance may involve an evaluation of the level of overcollateralization (loan-to-
value or LTV) or the capacity of whatever form of subordination, guarantee or recourse to absorb collateral
losses. The guidance intends to be specific that an NAIC designation, obtained from either the NAIC
Securities Valuation Office (SVO) or from a Credit Rating Provider (CRP) does not provide standalone
evidence to support a conclusion that the structure includes a substantive credit enhancement. Although the
presence of independent market validation may provide evidence supporting the substance of a credit
enhancement, that provision shall not be interpreted to indicate that the presence of an NRSRO rating is
automatic validation that the substantive threshold has been met.
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46. The following elements were specifically discussed with regards to the requirement for a
substantive credit enhancement:

a. Agency-Backed Pass-Through Structures (e.g., RMBS/CMBS): These structures, when
they have an agency guarantee, are expected to meet the substantive credit enhancement
requirement with little analysis. Although the reporting entity participates on a proportional
basis in the cash flows from the underlying mortgage loans held by the SPV, the reporting
entity is in a different economic position than if it owned the underlying mortgages directly
because the credit risk has been redistributed and assumed by the agencies.

b. Non-Agency Backed Pass-Through Structures: Unlike the above agency-backed example,
a pass-through MBS without a credit enhancement, if one were to exist, would not put the
holder in a different economic position as owning the mortgage loans directly as they
would participate proportionally in the first dollar of losses on the underlying loans.
Pursuant to the intent of the overall principles-based bond / Schedule D-1 project and
required substantive credit enhancement, the guidance does not permit use,ofian SPV to
recharacterize an asset to qualify for reporting as a bond on Schedule'D-1 if the holder is
in the same economic position as holding the underlying investméntsidirectly. This would
apply to any type of underlying asset. In contrast, if a debt instrument, represents a senior
interest in the pool of loans, through existence of a subordinatedtranche for example, the
holder may conclude that it is in a different economie#pesition’ from holding the loans
directly, provided the subordination is determinedsto be substantive.

c. Loan-To-Value (LTV) Assessments: An assessfient of, LTV at origination may provide
evidence of substantive credit enhancement through overcollateralization. The review
should be a holistic assessment, evaluating thesexpected LTV over the life of the
transaction, in conjunction with the liquidity and market value volatility of the underlying
collateral, particularly in points in*time when"the underlying equipment is expected to be
off-lease or at the time of maturity if refinancing or sale is required. It is appropriate to
consider any expected economiejdepreciation, but it is not appropriate to factor in any
expected economic appreciation. Although an expected decline in the LTV ratio may
support the presence of a‘credit enhancement, a declining LTV is not required, and an
increasing LTV is notprohibited, as long as the structure continues to provide a substantive
credit enhancement. ‘An expected high LTV at maturity, relative to the market value
volatility of they, underlying collateral, is considered to lack substantive
overcollateralization and would require other forms of credit enhancement in order to meet
the substantivejcredit enhancement criteria.

d. The firstiloss/position may be issued as part of an ABS structure in the form of debt or
equity ‘imterest, or it may be retained by the sponsor and not be issued as part of the
structure. The holder of the loss position, regardless of if it is issued as a tranche or retained
by the issuer, does not impact the determination of whether the loss position provides
substantive credit enhancement. Rather, the assessment focuses on whether the holder of
the debt instrument is in a substantively different position than owning the underlying
collateral directly. This assessment includes consideration on the first loss position (or
more senior positions, if the first loss position is not sufficient) regardless of the holder of
the loss positions. If the first loss position (or a more senior position(s), if the first loss
position(s) lacks substantive credit enhancement) is issued as part of the structure and does
not have substantive credit enhancement and is held by a reporting entity, the investment(s)
does not qualify for reporting as a bond as it is a residual interest. All residual interests
shall follow the accounting and reporting guidance in SSAP No 21.

47. Meaningful Level of Cash Flows to Service Debt: The element for meaningful cash flow generation
is only a requirement for ABS that are backed by non-financial assets. ABS designs backed by financial

© 2024 National Association of Insurance Commissioners 1P 169-16 Page 2195 of 2278



Principles-Based Bond Definition IP No. 169

assets, when there is no future performance obligation outside of default risk that could impact the ability
to generate cash flows to service the debt, are not required to be assessed under the meaningful cash flow
requirement.

48. To qualify as an ABS, there must be a meaningful level of cash flows generated from non-financial
assets backing an ABS to service the debt, other than through the sale or refinancing of the assets. The
evaluation is specific to each transaction and should consider the market volatility and remarketing potential
of the underlying collateral, the variability of the cash flows produced, as well as the diversification of the
source of cash flows within the structure. The main intent of this guidance is to ensure that non-financial
assets supporting structures reported as bonds on Schedule D-1 encompass a level of “cash generation” that
is conducive to servicing traditional bond-like cash flows.

49. Consistent with the substance theme of the principles-based bond proposal, this guidance intends
to prohibit situations in which the legal form of an investment is utilized to receive/favorable accounting
and reporting treatment, while the primary non-payment risk is the point-in-time valuation'of an underlying
asset. The prior guidance in SSAP No. 43 that focused on placing collateral agsetsyin trust, with the SPV
issuing a debt instrument, enabled situations in which non-cash generating structures could be reported as
bonds on Schedule D-1. As a simple example, this guidance prevents artwork, from being captured as the
collateral backing a debt instrument issued by an SPV, with the repofting‘entity then reporting the SPV-
issued note as a bond investment that reflects the expected future,value,that will be received upon the
ultimate sale of the artwork.

50. The guidance requires meaningful cash generation“to satisfy the debt instrument throughout the
duration of the debt term. The timing of the cash generation, atipoints prior to maturity of the investment,
is a key element as it intends to specifically exclude‘transactions in which the underlying assets must be
sold or refinanced at maturity to produce cash to meet the meaningful requirement. However, this restriction
is not intended to automatically exclude all structures that may incorporate collateral asset sales or
refinancing throughout the debt duration as'part of the'expected cash generation. An example could be the
securitization of short-term rental car r€ceivables. Stich a design could encompass both the rental car lease
payments as well as periodic sales of theyrental cars as the means to generate meaningful cash flows to
service the debt. This design, with planned periodic sales of the non-financial collateral assets over the debt
term, is distinctly different than a“structure in which cash flows are not meaningfully generated over the
course of the debt term and wetldtelyipredominantly on the sale or refinancing of the underlying collateral
at maturity to satisfy the'debtiobligation. This restriction also does not exclude all structures that have any
amount of sales or refinancing at'the end of the debt term. Such investments can qualify for reporting as a
bond on Schedule D41 if they»meet the meaningful cash generation criteria throughout the term of the
instrument other than through the sale/refinancing at maturity.

51. The'assessment of meaningful cash flows may require detailed evaluations as it is not permissible
to conclude thatithe presence of any cash flows generated within the structure will result with the investment
reachingthe “meaningful” threshold. It is also not expected to commonly see ABS structures that include
both financial and non-financial collateral. Such designs shall be reviewed to determine that the structure
is in line with the principle intent of the bond definition and has not been developed to circumvent separate
assessment or reporting of non-financial asset components. As a simplistic example, including mortgage-
backed securities and artwork in a single structure, and identifying that the cash flows of the MBS satisfies
the meaningful threshold with the artwork representing a minimal residual element, with a conclusion that
the full structure qualifies for reporting as a bond on Schedule D-1 is not reflective of the intent of the
principles-based standard. If there are instances in which financial asset and non-financial asset collateral
are combined in a single ABS structure, consideration should occur on the intent of commingling these
collateral elements pursuant to the intent of the principles-based bond definition and in assessing the
meaningful cash flow requirements. Structures identified that have been developed to circumvent the
provisions of the principle-based bond definition are not permitted to be reported as a bond on Schedule D-
1 and shall be captured as a non-bond debt security in scope of SSAP No. 21.
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52. The assessment of meaningful cash flows is specific to each transaction, determined at origination,
and should consider various factors collectively in determining if the meaningful threshold is met. For this
assessment, it is noted that an increase in price volatility or variability of cash flows requires a greater
percentage of cash flows generated to service the debt from sources other than the sale or refinancing of the
underlying collateral. On the flip side, as liquidity, diversification or overcollateralization increase, the
required percentage of cash flows generated to service the debt from sources other than the sale or
refinancing of the underlying collateral is permitted to decrease. The following factors should be considered
with the assessment of meaningful cash flows:

a. Price volatility in the principal market in the underlying collateral.
b. Liquidity in the principal market for the underlying collateral.
c. Diversification characteristics of the underlying collateral (i.e., types ©f¥collateral,

geographic locations, sources of cash flows within the structure, etc.,)
d. Overcollateralization of the underlying collateral relative to the debt obligation.

e. Variability of cash flows, from sources other than sale or refinancing, expected to be
generated from the underlying collateral.

53. The assessment of meaningful cash flows does permit a practi¢al expedient under the principles-
based bond definition. A reporting entity may consider an asset for, which less than 50% of the original
principal relies on sale or refinancing to meet the meaningful cash-flow ‘generating criteria. (A structure
with contractual cash flows that does not satisfy all of the interest stipulated in the structure does not qualify
under the practical expedient.) In applying this practical expedient, only contractual cash flows of the non-
financial asset may be considered. This practical expedientsshould not be construed to mean that assets
cannot meet the meaningful criteria if they rely on the sale or zefinancing to service any interest, an amount
greater than 50% of the original principal or if th€y relyion cash flows that are not contracted at origination.
Rather, such instances do not qualify under the practical expedient and would require a complete analysis
of the noted factors in determining whether the meaningful cash-generating criteria has been met.

Additional Elements for Asset Backed.Securities

54. When establishing the ABS definition and required components, various aspects were discussed to
improve clarity on the application of'the guidance.

55. Determination of “Assets”.Backing Securities: Although the definition of an asset detailed in SSAP
No. 4—Assets and Nonadmitted Assets, is applied throughout statutory accounting principles, the question
was raised as to wherejthe'asset definition would be applied in determining a qualifying ABS. For example,
an entity that éxpeets,tophave subsequent receivables from future operations does not have recognized
“assets” from those,expectations as the requirements of the asset definition have not been met. However, if
that entity were to sell the rights to future cash flows from expected operations, the selling entity would
receive cash (a qualifying asset), and the acquiring entity would also have a recognized asset from the
acquired right to future cash flows.

56. For purposes of qualifying as an “asset” permitted in an ABS structure, the definition of an asset
must be met by the ABS Issuer. In some situations, particularly when the asset represents a right to future
cash flows, the asset may not be in a form that could be liquidated to provide payment towards the debt
obligations. (For example, if the asset represents acquired rights to future royalties, those royalty rights
would have to materialize to have liquid assets available toward the debt obligations.) The ability to
liquidate the backing collateral asset at a single point in time does not impact the structural determination
of whether the issued security meets the definition of an ABS provided that the assets are expected to
produce meaningful cash flows to service the debt terms. Additionally, the inability to liquidate the assets
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backing the instrument may impact the assessment of what constitutes substantive credit enhancement.
Failure of cash flows to materialize may impact recoverability and require impairment of an ABS.

57. There is no requirement for a collateral asset backing an ABS structure to qualify as an admitted
asset under statutory accounting. Assessing whether the underlying asset qualifies for admittance is not
necessary as non-financial assets backing ABS must meet the meaningful cash-generating criteria. If the
structure fails to meet the meaningful cash-generating requirement, the instrument does not qualify for
reporting as a bond on Schedule D-1. Statutory accounting has not historically restricted bonds backed by
inadmissible assets from being admissible, nor has it included any kind of evaluation of the cash flow
producing ability of underlying assets. The principles-based bond definition adds a requirement to evaluate
the cash flow producing ability of the underlying collateral, but continues to recognize that assets that may
not be admissible if held individually on an insurer’s balance sheet, may be well suited to support bond-
like cash flows when securitized in large numbers with appropriate structuring (e.g. prioritization of cash
flows).

58. Determining Whether the Structure Reflects “Financial” or “Non-Financial’» Assets: The definition
of a “financial asset” has previously been adopted from U.S. GAAP and is,reflected in SSAP No. 103R—
Transfers and Servicing of Financial Assets and Extinguishments of Li@bilities as cash, evidence of an
ownership interest in an entity, or a contract that conveys to one entity‘ right 1) to receive cash or another
financial instrument from a second entity or 2) to exchange other financial instruments on potentially
favorable terms with the second entity.

59. For purposes of excluding financial assets from thé"ABSymeaningful cash generation criteria, the
financial asset definition was clarified, for the avoidante of ‘doubt, to not include assets for which the
realization of benefits from the rights to receive or exchangeyfinancial assets depends on the completion of
a performance obligation such as with a lease, moptgage sesvicing right, royalty rights, etc. For purposes of
applying the ABS guidance, when there is a performance obligation required before the cash flows are
generated, the assets represent non-financialfassets, ora means through which non-financial assets produce
cash flows, until the performance obligation has\been satisfied. As another way to assess this clarification,
if the assets backing the ABS are only subject'to default risk (meaning the risk of nonpayment is solely
based on failure of the underlying payer toisatisfy its unconditional promise to pay), then the asset is a
financial asset. If the asset is subject to any other risk in addition to default risk, then the assets represent
non-financial assets. As simplée illustrative examples:

a. A mortgage-backed security (MBS), where the underlying mortgages have been
securitized info a structure, the mortgage receivables represent unconditional promises to
pay, with no further performance obligation of the lender or any other party. This structure
is considered to be backed by financial assets. Although this structure is excluded from the
meaningful cash flow assessment, it must still comply with the substantive credit
enhancement requirement.

b. A structure that represents the securitization of rental car leases is contingent on the lessor
performing its side of the transaction (providing the car for use) before the lessee is
obligated to pay. Therefore, a lease is a non-financial asset due to the performance
obligation that must be satisfied in order for payment to become unconditional.
Additionally, as is the case with short-term car rentals, the lease (rental agreement) may
not be in place and the structure may represent a securitization of the rights to future rental
payments, which adds an additional performance condition. This structure combines
performance risk with default risk, resulting with the structure not qualifying for
classification as being backed by financial assets. For this structure, the reporting entity
would have to complete assessments that 1) the structure results with substantive credit
enhancement and 2) the structure produces meaningful cash flows over the term of the
instrument to satisfy the debt obligation other than through the sale or refinancing at
maturity. If at origination, the contractual cash flows from the underlying collateral (leased
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rental cars) would be sufficient to satisfy all of the interest and at least 50% of the original
principal, then the meaningful criteria would be met through the practical expedient. That
means, as discussed in SSAP No. 26, paragraph 9.b., that the practical expedient can only
be used if less than 50% of the principal relies upon sale or refinancing.

60. Whole-Business Securitizations: In most ABS structures, the assets backing the cash flows are
specified and limited to a distinct collateral pool. For example, dedicated cash flows from specific lease
arrangements, or specific receivables from credit cards or mortgages. However, ABS structures can exist
that represent an entire range of operating revenues or cash flows generated by the business. These
structures are often referred to as “whole business” or “operating asset” securitizations. These structures,
which could only include cash flows from certain operating segments, and not necessarily the entire
business of a company’s operations, transfer the cash flows from the dedicated operations first to the
investment holders, with the operating entity receiving their “operation proceeds” after the investment
holders have been paid. This is different from a traditional bond structure where the operating ‘entity first
receives the proceeds from their operations and has discretion on how it uses those proceeds to continue
operations and pay expenses and then ultimately pay the bond holders according to the debtterms. Further,
debt holders in a whole-business securitization generally only have recourse to the‘eash/ flow streams
pledged to support the debt, unlike a general credit obligation of the operating entity.

61. For the principles-based bond definition, structures that refer to whoele-business securitizations, or
that refer to operation proceeds as the collateral for the source of debt repayment still meet the definition
as an ABS and do not reflect ICO. For these structures, the dedicated operational cash flows represent the
defined collateral pool and should not be classified as ICO based on amyinterpretation that the proceeds
represent the cash flows of an operating entity as they are not,supported'by the general creditworthiness of
an operating entity, but rather only on referenced cash flow streams fiom the entity’s operations.

62. Residual Tranches / “Equity” Components of S¢hedule D-1 Qualifying Structures: The assessment
of qualifying Schedule D-1 investments has togconsider the overall investment structure but focuses
primarily on the specific instrument held by thefteporting entity. Structures, particularly ABS, may include
residual tranches that provide payment after presdetermined principal and interest payments have been
made to other tranches or interests based ongemaining available funds. Although payments to residual note
holders could occur throughout an investment’s duration, and not just at maturity, such instances still reflect
the residual amount permitted to, be distfibuted after other holders have received interest and principal
payments. In all instances, despite,whether other tranches of the investment structure qualify for reporting
as a bond on Schedule D-1 reportingy residual tranches do not qualify for bond reporting on Schedule D-1.

63. Under prior guidance'in SSAP No. 43, there was no exclusion that restricted residual tranches of
qualifying securitization§ from being captured in scope and being reported as bonds. From the outreach
performed in developingithe principles-based bond definition, it was identified that several insurers have
historically reperted these residual tranches on Schedule BA: Other Long-Term Invested Assets. However,
it was noted thatysome reporting entities have reported these items as a bond on Schedule D-1 as a
component of the securitization or as a beneficial interest in scope of SSAP No. 43. Although residual
tranches (first loss tranches) do not receive CRP ratings or NAIC SVO designations, when reported on
Schedule D-1, an NAIC designation is required. From information obtained, entities reporting residual
tranches on Schedule D-1 have either been reporting as self-assigned 6* or they applied the NAIC 5GI
concept to self-designate these securities. Under the SGI concept, the Purposes and Procedures Manual of
the NAIC Investment Analysis Office (P&P Manual) permits self-designation as an NAIC 5 if the
documentation necessary for a full SVO credit analysis does not exist, the issuer is current on all principal
and interest payments, and the reporting entity has an expectation that they will receive all contracted
interest and principal. The use of the NAIC 5GI concept to self-designate residual tranches on Schedule D-
1 is a misapplication of this guidance. It is faulty to conclude that an investment is current and will provide
all contractual interest and principal payments when the investment provides payments based on remaining
funds after obligations to other issued debt instruments from the structure are satisfied. Furthermore, the
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5GI provision was intended to prevent an NAIC 6 designation simply because the documentation for a full
credit analysis could not be provided or reviewed, such as situations involving foreign securities when the
supporting documents are in a foreign language. The NAIC 5GI provision was not intended to permit self-
assignment of an NAIC 5 designation to securities that would not qualify as a fixed-income instrument
eligible for an NAIC designation under the P&P Manual.

64. With the identification that residual tranches are inconsistently reported, with some entities
reporting as bonds on D-1 and others reporting on Schedule BA, the Working Group drafted and exposed
agenda item 2021-15: SSAP No. 43 — Residual Tranches in September 2021 as an interim action prior to
the conclusion of the bond project. The guidance within that agenda item clarified that residual tranches
shall be reported on Schedule BA at lower of amortized cost or fair value. The guidance also clarified that
the reference to residual tranches intends to capture securitization tranches and beneficial interests, as well
as other structures captured in scope of SSAP No. 43 that reflect loss layers where failing to remit
contractual interest or principal payments does not result in an act of default. Payments toholders of residual
interests occur after contractual interest and principal payments have been made to holders of other tranches
or interests and are based on the remaining available funds. Although payments can oecur throughout an
investment’s duration, such instances still reflect the residual amount permittedto be distributed after other
holders have received contracted interest and principal payments.

65. On November 10, 2021, the Statutory Accounting Principles (E) Working Group adopted agenda
item 2021-15, clarifying that residual tranches are required to besreporting on Schedule BA: Other Long-
Term Assets beginning December 31, 2022, with early adeption.permitted. The effective date of this action
allowed time for reporting entities to implement this change and te-correspond with a Blanks (E) Working
Group proposal to incorporate separate reporting lines for residuals, based on underlying characteristics of
the structure, on Schedule BA. With the adoption of this,guidance, the Working Group noted that reporting
entities may elect to reclassify residual tranches ©r interests to Schedule BA in advance of the effective
date. As of the effective date, residual tranches, or“interests previously reported on Schedule BA shall be
reclassified to the appropriate residualgtrancheiSchedule BA reporting line based on the underlying
characteristics of the investment structare.

606. Along with the action to specify the'Schedule BA reporting for residuals, the Statutory Accounting
Principles (E) Working Group and'the Valuation of Securities (E) Task Force provided a joint memorandum
to the Blanks (E) Working Gtroup, toyspecifically identify that application of the NAIC 5GI process to
residuals is an inaccurate application. Residual tranches or interests reported on Schedule D-1 for year-end
2021 shall be reported with'an NAIC 6. The Task Force also received a referral requesting clarification of
the NAIC 5GI process so future misapplications could be mitigated. The Task Force considered specific
changes to address residuals and adopted those revisions during the 2021 Fall National Meeting.

67. Subsequent to,the guidance adopted in agenda item 2021-15, additional revisions were adopted to SS4P
No. 48=Joint Ventures, Partnerships and Limited Liability Companies (agenda item 2023-12) and to SSAP
No. 30—Unaffiliated Common Stock and SSAP No. 32R—Preferred Stock (agenda item 2023-23) to clarify
that all residuals, regardless of legal form of the investment, shall be reported on the dedicated residual
reporting lines on Schedule BA.

68. The adoption of SSAP No. 21 in accordance with the principles-based bond project, incorporated
guidance for non-bond debt securities and residual interests. The residual guidance includes the definition,
common traits in identifying residuals as well as accounting and reporting guidance. Although adopted with
a January 1, 2025 effective date consistent with the bond project, reporting entities are permitted to early-
adopt the residual guidance in 2024.This SSAP No. 21 residual guidance has the following key aspects:

a. Residuals are permitted to be admitted assets if debt securities from the same securitization
qualify (or would qualify) as admitted assets. If a debt security held from the same structure
is (or would be) nonadmitted, then any residual interests or first loss positions held from
the same structure do not qualify as admitted assets. Residuals in the legal form of a SSAP
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No. 48 investment are not subject to the SSAP No. 48 audit requirements for admittance
as they are captured in scope of SSAP No. 21 and not SSAP No. 48.

b. Residuals shall be initially reported at cost, or allocated cost (using proportional fair values)
if acquired along with debt tranches from the securitization. Subsequent to initial
acquisition, residuals shall be reported at either 1) the lower of adjusted cost or fair value
under the Allowable Earned Yield method, with temporary reductions in fair value reported
as unrealized losses, or 2) at the calculated practical expedient method permitted in SSAP
No. 21. For the residual guidance, amortized cost is defined as the cost the residual reduced
for distributions in excess of the Allowable Earned Yield and other-then-temporary
impairments (OTTI). The Allowable Earned Yield is established at acquisition as the
discount rate that equates the initial best estimate of the residual’s cash flows to its
acquisition cost. With this approach, interest income is recorded under the effective yield
method using the Allowable Earned Yield, capped by the amount of cash’distributions
received. Amounts received in excess of the Allowable Earned Yield reduces amortized
cost. The practical expedient calculates book/adjusted carrying value (BACY) such that all
distributions received are treated as a reduction in BACV. With this appteach) the reporting
entity will not recognize any interest or investment income until the résidual tranche has a
BACYV of zero.

C. Residuals shall be assessed for OTTI on an ongeingsbasisy with required assessment
anytime that fair value is less than the reported value. For tesiduals measured using the
Allowable Earned Yield method, an OTTI is consideredyto have occurred if the present
value of expected cash flows discounted by the Allewable Earned Yield is less than
amortized cost. For residuals measured underithe practical expedient, an OTTI shall be
considered to have occurred if the fair valde of thesfesidual is less than the BACV.

d. The residual guidance is adoptedwprospeétively and includes transition guidance in
applying the revised measuremient method for securities previously captured in scope of
another SSAP. This guidance mitrors ¢oncepts from the transition of the principles-based
bond definition.

69. Stapling of Investments: The ofiginal‘exposure of the principles-based bond definition (May 2021)
included an initial example detailing a situation where “equity interests” from a tranche (such as residuals)
were required to be held by a feperting”entity when holding debt tranches. That language identified
situations where the reporting entitydwould be restricted from selling, assigning, or transferring the
unsecured debt investment without also selling, assigning or transferring the equity interest to the same
party. This restriction isfoftemreferred to as the “stapling” of investments. Pursuant to the guidance in the
initial example, althoughithe debt instrument would separately qualify as a creditor relationship for bond
reporting, whemeonsideting the entirety of the holdings (both the residual/equity interests and debt tranches
combined), the mvestment would be considered an equity instrument in substance. Although the debt
instrument would appear to have a higher priority of payment, that priority would be supported by the
residual/equity interest the reporting entity has to hold. Ultimately, the reporting entity would be
subordinate to themselves as they would recognize a loss on the residual/equity tranche to safeguard
payment under the debt tranche. Under that initial proposed example, all holdings under such situations,
including the debt tranches, would not qualify as creditor relationships and would not qualify for bond
reporting.

70. After considering comments from the first exposure period, as well as discussing within the small
group of industry and regulators, this example was eliminated from the principles-based bond definition.
These discussions ultimately concluded that tranches that separately qualify as bonds should be reported as
bonds even if other tranches from a structure that do not qualify as bonds are also held by the reporting
entity. Elements noted as part of the decision to remove the stapling restriction include:
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a. A key element in the initial proposal to require all of the holdings as equity was to ensure
that the risk of the holdings was properly captured. It was noted that recent developments
to tranche investments that were previously reported as investments in LLCs or joint
ventures could result in RBC arbitrage. This is because the risk of the investment would be
concentrated in a specific tranche intended to absorb losses, and only that limited tranche
would be reported on Schedule BA with higher RBC charges. This would allow the debt
tranches (as they are subordinated by the equity tranche) to likely qualify as bonds with
Schedule D-1 reporting and lower RBC charges. However, because risk has been
concentrated into the smaller equity tranche as a result of leverage, and because Schedule
BA RBC charges are fixed and insensitive to leverage, there is a lowering of risk-based
capital in total despite no change in risk. The subsequent discussions highlighted that this
is an RBC issue for the equity tranche and is not an accounting classification issue. As
consideration on appropriate risk charges for residual tranches has been requested to the
Financial Condition (E) Committee and is a discussion item for the RBG,Investment Risk
and Evaluation (E) Working Group, this issue is not within the focus of the Statutory
Accounting Principles (E) Working Group. It was also noted thiat consideration of statutory
accounting provisions (such as nonadmittance) to achieye atdesired sisk assessment would
be an inappropriate use of the accounting guidance. It was also,noted that the investments
within scope of these discussions are likely permitted for admittance under state law and
incorporating statutory guidance different fromistate ylaw would only result with
identification of prescribed practices as domiiciliaryystatelaws and statutes are the ultimate
authority for the application of SAP.

b. It was also identified that the initial exposed example was specific to investments that were
“stapled” under contractual terms. This guidance would have only been applicable to
dynamics in which there was an €xpligit réstriction in the sale, assignment, or transfer of
the residual/equity tranche separately from a debt tranche. It was identified that without an
active market for residual/equityytranches (which is common) the explicit restrictions
would not be necessary to achieve a similar result. Structures would only need to be
designed to require initial, acquisition of residual/equity tranches when acquiring debt
tranches (with rem@val of the explicit disposal restrictions) to avoid the proposed stapling
guidance. Since theyproposed guidance could be easily avoided, the guidance would not
address the underlyingconcern.

C. This discussion noted that it is quite common for acquisitions to require purchases of a
vertical slice of a structure and for investments to be stapled for a short duration of time.
These proyisions are generally made for easier marketing and for easier compliance with
conflict-of interest provisions. The short-term aspect of some stapled investments raised
concerns as to how bond-qualifying debt tranches would be reported if stapling provisions
to a residual/equity tranche were subsequently eliminated. This was identified as likely
requiring a schedule move (from BA to D-1) with potential other accounting and reporting
impacts (such as with NAIC designations and measurement method). This discussion noted
that an issuer’s stapling of investments may reflect a legitimate business purpose, and not
intend for RBC arbitrage, and the elimination of such components after the stated
timeframe could cause confusion or unnecessary noise in the financial statements from the
reclassification of investments. This discussion further supported that the acquisition of
different tranches, even if explicitly stapled, should not prevent separate debt (bond) and
residual/equity recognition based on the characteristics of the specific tranche.

71. ABS as Short-Term or Cash Equivalent: With the required assessments and requirements for a
security to qualify as ABS, as well as dedicated reporting based on the underlying collateral assets, ABS
will no longer be permitted to be reported as short-term or cash equivalents. All qualifying ABS will be
required to be reported on Schedule D-1-2, even if acquired within one year or less from the maturity date,
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to allow for full assessment of ABS held by a reporting entity by regulators. Investments captured in scope
of SSAP No. 2R are intended to reflect situations in which limited risk remains, either from changes in
credit-quality or interest rates, due to the short-duration until maturity. As ultimate cash flows from ABS
may have other risks beyond default risk or interest rate risk (such as performance factors, balloon
payments, collateral quality), reporting as a cash equivalent or short-term investment is not permitted to
prevent inappropriate assumptions of the investment’s remaining potential risk.

Key Discussions / Aspects in Developing the Definition

72. Refinancing Risk / Residual Risk Exposure: Discussion of refinancing risk (where there is
outstanding debt owed at maturity that will need to be refinanced for the remaining principal to be received
by the note holder) was a key element discussed in accordance with the meaningful cash flow requirement
for non-financial ABS. This discussion highlighted that traditional refinancing risk is accepted in the
context of corporate debt but is viewed differently when assessing the cash flows of non-financial assets in
an ABS structure. This differentiation was confirmed, with identification that there are concerns unique to
non-financial ABS.

73. The requirement for a non-financial ABS to produce meaningful cashiflows, to"service the debt
other than through the sale or refinancing of the collateral assets ensures that structures eaptured as a bond
on Schedule D-1 actually reflect bond-like cash flows. Structures that rely, on the sale or refinancing at
maturity to generate cash flows to repay debt obligations ultimately refleet.a point-in-time reliance on the
underlying collateral asset values that does not reflect the intent©f Sehedule D-1 reporting of bond-like
cash flows. These structures are more reflective of the underlying collateralsrisk, ultimately contingent on
the market at a future point in time and whether the underlying assets can be sold or refinanced in
accordance with original expectations at the time of the structure origination.

74. A key comment raised by industry with regards tosthe meaningful cash flow requirement, and the
restriction against relying on the sale/refinancingsatymaturity”to produce meaningful cash flows, is that
consideration should be given to the level of overcollateralization that exists in a structure if the meaningful
requirement will not be met without sale or refinancing:; These industry comments take the position that as
the level of overcollateralization to the debt,obligatioft increases, then there is a greater likelihood that the
debt issuer will be successful in refinancing or selling the assets and generate the means to repay the debt
obligation. Although overcollateralization is, a factor in securities for bond classification, allowing
overcollateralization to override thesrequirement for meaningful cash flows other than the refinancing / sale
at maturity is not permitted for the following reasons:

a. The intent of'the principles-based bond definition is to clarify what shall be reported as
bonds or Schedule D-1. Non-financial ABS that do not generate meaningful cash flows
and'tely on the refinancing or sale of the underlying assets do not reflect bond-like cash
flows and are not characteristic of bond investments. These structures ultimately reflect
equity (point-in-time) valuation risks of the assets held as collateral.

b. The industry position that overcollateralization safeguards the asset performance is an
argument that supports the quality of the structure, but not the substance of the investment
design. The principles-based bond definition does not factor in investment or credit quality
within the determination of whether a structure qualifies for reporting as a bond on
Schedule D-1. Permitting an assessment based on overcollateralization would introduce a
concept that credit quality determines bond / Schedule D-1 reporting, and that is not an
accurate conclusion in line with the principle concepts of bond classification.

75. Consistent with prior conclusions, reporting an investment as a bond on Schedule D-1 is not
indicative of the quality of the investment, but rather reflects securities expected to generate bond-like cash
flows. Securities reported as bonds on Schedule D-1 may be of high-quality or low-quality, but the reporting
is based on the substance of the structure, which ultimately requires bond-like cash flows for all
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investments. This includes a requirement that non-financial ABS must produce meaningful cash flows
through the use of the underlying collateral assets other than through the sale or refinancing of the assets.

76. Additionally, through the small group discussions around the refinancing restriction, it was noted
that even if a debt instrument meets all of the criteria to be reported as a bond on Schedule D-1, there will
still be a potential for unintentional RBC arbitrage related to securitizations, because the residual tranches
absorb all of the redistributed risk of the underlying collateral, but receives a fixed RBC charge that is not
in any way risk-rated. While this could be the case in any type of securitization, it is particularly pronounced
if the underlying collateral is equity investments. Equity investments generally receive a base 30% RBC
charge for life companies. If equity investments are securitized, the bond tranches will get low bond charges
(<2%), while the residual tranche will continue to receive a flat 30% base charge. This will have the effect
of bringing the overall weighted-average capital charge on the underlying investments from 30% to
approximately 10-15%. This will occur even if the bond tranches have all of the substance associated with
a bond. Following these discussions, it was identified that this regulatory concern may ot be appropriate
to address through the accounting standards but may warrant discussion under the Capital Adequacy (E)
Task Force. Subsequent discussions from the Financial Condition (E) Committee direeted the new RBC
working group (the RBC Investment Risk and Evaluation (E) Working Group) to/evaluate this and any
other investment-related RBC items. Subsequent to these discussions, the?RBC Investment Risk and
Evaluation (E) Working Group assumed a project to assess RBC factots fogresidual interests. An interim
approach was adopted to include a 30% base RBC factor with a 15%sensitiyity test for year-end 2023, with
a 45% base RBC factor and 0% sensitivity for year-end 2024.4Contimued discussion is expected under a
long-term project.

77. Use of NAIC Designation / SVO Review in Determining Bond / Schedule D-1 Reporting: The
accuracy of the financial statements, and complianee with statutory accounting provisions, is the

responsibility of the reporting entity. Assessmént andw€ompliance with key concepts, such as the
“meaningful cash flow generation” and “substantiVe credit enhancement” concepts for ABS are also the
responsibility of the reporting entity, alongywith appropriate documentation of these assessments for
regulator review when requested. Consistent with the existing NAIC Policy Statement on Coordination of
the Accounting Practices and ProceduressManual and the Purposes and Procedures Manual of the NAIC
Investment Analysis Olffice, a reporting entity cannot utilize an NAIC designation to conclude on the
substance of an investment or the resulting reporting schedule. Pursuant to the policy statement, obtaining
an NAIC designation does ndt change an investment’s applicable SSAP, annual or quarterly statement
reporting schedule, or override,.SSAP guidance required for an investment to be an admitted asset.

78. Questions have been received whether an NAIC designation in the AVS+ product or an assessment
of an investment from‘a “Regulatory Treatment Analysis Service” (RTAS) submission from the SVO can
be utilized as supportthatan investment qualifies as a bond for Schedule D-1 reporting. These are inaccurate
interpretations, ony, the use of NAIC designations within those products. The assignment of an NAIC
designation,(either from the SVO or CRP) reflects the credit quality of an investment. An assessment of
credit quality does not provide assurances that the investment qualifies for reporting as a bond on Schedule
D-1 as an ICO or an ABS. As part of this principles-based bond project, consideration is planned to expand
the ability to report and use NAIC designations on Schedule BA so that investments that do not qualify as
bonds can have appropriate risk assessments that factor in the credit quality of the investment. This
capability would ultimately depend on action by the Capital Adequacy (E) Task Force.

79. Although the NAIC designation and RTAS processes cannot be used in determining Schedule D-1
compliance, it is envisioned that a small group of regulators and NAIC staff could be formed to review
specific investment structures under the principle-based concepts to assist in assessments of complex new
investment designs. If formed, it is anticipated that NAIC staff on the statutory accounting side and within
the SVO would assist this small group.

80. Interest Only / Principal Only Strips: Discussion occurred on whether specific guidance should
direct the reporting of interest only (IO) and principal only (PO) strips. The resulting conclusion from this
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discussion was that the principle concepts from the bond definition should continue to be applied to these
investments. If the strips qualify within the definition as ICO, they would be captured in scope of that
guidance. If the strips qualified as ABS, they would be captured in scope of that guidance. It was noted that
interest-only strips shall also be assessed in accordance with the residual guidance. If the interest-only strip
reflects excess interest (e.g., remaining differential spread from interest collected from interest paid), these
investments would be akin to a residual investment without contractual interest or principal payments and
shall be captured in scope of that guidance. (Residuals are in scope of SSAP No. 21 and required to be
reported on Schedule BA. Residuals are not permitted to be reported on Schedule D-1.)

81. The discussion of 10/PO strips with industry representatives identified that they are not overly
prevalent investments with insurance reporting entities. It was also noted that IO/PO based on RMBS are
relatively rare due to the prepayment risk, however those based on CMBS generally have contractual
provisions that prohibit prepayments, thus ensuring that they act more akin to typical bonds. This discussion
further highlighted that changes to the principal-based bond definition are not justifigd for 10/PO
investments, and insurers should document their accounting policies for these investments to,demonstrate
compliance with the bond definition.

82. The discussion of I0O/PO strips focused on U.S. Treasury strips and mortgage=backed securities as
likely investments, but it was noted that the application of the overall bond definition,concepts should be
applied to any future design of these investments. Specific elements noted for the'two general designs:

a. U.S. Treasury Strips: Treasury Strips are created when a bond’s coupons are separated
from the bond. The coupons separated from the bondyareisold individually (10), becoming
separate securities from the principal payments due at maturity (PO). U.S. Treasury Strips
are backed by the U.S. government. U.S. Treasury strips (IO and PO) are considered U.S.
government issues and would be captured withsother securities backed by the U.S.
government as ICO. Specific identification®of U.S. Treasury strips as a separate reporting
line of ICO investments, captured*withinythe*U.S. government category, was noted to be
repetitive and not necessary.

b. Mortgage-Backed Securities and Other Non-Treasury Strips: Other IO and PO strips are
required to be assessed in‘accordance with the principle concepts of the bond definition. It
is anticipated that nonURS. strips (including mortgage-backed security strips) would not
qualify as ICO and,shall be reviewed in accordance with the ABS concepts to determine
whether the strip ‘qualifies”for reporting as a bond on Schedule D-1. The separation of the
principal anddnterest €omponents into separate securities does not change the application
of the principle concepts for determining whether a security qualifies as a bond. It was
noted that [Opstrips could be high in the capital structure (supported by subordination) or
could, represent residual interests (reflecting the spread between proceeds collected and
contractual interest). The specific details of the individual IO/PO security shall determine
the appropriate accounting and reporting.

83. The discussion of IO/PO strips identified that there is no current need to have separate reporting
lines to identify these items within the investment schedules. However, it was identified that the ability to
identify these investments with a code (or other feature) would allow for future aggregation and assessment.
This was requested to be considered as part of the reporting revisions.

84. Embedded Derivatives / Underlying Variables: Discussion occurred on the language that precludes
bond reporting based on the appreciation or depreciation of an underlying collateral value or other variable.
Although industry comments noted that the intent of the language was understood, it was identified that the
language could be interpreted to mean that amounts in both the magnitude and timing of principal and
interest payments must be known in advance, and it could also be interpreted to mean the amounts need to
be contractual in nature but can still vary as long as the variability is not dependent on the appreciation or
depreciation of an asset or variable. It was also noted that the reference to “other variable” could be
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interpreted to mean interest is not allowed to vary based on any variable or just the appreciation or
depreciation of the variable. After discussing these comments, revisions were drafted to clarify that the
exclusion is not intended to restrict variables that are commonly related to debt instruments, such as but not
limited to, plain vanilla inflation or benchmark interest rate adjustments (such as with U.S. TIPs or SOFR-
Linked coupons), scheduled interest rate step-ups, or credit-quality related interest rate adjustments.
Furthermore, as detailed in footnote 3, this exclusion is not intended to encompass nominal interest rate
adjustments. This guidance has also been incorporated within the provisions for determining whether a debt
instrument represents a creditor relationship and is applicable for debt instruments structured as ICO and
ABS.

Accounting for Debt Securities That Do Not Qualify as Bonds

85. Securities that reflect debt instruments that do not qualify for bond reporting as an ICO or an ABS
shall follow specific guidance captured in SSAP No. 21 and be reported on Schedule BA. Investments in
scope of this guidance are limited to items that would be in scope of SSAP No. 26,but that do not qualify
for bond reporting as they reflect:

a. Debt securities for which the investment does not teflect, a“€reditor relationship in
substance.

b. Debt securities that do not qualify for bond reperting, due to a lack of substantive credit
enhancement.

c. Debt securities that do not qualify for bond reporting due solely to a lack of meaningful
cash flows.

86. The debt securities captured in the SSAP(No#21 guidance meet the definition of assets as defined
in SSAP No. 4 and are admitted assets to the extent they conform to the requirements within SSAP No. 21.
The provisions are specific that the guidance for mon-bond debt securities in SSAP No. 21 shall not be
inferred to other securities or investmentistructures.

87. Debt securities in scope of SSAP No. 21 that do not qualify as bonds under SSAP No. 26 and for
which the primary source of zepayment is derived through rights to underlying collateral, qualify as
admitted assets if the underlying collateral primarily qualify as admitted invested assets. As detailed in the
SSAP No. 21 guidance pertaining to residual tranches, any residual tranches or first loss positions held from
the same securitization that 'did not qualify as a bond under SSAP No. 26 also only qualify as admitted
assets to the extent the underlying collateral primarily qualifies as admitted invested assets.

88. Debt securities in scope of the SSAP No. 21 guidance shall be reported at acquisition at cost,
including brokerage.and other related fees on Schedule BA. Subsequent measurement shall reflect the lower
of amortiz€dweostior fair value. Changes in measurement to reflect the lower value or to reflect changes in
fair valueshall be recorded as unrealized gains or losses. Debt securities in scope of SSAP No. 21 shall
then follow the guidance in SSAP No. 43 for calculating amortized cost, for determining and recognizing
other-than-temporary impairments and for allocating unrealized and realized gains and losses between the
asset valuation reserve (AVR) and the interest maintenance reserve (IMR).

89. During the SSAP No. 21 discussion, industry inquired on the direction to utilize SSAP No. 43 for
the components detailed in paragraph 88, and not separately assess securities to determine if they are more
akin to ICO or ABS and using either SSAP No. 26 or SSAP No. 43 based on those assessments for the
calculation of amortized cost, OTTI and allocating AVR/IMR. With this discussion, it was noted that
investments that fail the creditor relationship test are identified before determining whether the security
would be an ICO or ABS, and as the components of SSAP No. 43 are more relevant for debt securities that
do not qualify as bonds, and to ensure consistency for all non-bond debt securities in scope of SSAP No.
21, the decision to utilize SSAP No. 43 for all debt securities that do not qualify as bonds was retained.
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Transition Guidance

90. At the time of transition to apply the guidance adopted to reflect the principles-based bond
definition, reporting entities shall make their best efforts to assess investments to determine whether they
qualify within the bond definition for reporting on Schedule D-1. The bond definition requires assessments
at the time of acquisition (as of the origination date), and it is recognized that reporting entities may not
have the means to complete historical assessments for securities held at the time of transition. For these
instances, if information is not readily available for reporting entities to assess a security as of the date at
origination, reporting entities may utilize current or acquisition information in concluding that a security
qualifies for reporting as a bond as either an ICO or ABS.

91. Investments that were reported as a bond on Schedule D-1: Long-Term Bonds as of December 31,
2024, that do not qualify under the principle-based bond definition shall be reported as a disposal from that
schedule, with a reacquisition on the appropriate reporting schedule as of January 1,62025. These
investments shall be accounted for in accordance with the resulting SSAP that addresses, the specific
investment structure. For securities that are reported at the lower of amortized cost or fair value under the
guidance in SSAP No. 21 for non-bond debt securities, this could result with ansuntealized loss in the
measurement of the investment at the time of the reclassification. Although the @doption of this guidance
is considered a change in accounting principle under SSAP No. 3—Accounting,Changes and Corrections
of Errors, the following transition guidance shall be applied on January 1,2025,to0 ensure consistency in
reporting and to allow investment schedules to roll appropriately:

a. Securities reclassified from Schedule D-1 as theyynoylonger qualify under the bond
definition shall be reported as a disposal from Schedule, D-1 at amortized cost. Although
no proceeds are received, amortized cost at'the time of disposal shall be reported as
consideration on Schedule D-4.

1. For securities held at amontized ¢ostat the time of disposal, BACV and amortized
cost shall agree, preventing gain or‘loss recognition at the time of reclassification.

il. For securities heldgat fair value under the lower of amortized cost or fair value
measurement method, previously reported unrealized losses shall be reversed on
January 1, 2025,"prior to disposal, resulting with a reported value that mirrors
amortizedcost_at’ the time of disposal. This action prevents realized loss
recognition ag time of reclassification.

b. Securitiesfeclassified from Schedule D-1 shall be recognized on the subsequent schedule
(e.g, Schedule BA) with an actual cost that agrees to the disposal value (amortized cost).
Immediately“subsequent to recognition on the resulting schedule, the securities shall be
reported in accordance with the measurement method prescribed by the applicable SSAP:

i For securities previously reported at fair value on Schedule D-1 (under a lower of
amortized cost or fair value measurement method), the reporting entity will
recognize an unrealized loss to match the previously reported BACV.
Subsequently, the security will continue to reflect a lower of amortized cost or fair
value measurement method.

il. For securities previously reported at amortized cost on Schedule D-1, if the
subsequent applicable SSAP guidance requires a lower of amortized cost or fair
value measurement method, then the reporting entity shall recognize an unrealized
loss to the extent fair value is less than amortized cost.
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c. After application of the transition guidance all securities shall reflect either the same
reported value as of December 31, 2024 (amortized cost or fair value) or a lower reported
value (if the security is subject to the lower of amortized cost or fair value measurement
method). There should be no instances that result with a security having a greater reported
value than what was presented on December 31, 2024. Subsequent to transition, securities
reported at fair value may incur unrealized gains or losses due to fair value fluctuations,
but should never have unrealized gains that result with a BACV that exceeds amortized
cost.

92. With this transition guidance, changes in measurement for securities reclassified under the bond
definition will be reported as a change in unrealized capital gains (losses) in the first quarter 2025 financial
statements (unless sold in the interim with a realized gain or loss) and not as a change in accounting
principle. To enable regulators the ability to identify the impact of securities reclassified under the bond
definition, the following disclosure for the 2025 first quarter financial statement is réquited:

a. Aggregate BACV for all securities reclassified off Schedule D#1.

b. Aggregate BACV after transition for all securities r@elassified”off Schedule D-1 that
resulted with a change in measurement basis. (This shallbe'asubset of the aggregate BACV
reclassified off Schedule D-1 and captures the seeurities,that moved from an amortized
cost to a fair value measurement method understhe lower of amortized cost or fair value
approach.)

C. Aggregate surplus impact for securitiesaeclassified off Schedule D-1. This shall include
the difference between BACV as of December 31, 2024 and BACYV after transition for
those securities that moved fromaft amortized cost to a fair value measurement method
under the lower of amortized costierfair value approach.

93. ABS that were previously reported as shortsterm (Schedule DA) or as a cash equivalent (Schedule
E2) shall be reclassified to be reported on'Schedule D-1-2 on January 1, 2025. Similar to the process detailed
above, the securities shall be remoyed fromySchedule DA and E2 at amortized cost, with reversal of any
unrealized loss prior to the reclassification. The amortized cost shall be reported as “consideration received
on disposals’ on Schedule DA =WVerification Between Years or Schedule E-2 — Verification Between Years,
as applicable based on the prior reporting location. The security shall be recognized as an ABS acquired on
Schedule D-3 at amortized ¢ost.‘lmmediately after initial recognition, if the security was required to be held
at fair value, under the lower of amortized cost or fair value measurement method, the reporting entity shall
recognize an unrealized loss.

94, Theéytransition guidance shall be applied prospectively beginning with the first year of adoption
(January 1, 2025). Fer disclosures that provide comparative information, reporting entities shall not restate
the prioriyear’sinformation in the 2025 disclosure.

Investment Examples — Securities That Do Not Represent Creditor Relationship Despite Legal Form

95. As detailed in the principles-based bond definition, an initial determinant is whether the investment
is a security that represents a creditor relationship in substance. Examples included intend to identify
scenarios that do not reflect an in-substance creditor relationship.

96. Example 1: Debt Instrument from SPV with Large Number of Diversified Equity Interests: A
reporting entity invests in a debt instrument issued by a SPV that holds a large number of diversified equity
interests with characteristics that support the production of predictable cash flows. The structure contains
sufficient overcollateralization and liquidity provisions to ensure the production of adequate cash flows to
service both principal and interest payments without significant reliance on refinancing or sale of the
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underlying equity investments. The debt instrument’s periodic principal or interest payments, or both,
contractually vary based on the appreciation or depreciation of the equity interests held in the SPV.

97. Example 1 Rationale: Because the instrument’s principal or interest payments, or both,
contractually vary with the appreciation or depreciation of the underlying equity interests, it contains an
equity-like characteristic that is not representative of a creditor relationship. It would be inappropriate to
conclude that a security with any variation in principal or interest payments, or both, due to underlying
equity appreciation or depreciation, or an equity-based derivative, is a bond under the principles-based bond
definition as such security would contain equity-like characteristics.

98. Example 2: Debt Instrument from SPV with Few Equity Interests, Not an Issuer Credit Obligation:
A reporting entity invests in a debt instrument issued from a SPV that owns a portfolio of equity interests,
and the debt instrument does not meet the definition of an ICO.

99. Example 2 Rationale: Determining whether debt instruments collateralized by, equity interests
qualify as bonds under the principles-based bond definition inherently requires significantjjudgment and
analysis. Unlike debt instruments collateralized by assets with contractual cash flows, o debt instruments
collateralized by cash-generating non-financial assets, debt instruments collateralizedyby equity interests
may be dependent on cash flow distributions that are not contractually requiredte beymade and/or may not
be controlled by the issuer of the debt. In some instances, sale or refinafeing of the underlying equity
interests may be the only means of generating cash flows to service the debtinstsiments. As a result, there
is a rebuttable presumption that a debt instrument collateralized by, equity interests does not qualify as a
bond. Notwithstanding this rebuttable presumption, it is possiblefforisuchdebt instruments to qualify as
bonds, if the characteristics of the underlying equity intetests lend ‘themselves to the production of
predictable cash flows and the underlying equity risks have been sufficiently redistributed through the
capital structure of the issuer. Factors to consider in makifig this determination include but are not limited

to:
a. Number and diversification of the underlying equity interests
b. Characteristics of the underlying equity interests (vintage, asset-types, etc.)
C. Liquidity facilities
d. Overcollateralization
€. Waiting period,for distributions/paydowns to begin
f. Capitalization of interest
g. Covenants (e.g., loan-to-value trigger provisions)
h. Reliance on ongoing sponsor commitments
1. Source(s) of expected cash flows to service the debt (i.e., dividend distributions from the
underlying collateral vs. sale or refinancing of the underlying collateral)
100. While reliance on the sale of underlying equity interests or refinancing at maturity does not

preclude the rebuttable presumption from being overcome, it does require that other characteristics mitigate
the inherent reliance on equity valuation risk to support the transformation of underlying equity risk to bond
risk. As reliance on sale or refinancing increases, the more compelling the other factors needed to overcome
the rebuttable presumption become.
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101. The analysis of the underlying structure should be conducted and documented by a
reporting entity at the time such an investment is acquired. The level of documentation and analysis required
will vary based on the characteristics of the individual debt instrument, as well as the level of third-party
and/or non-insurance company market validation to which the issuance has been subjected. For example, a
debt instrument collateralized by fewer, less diversified equity interests would require more extensive and
persuasive documented analysis than one collateralized by a large and diversified portfolio of equity
interests. Likewise, a debt instrument that has been successfully marketed to unrelated and/or non-insurance
company investors may provide enhanced market validation of the structure compared to one held only by
related party and/or insurance company investors where capital relief may be the primary motivation for
the securitization.

Investment Examples — Analysis of ABS Under the Meaningful Cash Flows and Substantive Credit
Enhancement Concepts

102. All ABS structures are required to provide substantive credit enhangement to qualify for
bond reporting on Schedule D-1. Furthermore, ABS structures that are backed By non-financial assets must
generate meaningful cash flows to service the debt without reliance on the sale onrefinancing at the maturity
of the investment. The following provides examples of analysis under these criteria:

103.  Example 3 — Agency Mortgage-Backed Securities: A repotting entity invests in debt instruments
issued from a SPV sponsored by the Government National,Mortgage,Association (GNMA), the Federal
National Mortgage Association (FNMA) and the Federal Home Loan Mortgage Corporation (Freddie Mac)
(collectively, “Agency or Agencies”). These debt instrumentsypassithrough principal and interest payments
received from underlying mortgage loans held by the SPV. to theidebtholders proportionally, with principal
and interest guaranteed by the Agencies. While theresyprepayment and extension risk associated with the
repayment of the underlying mortgage loans, the eredit risk‘associated with the mortgage loans is assumed
by the Agencies.

104.  Example 3 Rationale: Althoughi the reporting entity participates on a proportional basis in the cash
flows from the underlying mortgage loansyheld by the SPV, the reporting entity is in a different economic
position than if it owned the underlying“mortgage loans directly because the credit risk has been
redistributed and assumed by the ‘Agencies. This is a substantive credit enhancement because a market
participant (i.e., knowledgeable investor transacting at arm’s length) would conclude the Agency guarantee
is expected to absorb all lessesyfrom the debt instrument. Therefore, the holder of the debt instrument is in
a substantively different economic position than if the holder owned the ABS Issuer’s unguaranteed assets
directly. When guarartees do not cover 100% of principal and interest as the Agency guarantees do in this
example, it is still, appropriate to determine if the guarantee is substantive in accordance with the
requirements ofthe principles-based bond definition to determine if the holder is in a substantively different
economic positiomthan if the holder held the underlying assets directly.

105. Example 4 — Debt Instrument Issued by an SPV: A reporting entity invested in a debt instrument
issued by a SPV. Payments under the instrument are secured by a note, a legal assignment from the borrower
of a lease for real property and an assignment of the lease payments from an operating entity tenant.
Additional security is provided by a mortgage on the leased property (the “underlying collateral”). The
leased property is owned by the borrower under the note and the SPV does not have any ownership interest
in the underlying collateral, though it has legal recourse to it through the mortgage. The tenant makes
contractually-fixed payments over the life of the lease to the borrower, who has assigned both the lease and
the lease payments to the SPV as security for the debt. While the debt is outstanding, the lease, the lease
payment, and the mortgage all serve as security for the debtholders. Should a default occur, the debtholders
can foreclose on and liquidate the real property as well as submit an unsecured lease claim in the lessee’s
bankruptcy for any defaulted lease payments. The loan-to-value (LTV) (as a percentage of property value)
at origination is 100%.
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106.  The existing lease payments are sufficient to cover all interest payments and all scheduled debt
amortization payments over the life of the debt instrument. However, at debt maturity, there is a balloon
payment due, totaling 50% of the original outstanding debt principal amount. The corresponding lease has
no balloon payment due at lease maturity, so the SPV will either need to refinance the debt or sell the
underlying collateral to service the final debt balloon payment. The property has a high probability of
appreciating in value over the term, however, ignoring any potential for appreciation, the 50% loan-to-value
at maturity is the expected figure at the end of the debt term based solely on scheduled amortization
payments. The real property is expected to be subject to some market value volatility and periods of lower
liquidity at certain points in time but has a predictable value range and ready market over a longer period
of time, such that the property could be liquidated over a reasonable period of time, if necessary.

107. Example 4 Rationale: The reporting entity determined that as a debtholder, they are in a
fundamentally different position than if the real estate was owned directly. The lease is a cash generating
non-financial asset which is expected to generate a meaningful level of cash flows for the repayment of the
bonds which covers all interest payments and 50% of the principal payments. The level of reliance on the
collateral value for sale or refinancing is just over the cutoff for using the practical expedient (greater than
50%), so a full analysis is required. In reaching its determination, the reportinggentity considered the
predictable nature of the cash flows, which are contractually fixed for the life of theidebt instrument, as
well as the ability of the underlying collateral value to provide for the balloon, payment through sale or
refinancing in light of its characteristics. While the real property may havé,someymarket value volatility
and periods of lower liquidity at points in time, the cash flows producedby thedease were concluded to
reduce the loan balance to a level (50% loan-to-value) that wotild be able to be recovered by sale or
refinancing at the maturity of the loan.

108.  The reporting entity also determined that the structure provides substantive credit enhancement in
the form of overcollateralization to conclude that investorsé@re in a different economic position than holding
the real property directly, in accordance with the requitements of the principles-based bond definition. In
reaching this conclusion, the reporting entity noted that although the debt instrument starts with a 100%
loan-to-value (not including the value of the“contractually required lease payments), contractual fixed
payments from the lease provide additional securityysuch that the reporting entity is in a different economic
position than owning the property directly. Lease cash flows are sufficient to cover the payment of all
interest and 50% of the outstanding prineipalover the term of the lease. In the context of the predictable
nature of the cash flows and collateral value range over time, the reporting entity concluded that a market
participant (i.e., a knowledgeablejinvestor transacting at arm’s length) would consider this level of
overcollateralization to putsthe investor in a substantially different economic position than owning the
underlying property directly.

109.  For the purpese ‘of determining whether there is substantive overcollateralization, it is appropriate
to consider anygexpected economic depreciation, if it is reasonably expected, but it is not appropriate to
consider any expected economic appreciation. Note that a debt instrument with a LTV that is expected to
decrease over time 1§,not necessarily deemed to have substantive overcollateralization.

110.  Example 5 — Debt Instrument Issued by an SPV With [.ease Term Less than Debt Instrument: A
reporting entity invested in a debt instrument with the same characteristics as described in Example 4,
except that the existing lease at the time of origination has a contractual term that is shorter than that of the
debt instrument. It is expected with a high degree of probability that the lease will be renewed, and a
substantial leasing market exists to replace the lessee should they not renew. However, in the unlikely
circumstance that the property cannot be re-leased, there would not be enough cash flows to service the
scheduled principal and interest payments, and the property would have to be liquidated to pay off the debt
upon default.
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111.  Example 5 — Rationale: All details of this example, including the expected collateral cash flows,
are consistent with those in Example 4, except that the cash flows in Example 4 are contractually fixed for
the duration of the debt while the cash flows in this example are subject to re-leasing risk. Notwithstanding
the involvement of re-leasing risk, the reporting entity concluded that the ability to re-lease the property
was highly predictable and supported the conclusion that the underlying collateral was expected to produce
meaningful cash flows to service the debt.

112.  This distinction is to highlight that the expected cash flows of a cash-generating non-financial asset
may or may not be contractually fixed for the term of the bond. Certain securitized cash flow streams may
not by their nature lend themselves to long-term contracts (e.g., single-family home rentals), but may
nevertheless lend themselves to the production of predictable cash flows. While the non-contractual nature
of the cash flows is an important consideration in determining whether a non-financial asset is expected to
produce meaningful cash flows to service the debt, it does not, in and of itself, precliide,a reporting entity
from concluding that the assets are expected to produce meaningful cash flows.

113.  Example 6 — Lease in SPV with 80% Balloon Payment: A reporting entity invested in a debt
instrument issued by a SPV that owns equipment which is leased to an equipment 6perator. The equipment
operator makes lease payments to the SPV, which are passed through to,service the SPV’s debt obligation.
While the debt is outstanding, the equipment and lease are held ingtrust and pledged as collateral for the
debtholders. Should a default occur, the debtholders can foreclo§eion and liquidate the equipment as well
as submit an unsecured lease claim in the lessee’s bankruptcy for any defaulted lease payments. The LTV
at origination is 70%.

114.  The existing lease payments are sufficient to ceveriall interest payments and all scheduled debt
amortization payments over the life of the debt instrument. However, at maturity, there is a balloon payment
due, totaling 80% of the original outstanding principal amount. The corresponding lease has no balloon
payment due at lease maturity, so the SPV will either need to refinance the debt or sell the underlying
equipment to service the final debt balloen payment. The LTV at maturity is expected to increase to 95%
considering the scheduled principal amortization payments net of the expected economic depreciation in
the equipment value over the term'of the debt. The equipment is expected to be subject to some market
value volatility and periods of Jower liguidity at certain points in time but has a predictable value range and
ready market over a longer,period of time, such that the equipment could be liquidated over a reasonable
period of time, if necessary.

115.  Example 6 Rationale: The equipment is a cash generating non-financial asset which is not expected
to generate a meaningful level of cash flows for the repayment of the issued debt via the existing lease that
covers all interestypayments and 20% of principal payments. In reaching this determination, the reporting
entity ¢onsidered that, while the cash flows being produced are predictable, the ability to recover the
principal of the debt investment is almost entirely reliant on the equipment retaining sufficient value to sell
or refinance to satisfy the debt.

116.  The reporting entity also determined that the structure lacks a substantive credit enhancement to
conclude that investors are in a different economic position than holding the equipment directly, in
accordance with the requirements of the principles-based bond definition. In reaching this conclusion, the
reporting entity noted that the debt starts with a 70% LTV, but the overcollateralization is expected to
deteriorate over the term of the debt as the equipment economically depreciates more quickly than the debt
amortizes. This results in a high LTV (i.e., 95%) at maturity, relative to the market value volatility of the
underlying collateral. Despite the predictable nature of the cash flows, the reporting entity concluded that
the debt instrument lacked a substantive level of overcollateralization to conclude that the investor is in a
different economic position than owning the underlying equipment directly. It was determined that the level
of overcollateralization, as determined by a market participant (i.e., a knowledgeable investor transacting
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at arm’s length), is nominal. Therefore, the reporting entity concluded that it was in a substantively similar
position as if it owned the equipment directly.

117.  For the purposes of determining whether there is substantive overcollateralization, it is appropriate
to consider any expected economic depreciation, if it is reasonably expected, but it is not appropriate to
factor in any expected economic appreciation. Note that a debt instrument with a LTV that is expected to
increase over time is not necessarily deemed to have nominal overcollateralization.

Reflecting the Principles-Based Bond Proposal in SAP

118.  The principles-based bond definition and the specific accounting guidance for bonds, including
ICO and ABS, and the guidance for debt securities that do not qualify as bond be captured as new SAP
concepts to existing SSAPs:

a. SSAP No. 26—Bonds (Exhibit 1)

b. SSAP No. 43—Asset-Backed Securities (renamed from Loan-Backed and Structured
Securities) (Exhibit 2)

C. SSAP No. 21—Other Admitted Assets (Exhibit 3)

119.  For SSAP No. 26, the revisions capture the full bond definition,and the guidance for determining
whether a security qualifies as either an ICO or an ABS. The accoufiting,guidance for ICO is retained within
SSAP No. 26 and is not changed with the inclusion of the Bond definition. Other key revisions include
transition guidance to reclassify debt securities that do netrqualify ‘as bonds from Schedule D-1 to the
subsequent schedule and to delete the glossary as no longernécessary.

120.  For SSAP No. 43, in addition to revising the namete “Asset-Backed Securities,” revisions reorder
and streamline the existing guidance. Although the broad measurement concepts and requirements to assess
cash flows have not changed, the guidance, specifigto whether collection of cash flows is probable, not
probable, and pertains to beneficial intereésts has been eliminated. The guidance has been rewritten to
provide consistent guidance for the assessment, of cash flows and considering the impact of prepayments.
These revisions are not expected,to tesult in significant deviations from past practice as the resulting
guidance is believed to be reflective,of prominent past industry interpretations. Clarifications have been
included to ensure recognition‘of an other-than-temporary impairment whenever a security is in an impaired
state (fair value is less than,amertized cost, regardless of if an unrealized loss has been recognized) and
there is an adverse ghange in'cash flows expected to be collected. Other key revisions include transition
guidance to reclassifyidebtusécurities that do not qualify as bonds from Schedule D-1 to the subsequent
schedule as welliastorincorporate guidance that prohibits reporting ABS as cash equivalents or short-term
investments and theyprocess to reclassify any securities reported as such as of the effective date.

121.  For SSAP No. 21, revisions incorporate new guidance for the accounting and reporting for debt
securities that do not qualify as bonds as well as residual interests. For both sections, the revisions specify
new measurement and admittance concepts for these securities and specify reporting on Schedule BA in
designated reporting lines. For residuals, guidance is included for the recognition of other-than-temporary
impairments and transition guidance for situations where the residual had a different measurement method
prior to the effective date.

122.  Inaddition, Exhibit 4, details “revisions to other SSAPs” adopted in accordance with the principles-
based bond definition. This section identifies all SSAPs that have modified guidance, which predominantly
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reflects updated terms and references, but includes the revisions to SSAP No. 2R to restrict ABS from being
in scope.

Discussion of Comments Received and Exposures

123.  This section details key comments received from exposures of the principles-based bond definition
revisions and the Working Group’s consideration for potential edits.

a. Per the exposure of the issue paper and principles-based bond definition on March 2, 2022,
with comments due May 6, 2022. The Working Group heard comments on July 18, 2022,
and directed limited edits to be reflected as followed:

1. Revise the guidance related to U.S. Treasury Inflation Protected Securities (TIPs)
and to clarify the guidance regarding variable contractual (pringipal and interest
payments. These revisions clarified that securities with plain-vanilla inflation
adjustment mechanisms are not intended to be capturéd within‘the provisions that
restrict bond classification due to varying principal, oriinterest payments, as well
as clarified that other variances in contractual amounts due to reference variables
(and not just equity interests) are intended to beypreeluded from bond treatment.

ii. Revise guidance describing substantivesteditienhancements, particularly to revise
reference to the first loss “tranche” as the'first loss “position” and clarify that
securitization tranches that do notshave contractual principal and interest payments
along with substantive credit enhancement do not qualify as a Schedule D Bond
and shall be reported on Schédule BA. (Tranches without contractual principal and
interest payments are considered’residual tranches shall be on Schedule BA.)
(Subsequent to these edits further discussion and updates to the residual guidance
were adopted. /Fhese, revisions improve the guidance and remove specific
references to ¢ontractual principal and interest payments.)

iii. Document ghe outcome of small group discussions around the application of the
bond principles, particularly the equity-backed example, to feeder fund structures.
Eeeder fund ‘structures shall not automatically be assumed to qualify for bond
classification (even if the ultimate collateral is fixed income), nor be automatically
preeluded bond classification. The substance of the investment should be the
determining factor in these and other similar situations. In particular, the
assessment of feeder fund structures should evaluate whether the structure ensures
the pass through of the underlying cash flows, or whether uncertainty as to the
timing or amount of cash flows is introduced by the structure.

1v. Requested interested parties to work with NAIC staff in proposing revisions to
capture the elements that may introduce equity-like characteristics into the main
components of the bond definition.

b. In addition to the revisions incorporated from the July 18, 2022, call, the Working Group
also heard comments and elected not to incorporate revisions for the following items:

1. The Working Group identified that non-bond items that are specifically scoped
into SSAP No. 26 will not be identified in the bond definition. The Working Group
was explicit that the inclusion of an investment in-scope of SSAP No. 26 did not
make the investment a “bond” and such a distinction is necessary to prevent scope-
creep or inference of other investments into the bond definition. For example,
although SVO-Identified Bond ETFs, SVO-Identified CTLs and certificates of
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deposit that exceed one year are explicit inclusions to SSAP No. 26 and reported
on Schedule D-1, these investments are not bonds.

il. The Working Group did not incorporate industry-proposed edits to limit guidance
that requires the consideration of all returns to equity-backed ABS. Rather, the
Working Group clarified that all investments that have contractual principal and
interest that can fluctuate due to a referenced variable shall consider all returns in
excess of principal repayment as interest when determining whether the investment
qualifies for bond reporting under the principles-based definition.

iii. The Working Group did not agree with comments supporting ABS to be reported
as cash equivalents or short-term investments even if acquired with a maturity date
that is less than 90-days or 1-year away. To ensure proper assessment under the
bond definition, and reporting based on the underlying compenents of the
investments, the Working Group retained the provisions that all"ABS “shall be
captured within SSAP No. 43 and be reported on Schedule D-4-2:

iv. The Working Group did not direct changes to the bonddefinition or issue paper
after considering the industry “Lease-Backed Securities Werking Group” May 5,
2022, comment letter. That letter, which is consistent with their prior comments,
proposes to capture securities as [CO if they pass-through cash flows unaltered
(such as with certain lease-backed structures) and‘are supported primarily by a
single rated credit payor, though principal.repayment is not fully supported by the
obligation of that payor. The discussion fioted that these securities shall follow the
guidance for ABS if they are not fully supported by an underlying contractual
obligation of a single operating entity, including the criteria for substantive credit
enhancement and meaningful cashsflows. The Working Group identified that these
structures are not based on*the credit“worthiness of a single operating entity and
rely on the underlying collatetal for repayment, which is why they should be
considered ABS rather than ICO. The comment letter also raised concerns around
the guidance for gevaluating project finance debt noting a perception that
inconsistent classification may occur for investments with similar characteristics.
As aresult of the discussion, there were no changes to the exposed bond definition.
Working Group members and other interested parties noted during the discussion
that the guidancé®ertaining to project finance is intended to provide guidance for
evaluating issuers that share characteristics of both operating entities and ABS
Issuersy(i.e., the middle of the spectrum). Nevertheless, the guidance is clear that
issuers of project finance debt must themselves have the characteristics of
operating entities in order for the debt instrument to qualify as an ICO. As such,
project finance bonds issued by operating entities and other municipal revenue
bonds will be retained as ICO as the design of these structures are supported by
the credit worthiness of a single operating entity and are therefore different than
the investment structures presented by the industry Lease-Backed Securities
Working Group.

c. Per the exposure of the principles-based bond definition, and proposed revisions to SSAP
No. 26 and SSAP No. 43 on August 10, 2022, with comments due October 7, 2022,
comments were received from Fermat Capital, the industry Lease-Backed Securities
Working Group and Interested Parties. After considering the comments, the following key
revisions were incorporated:

1. Revisions to incorporate the entire bond definition within SSAP No. 26, with a
deletion of bond definition guidance from SSAP No. 43. With this change,
securities that qualify as ABS after application of the bond definition will follow
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the measurement and reporting guidance within SSAP No. 43. This edit prevents
unintended inconsistencies in the guidance that could occur if aspects of the bond
definition are in both SSAPs.

Revisions to incorporate the guidance for determining a creditor relationship,
which was in an exhibit, into the body of guidance within SSAP No. 26.

Revisions to the examples for ABS analysis, which were moved to SSAP No. 26,
to reflect a scenario in which payments under the instrument are secured by a note,
a legal assignment from the borrower of a lease for real property and the
assignment of the lease payments from an operating entity tenant. This revision
was in response to comments from the industry Lease-Backed Security Working
Group and detail that the SPV does not need to have ownership interest in the
underlying collateral for the security to qualify as an ABS.

Revisions to SSAP No. 26 to clarify that investmentsswith,specific guidance and
reporting lines (such as surplus notes, working capital finance investments (WCFI)
and structured settlements) shall follow the guidasice'in their specific SSAP and be
reported on designated reporting lines. Thisqeditywas’made in response to the
comments from Fermat Capital, who identified that WCFI meet the definition of
ICO. These investments shall follow thesguidance in SSAP No. 105R—Working
Capital Finance Investments andgbe teported on their specific reporting lines on
Schedule BA.

Revisions to SSAP No. 26, and theyaddition of a new footnote, to clarify that the
general creditworthiness @f‘an entity can be direct or indirect recourse and is the
primary source of repayment for issuer credit obligations.

Revisions to SSAP Noy 26ito clarify application when interest and principal vary
based on the performance of an underlying value or variable. The revised guidance
adds language to clarify that the exclusion is not intended to restrict variables that
are commonly linked to debt instruments, such as plain-vanilla inflation or
benchmark mterest rates.

Reyisionssto SSAP No. 26 to delete the proposed glossary, with the inclusion of
the bank loan definition into a footnote. Other definitions were identified as not
being necessary for retained inclusion in the statement.

Revisions to SSAP No. 43 to identify Freddie-Mac When Issued Trust Certificates,
pursuant to INT 22-01: Freddie Mac When Issued K-Deal (WI Trust) Certificates,
as an explicit scope inclusion.

Revisions to SSAP No. 43 to clarify the guidance for prospective adjustment
method for high-credit quality investments, and on the assessment of cash flows.
This guidance clarifies that if a security is in an unrealized loss position, and there
is an adverse change in cash flow, the entity shall recognize an other-than-
temporary impairment.

Revisions to both SSAP No. 26 and SSAP No. 43 to provide specialized transition
and disclosure guidance for the reclassification of securities previously reported
that will no longer qualify for reporting as bonds.

Revision to the issue paper to clarify the application of the principles-based bond
definition to feeder funds.
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d. Per an exposure on November 16, 2022 of SSAP No. 26, SSAP No. 43 and other SSAPs
that will be impacted under the bond project, until February 10, 2023, revisions were
incorporated to reflect most of the interested party comments. The revised documents were
discussed and exposed at the 2023 Spring National Meeting. Most of the edits were minor,
but the following elements are specifically noted:

1. Revisions to SSAP No. 26 incorporated an exception for nominal interest rate
adjustments. The guidance defines the exception as being too small to be taken
into consideration when assessing an investment’s substance as a bond. This
revision was added based on industry’s comments on inadvertent impact to
sustainability-linked bonds, but the exception guidance is not limited to those
specific bonds.

il. Revisions clarify that replication (synthetic asset) transactions arefaddressed in
SSAP No. 86—Derivatives and are not impacted by the principles-based bond
definition.

1. Revisions to SSAP No. 26 to explicitly identity that residuals, ine¢luding first loss
positions, do not qualify as bonds and shall be captured i, SSAP No. 21—Other
Admitted Assets.

iv. Revisions specific to transition that clarifythathinvestment assessments are
required as of origination and to permit €urrent_or acquisition information in
determining whether investments qualify as bonds at the time of transition. The
guidance was also clarified that ihe transition guidance shall be applied
prospectively beginning with the™firstWyear of adoption. For disclosures that
provide comparable information, teporting entities shall not restate the prior year’s
information in the 2025 diselosute.

V. With an exposure of theyrevised documents, an updated SSAP No. 21 was also
exposed to update guidanceyfor the measurement of debt securities at the lower of
amortized cost ordair value and to incorporate proposed accounting and reporting
guidance for residuals.

€. The Statutory Aceounting/Principles (E) Working Group received comments on June 9,
2023, from the 2023"Spring National Meeting exposure. No comments were received on
SSAP No. 26, SSAP No. 43 or the document that detailed revisions to other SSAPs. The
Working/Grouptadopted the SSAP revisions reflected in these documents on August 12,
2023, during the 2023 Summer National Meeting, effective January 1, 2025.

f. Duringsthe 2023 Summer National Meeting, the Working Group considered comments on
SSAP No. 21 pertaining to the guidance for debt securities that do not qualify as bonds and
for residual interests and exposed a revised SSAP No. 21 until September 29, 2023. The
revisions for debt securities that do not qualify as bonds reflect a majority of interested
parties’ comments.

1. For debt securities that do not qualify as bonds, revisions clarify that if the primary
source of repayment is derived through underlying collateral, the investment shall
only be admitted if the underlying collateral qualifies as admitted invested assets.
For residuals, revisions clarify that if the reporting entity holds a debt tranche from
the same securitization, and the debt tranche does not qualify as a bond (either an
ICO or ABS), and the debt security does not qualify as an admitted asset under
SSAP No. 21, then the residual does not qualify as an admitted asset.
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Revisions proposed new measurement methods for residuals. This guidance is
different from what was proposed by interested parties but intends to reflect the
highly uncertain amount and timing of residual cashflows. This proposed guidance
will require all cash flows received to be treated as a return of principal until the
BACYV is zero. At that point, all cashflows received would be treated as interest
income. This proposed guidance was noted to best suit how residuals work
conceptually. The reporting BACV will reflect the potential risk of loss prior to
recovering the initial investment, rather than requiring an assessment of potential
loss over the entire life of the securitization.

g. During the 2023 Fall National Meeting, the Working Group considered comments and
exposed an updated SSAP No. 21 until January 22, 2024. No comments were received on
the section for non-bond debt securities, but comments focused on the guidance for residual
interests. Revisions reflected in the 2023 Fall National Meeting expgsure:

1.

ii.

Revisions capture an Allowable Earned Yield method for the measurement of
residuals. This guidance will limit the extent interestiincome can be recognized
without recognizing cash flows as return ofyprineipal. Provisions were also
included to permit a practical expedient to allow,allieash flows received to be taken
as a reduction of BACV. Under the practical expedient, interest income would not
be recognized until BACV was zero.

Revisions clarified the treatment ofireductions in fair value as unrealized losses
and updated OTTI guidance to be consistent with SSAP No. 43 and the assessment
of the present value of expected cash flow to the BACV.

h. On February 22, 2024, an updatedsSSAP No. 21 reflecting a variety of edits from working
with industry throughoutsthe, interim*was exposed until March 7, 2024. The shortened
comment period was prfoposedto allow for adoption consideration during the 2023 Spring
National Meeting.

1.

ii.

it

1v.

V1.

Revisionsyfor residual incorporate the definition and characteristics captured in
other SSAPsyto make SSAP No. 21 the location for all residual guidance. All
tesiduals shall follow the accounting, admittance and reporting guidance detailed
in'SSAP.No. 21.

Revisions clarified that residuals shall be accounted for at the lower of Allowable
Earned Yield method or fair value, or under the practical expedient.

Revisions eliminated the guidance that directed reclassification of residuals to
other SSAPs and reporting schedules in situations when the residual tranches cease
to meet the definition of residual tranches. With the deletion, once classified as a
residual, an investment would retain that classification and reporting until it is
disposed by the reporting entity.

Revisions separate the OTTI calculation between items measured at the Allowable
Earned Yield method and those that follow the practical expedient.

Revisions incorporate transition guidance for residuals that were accounted for
under a different SSAP prior to the effective date.

Revisions prescribe a January 1, 2025, effective date, but permit early adoption of
the residual guidance.

© 2024 National Association of Insurance Commissioners IP 169-39 Page 2218 0f 2278



IP. No. 169 Issue Paper
History of Definition / Scope Development of SSAP No. 43 — Before the Principles-Based Definition

The following section details the historical development of SSAP No. 43 along with the prior benefits for
reporting investments in scope of SSAP No. 43 and key issues from the prior guidance. Due to various
revisions that have been reflected since its original adoption, this information is retained for historical
reference on the SSAP No. 43 guidance prior to the reflection of the principles-based bond proposal.

124,  SSAP No. 43—Loan-backed and Structured Securities was originally effective with the SAP
codification and resulted with separate guidance for “bonds” (in SSAP No. 26) and “loan-backed and
structured securities” (in SSAP No. 43). (The initial guidance indicated that investments in scope of SSAP
No. 43 met the definition of a bond in SSAP No. 26—Bonds, excluding Loan-backed and Structured
Securities.) Although most of the guidance between the original SSAP No. 26 and SSAP No. 43 was the
same, the guidance in SSAP No. 43 recognized the need to review (at least quarterly) the assumptions and
resulting cash flows of the underlying loans, as changes in assumptions could necessitate a re€aleulation of
the effective yield or other-than-temporary impairment.

125.  The original issue paper to SSAP No. 43 (Issue Paper No. 43) cited guidance originally contained
in Chapter 1, Bonds and Loaned Backed and Structured Securities, from the Uécounting Practices and
Procedures Manual of the Life and Accident and Health Insurance Companiesy The,issue paper identified
that the Accounting Practices and Procedures Manual for Property and Gasualty Insurance Companies
contained similar guidance. In this Issue Paper No. 43, and the original SSAP Ne. 43, loan-backed securities
were defined as “pass-through certificates, collateralized montgage obligations (CMOs) and other
securitized loans...” The reference to “securitized loans” was a key ‘aspectof this original definition.

126.  Original definition / scope guidance for SSAP No. 43;

2. Loan-backed securities are defined as passsthrough certificates, collateralized mortgage
obligations (CMOs), and other securitized_loans,not incCluded in structured securities, as defined
below, for which the payment of interest and/orprincipal is directly proportional to the interest and/or
principal received by the issuer from theymortgage pool or other underlying securities.

3. Structured securities are defined as‘loan-backed securities which have been divided into
two or more classes for which the payment of interest and/or principal of any class of securities has
been allocated in a manner whichyis“not proportional to interest and/or principal received by the
issuer from the mortgage pool.or other underlying securities.

4, Loan-backed ,securities are issued by special-purpose trusts (issuer) established by a
sponsoring parent organization. Mortgage loans or other securities securing the loan-backed
obligation are acquired by the issuer and pledged to an independent trustee under the issuer’s
obligation has been fully satisfied. The investor can only look to the issuer’s assets (primarily the
trusteed assets orithird parties such as insurers or guarantors) for repayment of the obligation. As
a result, thessponsor and its other affiliates may have no financial obligation under the instrument,
althoughone of those entities may retain the responsibility for servicing the underlying mortgage
loans. Someisponsors do guarantee the performance of the underlying loans.

5. Loan-backed securities meet the definition of assets as defined in SSAP No. 4—Assets
and Nonadmitted Assets and are admitted asset to the extent they conform to the requirements of
this statement.

127.  Inagenda item 2007-26, FAS 156.: Accounting for Servicing of Financial Assets an amendment of
FASB Statement No. 140, the Working Group adopted with modification FAS 156 in SSAP No. 91R—
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, revising the
terminology for “retained interests” to “interests that continue to be held by the transferor.” This action also
clarified that beneficial interests from the sale of loan-backed and structured securities shall be accounted
for in accordance with SSAP No. 43. This initial adoption identified that the holder of a beneficial interest
in securitized financial assets should recognize the excess of all cash flows attributed to the beneficial
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interest estimated at the acquisition date over the initial investment as interest income over the life of the
beneficial interest using the effective yield method.

128.  In 2009, the Working Group adopted a substantively-revised SSAP No. 43 (effective September
30, 2009). The focus of the substantive revisions was to revise the valuation and impairment requirements
based on the cash flows expected to be collected for the securities, rather than fair value. Although the focus
of the revisions was inclusion of impairment guidance based on whether an entity has an intent to sell,
whether an entity does not have the intent and ability to hold a security, and when there is a non-interest
related decline if there is no intent to sell and the entity has the intent and ability to hold, the revisions
resulted in a significant rewrite of the guidance in SSAP No. 43, including the guidance for beneficial
interests. This guidance expanded the prior scope inclusion from “beneficial interests from the sale of
LBSS,” to include “purchased beneficial interests in securitized financial assets.”

129. In agenda item 2010-12, Clarify Definitions of Loan-Backed and Strugtured Securities, the
Working Group received a regulator-sponsored, nonsubstantive Form A with a ‘proposal to revise the
definitions of a loan-backed and structured security (LBSS). As a result of this propesaly the definition was
revised to eliminate the reference to “securitized loans” and instead refergto'securitized assets.” These
revisions were adopted with an effective date of January 1, 2011.

a. Although the agenda item simply identifies that thisjitemWwas exposed in August 2010, and
then adopted after a single exposure in October 2010, with an effective date of January 1,
2011, there were significant comments @eceived during the exposure period. In short
summary, these comments highlighted that the scope’of the changes were intended to move
fixed-income assets that had been accoufited foras bonds under SSAP No. 26 to SSAP No.
43 as LBSS. Particularly, the comments noted concerns with the movement of equipment
trust certificates and credit tenantdoans frem the accounting provisions of SSAP No. 26 to
the accounting rules of SSAR, No® 43, These comments stated that “instruments with
radically different sourcesoficash,flows and risk characteristics utilize trust structures, and
not all should be classified as‘loan-backed.” There were no changes incorporated to the
proposed guidance as alresult of these comments, and the revisions were adopted as
exposed.

130. In 2019, revisions to th€'definition and scope section were also adopted to clarify the identification
of affiliate/related party(transactions (agenda item 2019-03) as well as to explicitly capture mortgage-
referenced securities issuédfromra’government sponsored enterprise in scope of SSAP No. 43 (agenda item
2018-17). The inclusion of mortgage-referenced securities was a distinct departure from the “trust”
structure required in ‘determining inclusion within scope of SSAP No. 43, but was incorporated as the
securities (with ghe referénced pool of assets), functions similarly to the securities held in trust and the
referenced pool of assets can be assessed for the underlying credit risk

131. Between the adoption of agenda item 2010-12 and the items adopted in 2019, there were several
revisions to'SSAP No. 43, but those revisions did not impact the definition / scope of the statement. Those
revisions included changes to incorporate price-point NAIC designations, guidance for interim financials
for RMBC/CMBS, clarification of disclosures, updating Q/A guidance, and guidance for prepayment fees.

132.  Definition of loan-backed and structured securities in the “As of March 2020 AP&P Manual:
2. Loan-backed securities are defined as securitized assets not included in structured
securities, as defined below, for which the payment of interest and/or principal is directly
proportional to the payments received by the issuer from the underlying assets, including but not
limited to pass-through securities, lease-backed securities, and equipment trust certificates.

3. Structured securities are defined as loan-backed securities which have been divided into
two or more classes for which the payment of interest and/or principal of any class of securities has
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been allocated in a manner which is not proportional to payments received by the issuer from the
underlying assets.

4. Loan-backed securities are issued by special-purpose corporations or trusts (issuer)
established by a sponsoring organization. The assets securing the loan-backed obligation are
acquired by the issuer and pledged to an independent trustee until the issuer’s obligation has been
fully satisfied. The investor only has direct recourse to the issuer’s assets, but may have secondary
recourse to third parties through insurance or guarantee for repayment of the obligation. As a result,
the sponsor and its other affiliates may have no financial obligation under the instrument, although
one of those entities may retain the responsibility for servicing the underlying assets. Some
sponsors do guarantee the performance of the underlying assets.

a. In determining whether a loan-backed structure is a related party investment,
consideration shall be given to the substance of the transaction, and the parties
whose action or performance materially impacts the insurance reporting entity
holding the security. For example, although a loan-backed security “may be
acquired from a non-related issuer, if the assets held in trust predeminantly* reflect
assets issued by affiliates of the insurance reporting entity, and the insurance
reporting entity only has direct recourse to the assets held inytrust,the transaction
shall be considered an affiliated investment, and the transaction shall also subject
to the accounting and reporting provisions in SSAP Nax 25=~4Affiliates and Other
Related Parties.

5. Mortgage-referenced securities do not meet the definition of\a loan-backed or structured
security but are explicitly captured in scope of this statemént. Imyorder to qualify as a mortgage-
referenced security, the security must be issued by a govérnment sponsored enterprise’ in the form
of a “credit risk transfer” in which the issued securityis tied to a referenced pool of mortgages.
These securities do not qualify as “loan-backed se€urities’sas the pool of mortgages are not held
in trust and the amounts due under the investmentsare not backed or secured by the mortgage
loans. Rather, these items reflect instruments i, whiech the payments received are linked to the
credit and principal payment risk of the underlying mortgage loan borrowers captured in the
referenced pool of mortgages. For these instruments, reporting entity holders may not receive a
return of their full principal as principal repayment is contingent on repayment by the mortgage loan
borrowers in the referenced pool of mortgages. Unless specifically noted, the provisions for loan-
backed securities within this standard apply to mortgage-referenced securities.

6. Investments withinsthe scope of this statement are also subject to the provisions and
disclosure requirements ‘Ofy SSAP No. 25 if the SSAP No. 43 transaction is a related party
arrangement®. Loan-backed and structured securities meet the definition of assets as defined in
SSAP No. 4—Assets‘and Nonadmitted Assets and are admitted assets to the extent they conform
to the requirements of this’statement and SSAP No. 25.

4 In applying this guidange, a reporting entity is not required to complete a detailed review of the assets held in trust to determine
the extent, if any, the assets were issued by related parties. Rather, this guidance is a principle concept intended to prevent situations
in which related party transactions (particularly those involving affiliates) is knowingly captured in a SSAP No. 43 structure and
not identified as a related party transaction (or not reported as an affiliated investment on the investment schedule) because of the
involvement of a non-related trustee or SSAP No. 43 security issuer. As identified in SSAP No. 25—Affiliates and Other Related
Parties, it is erroneous to conclude that the inclusion of a non-related intermediary, or the presence of non-related assets in a
structure predominantly comprised of related party investments, eliminates the requirement to identify and assess the investment
transaction as a related party arrangement.

5 Currently, only Fannie Mae and Freddie Mac are the government sponsored entities that issue qualifying mortgage-referenced
securities. However, this guidance would apply to mortgage-referenced securities issued by any other government sponsored entity
that subsequently engages in the transfer of residential mortgage credit risk.

6 As discussed in paragraph 4.a. of this statement, a SSAP No. 43 security may still be considered a related party transaction even

if the asset trustee or security issuer is a non-related party.
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7. The scope of this statement encompasses all types of loan-backed and structured
securities, including, but not limited to, the following:

a. Loan-backed and structured securities acquired at origination,

b. Loan-backed and structured securities acquired subsequent to origination for
which it is probable, at acquisition, that the reporting entity will be able to collect all
contractually required payments receivable, and are accounted for at acquisition
under SSAP No. 103R,

C. Loan-backed and structured securities for which it is probable, either known at
acquisition or identified during the holding period’, that the reporting entity will be
unable to collect all contractually required payments receivable, and

d. Transferor’'s beneficial interests in securitization transactionS“that are accounted
for as sales under SSAP No. 103R and purchased ‘beneficial interests in
securitized financial assets®.

Benefits of Reporting in Scope of SSAP No. 43 — Before the Principles<Based Defintition

133.  There are a variety of benefits for reporting investments as bonds‘eni Schedule D-1. Also, with
regards to bifurcated impairment, capturing an investment in_scope of* SSAP No. 43 may be more
advantageous than capturing in scope of SSAP No. 26—Bonds. (These benefits include:

a. Capturing an investment in scope of SSAP No. 26 or SSAP No. 43 results with reporting
the investment on Schedule D-1, Lohg-Term Bonds. By reporting on this bond schedule,
the investment is generally not subject to investment limitations, the asset is admitted and
the investment has the benefit offlowenrisk-based capital (RBC) charges based on NAIC
designation. (Moving held equity instruments from Schedule BA into a SSAP No. 43 trust
has been particularly noted as‘providing “regulatory capital relief.”)

b. Capturing an investment imyscope of SSAP No. 26 or SSAP No. 43 may result in amortized
cost reporting and’a delay in recognizing decreases in value or other-than-temporary
impairments than if the assets held in trust were reported separately on the statutory
financialstatéments.

1. Under the SSAP No. 43 bifurcated impairment model, an entity is not required to
recognize an OTTI or deviate from an amortized cost measurement as long as the
entity can assert that they have the intent and ability to hold the SSAP No. 43
security to recover the amortized cost basis and there is no non-interest related
decline. (This has been a key factor in the PPN design, as a high-quality bond is
placed in trust (along with other assets), and the bond — over several years — will
single-handedly satisfy the contractual requirements of the 43 issued security,
preventing any recognition of OTTI or a reduction of NAIC designation even when
the other securities held in trust could completely default to zero.)

ii. The SSAP No. 43 bifurcated impairment can be considered an advantage over
SSAP No. 26 as under SSAP No. 43, if there is an intent and ability to hold the
asset, a reporting entity only has to recognize an OTTI for the portion of the non-

7 Securities classified within the type of paragraph 7.a. or 7.b. may be required to change classification to type 6.c. when it becomes
probable that the reporting entity will be unable to collect all contractually required payments receivable.

8 The accounting requirements related to these types of securities included in paragraphs 22-25 shall be determined at acquisition
or initial transfer.
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interest related loss. Under SSAP No. 26, if there is any assessed OTTI (despite if
interest or credit related), a reporting entity must recognize an OTTI down to the
then-current fair value for the security.

iii. Prior to the principles-based bond project, guidance in SSAP No. 43 did not
differentiate between different types of tranches or payment streams for the issued
securities. This is easiest to illustrate through the “equity” tranche of a SSAP No.
43 investment but could be a factor if payments are provided sequentially.
(Sequential payments are used to pay the senior notes first, until paid in full, before
payments are allocated to junior notes.) For the “equity” tranche, which is a term
that refers to the junior-most layer of issued SSAP No. 43 securities, this tranche
is the first-loss position and only receives payment after all other layers have been
satisfied. Without prior guidance in SSAP No. 43 for this layer, entities were able
to classify these residual tranches as “bonds” on Schedule D-1, which did not
properly reflect the nature of those investments.

c. SSAP No. 43 permits admittance of the security without any verification to the assets held
in trust. As such, if a reporting entity was to derecognize a joiit venture or LLC from
Schedule BA and reacquire through the ownership of a SSAP Neo. 43)security, the reporting
entity would be permitted to admit the security without any ¢erification of the joint venture
or LLC held in trust. Under SSAP No. 48—Joint,VenturesyLartnerships and Limited
Liability Companies, assets must have audited support (audited U.S. GAAP financials,
audited reconciliation to U.S. GAAP, audited IERSyfinaneials or audited U.S. tax basis
equity) in order to be admitted in the statutory financial'statements.

Key Issues with Scope / Definition Application of SSAP No«#43)— Before the Principles-Based Definition

134.  With the existing guidance in SSAP No.43, thexe are no restrictions to the assets that can be placed
in trust and used to support securities issued from the trust structure. Although these structural designs are
referred to as “securitizations” and reported as debtinstfuments, these investment structures may not reflect
actual securitizations in which cash flows from multiple contractual debt obligations held in trust are used
to pay principal and interest payments ongthetrust-issued security. The assets being securitized may include
assets that are not cash flow producing, creating reliance on an underlying collateral valuation risk. Or,
there may be no economic substance toithedise of the securitization structure, such that the insurer is in the
same economic position as owning the,underlying assets directly. As a result, there is a regulatory concern
that assets being represented as bonds may contain unidentifiable risks that regulators would not
traditionally associate witl'bendizisk.

135.  As an additional 1ssu€ of the existing guidance, questions have been raised on whether securities
captured in scope 0fsSSAP No. 43 would be “asset-backed securities” as defined by the Code of Federal
Regulations (17 CER 229.1101(c)). These questions have arisen as an SEC identified nationally recognized
statistical rating organization (NRSRO) must be specifically approved to provide ratings of “asset-backed
securities.” Since the CFR definition is different than what is permitted in scope of SSAP No. 43, a rating
from an NRSRO approved as a credit rating provider (CRP) that may not be approved by the SEC for
“asset-backed securities” could provide a valid rating for a SSAP No. 43 instrument permitted as “filing
exempt” if that asset was not an “asset-backed security.” This has caused questions as regulators have
identified designations given by CRPs not SEC approved to provide “ABS” designations and have
questioned the use of these CRP ratings in determining the NAIC designation.

Issue Paper Exhibits:

Staff Note: Although not captured, the final issue paper retained for historical purposes will include the
following Exhibits reflecting the adopted guidance to initially reflect the principles-based bond definition.
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Exhibit 1 — SSAP No. 26—Bonds
Exhibit 2 — SSAP No. 43—Asset-Backed Securities
Exhibit 3 — SSAP No. 21—Other Admitted Assets

Exhibit 4 — Revisions to Other SSAPs

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer
National Meeting/Adoptions/Bond IP - Adopted 2024 Summer.docx
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Ref #2022-12
Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: Review of INT 03-02: Modification to an Existing Intercompany Pooling Arrangement

Check (applicable entity):

P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP [ ] [] L]
Interpretation [] [] []

Description of Issue:

This agenda item provides a review of Interpretation (INT) 03-02: Modification to an<Existing Intercompany
Pooling Arrangement, because of conflicts between INT 03-02 and SSAP No. 25—Affiliatesyand Other Related
Parties. This agenda item was prompted by the recent focus of Statutory Accountifig Principles (E) Working Group
on related party transactions, recent queries to NAIC about how broadly to apply the guidance in INT 03-02 and
the review of the SSAP No. 62R, paragraph INT 03-02 addresses the valuation ‘ofibonds in instances when bonds
are used instead of cash for the payment among affiliates for amounts due on modifications to existing intercompany
reinsurance pooling contracts. The discrepancy between the INT 03-02_and SSAP No. 25 has been identified
through recent discussions evaluating related party transactions. Key excerpt$,of INT 03-02 are in the Authoritative
Literature section below.

The primary accounting question that is a concern for this agehdatitem is INT 03-02, paragraph 11b which asks,
“What is the appropriate valuation basis to be used for assetsand,liabilities that are transferred among affiliates in
conjunction with the execution of a new reinsurance‘agréement(s) that serves to substantively modify an existing
intercompany pooling arrangement?” The response providedsin INT 03-02, paragraph 13 is, “The appropriate
valuation basis to be used for assets and liabilities that are transferred among affiliates in conjunction with the
execution of a new reinsurance agreement(s) thatyserves to substantively modify an existing intercompany pooling
arrangement is statutory book value for assets and statutory value for liabilities. Book value is defined in the glossary
of the Accounting Practices and Procedure Manual.”

INT 03-02 states that it is an ingérpretation of the following three reinsurance statements: SSAP No. 61R—Life,
Deposit-Type and Accident and Health Reinsurance, SSAP No. 62R—Property and Casualty Reinsurance and SSAP
No. 63—Underwriting Pools. SSAP Wo. 25—Alffiliates and Other Related Parties is not listed as an interpreted
statement. However, as desetibed below, the consensus in INT 03-02, paragraph 13 is not consistent with the
guidance in SSAP No. 25fegarding economic transactions between related parties.

The result of the consensussifi INT 03-02, paragraph 13 allows assets used in affiliated payments for reinsurance
contracts, whichymodify:existing intercompany reinsurance pooling agreements, to be transferred using statutory
book value. Note that in most cases, this means that bonds, which are likely the primary assets that would be used,
would typically have a statutory book value that reflects amortized cost. The valuation of assets using statutory
book value on transfer to an affiliate can result in substantial differences from the cash equivalent (fair value) for
the payment due. For example, bonds reported at amortized cost book value could have a corresponding fair value
that is materially higher or lower. This difference in valuation can result in an unacknowledged dividend or with
the passing on of an investment loss.

SSAP No. 25 describes economic transactions and non-economic transactions (See Authoritative Literature).
Economic transactions are defined as arm’s-length transactions which results in the transfer of the risks and rewards
of ownership and represents a consummated act thereof, i.e., “permanence.” SSAP No. 25, paragraph 18 indicates
that economic transactions between related parties shall be recorded at fair value at the date of the transaction and
also notes that to the extent that the related parties are affiliates under common control, the controlling reporting
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entity shall defer the effects of such transactions that result in gains or increases in surplus until such time that the
asset is sold outside the group.

It is quite possible, by using transfers at book value instead of fair value, to design a transaction with a very
significant economic effect. The following example illustrates the concern with the results of the guidance in INT
03-02. For this example, $100 million is due on an existing intercompany reinsurance pooling agreement. INT 03-
02 would allow bonds to be settled using statutory book value which may not be reflective of the fair value
equivalent of a cash settlement.

Asset Used Book Value Fair Value Result Consistent with
to Settle (millions) (millions) SSAP No. 25 for
Measurement an Economic
for Settlement Transaction?
Cash $100 $100 No difference in basis Yes
Bonds $100 $85 $15 difference in fair value meanssthe No

paid party received an amournt less than
what is actually owed. This.apptroach

could allow reporting entities to,transfer
impaired assets to affiliatestin lieu of

assessing;OTEL

Bonds $100 $110 $10 difference imfair value means the No
paid party has réeceived.an asset greater

than what was;owedy This dynamic could

resultdn,an unrecognized gain or
dividend.

The INT 03-02 direction to use statutory book valueyforithestransfer of bonds between affiliated entities in most
instances would conflict with the primary guidance on affiliated transactions contained in SSAP No. 25—Alffiliates
and Other Related Parties. For example, economig, transactions between related parties are valued using fair value.
(There are more nuances in SSAP No. 25 when paymeénts have the possibility of being economic for one entity and
noneconomic for an upper-level parent). NAIC staff recommends that the treatment of transfers of assets between
affiliates should be consistent for all inferéempany transactions and there is not a compelling need to be different if
assets are transferred instead of cash for intercompany reinsurance.

Under INT 03-02, for intercompany reinsurance transactions, takes an approach that either SSAP No. 25 or SSAP
No. 62R may apply, but multiple Working Group discussions have noted that SSAP No. 25 provides the overarching
guidance that is relevant in €valuiating all related party transactions. INT 03-02, paragraph 8 indicates that the
statutory accountinghintention is to avoid surplus gains for the ceding entity as a result of implementing a
modification to@mintercempany pooling arrangement. However, the guidance in SSAP No, 62R, paragraph 37 uses
a more punitive method of accounting if there is a gain in surplus to the ceding entity as a result of the intercompany
reinsurance transactipn. Therefore, NAIC staff would characterize the SSAP No. 62R guidance as imposing an
accounting penalty if there is a gain, rather than seeking to avoid recognizing such a gain. The INT also characterizes
SSAP No. 25 as being for isolated transactions, which is inconsistent with discussions of the Working Group on
the applicability of SSAP No. 25.

SSAP No. 62R, paragraph 36d (see Authoritative Literature) includes an exception to retroactive reinsurance
accounting which allows prospective accounting treatment for intercompany reinsurance agreements and any
amendments thereto, among companies 100% owned by a common parent or ultimate controlling person provided
there is no gain in surplus as a result of the transaction. Paragraph 37 provides that if there is a gain to the ceding
entity that a more restrictive method of accounting is required which is less beneficial to the financial statements.
Whereas the INT tries to argue that statutory intent is to avoid surplus gain, NAIC staff would note that the goal is
not to avoid gain as a result of the reinsurance transaction, but to impose a different accounting if there is a gain.
NAIC staff would characterize evaluating reinsurance agreements for SSAP No. 62R, paragraph 36d or paragraph
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37 as using the cash flows or corresponding equivalent fair value (cash equivalent) of the amounts payable or
receivable in the reinsurance transactions to determine if there is a gain or loss to the ceding entity. The reinsurance
cash flows evaluated should be the same as if the bond was sold for fair value and resulting cash equivalent
obligation was paid. The fact that the bond sold has a gain or loss is not part of the reinsurance contract evaluation,
the reinsurance contract that is an economic transaction evaluation is based on the cash equivalent value of the
assets transferred less the liabilities transferred. The evaluation of gain or loss on the intercompany reinsurance
transaction should give the same answer if either cash or assets were transferred.

Existing Authoritative Literature:

03-02: Modification to an Existing Intercompany Pooling Arrangement is attached in full. The following excerpts
are from INT 03-02:

8. Therefore, based on the foregoing guidance and background, the statutory accounting
intent is to avoid surplus gains for the ceding entity as a result of implementing,a modification to an
intercompany pooling arrangement. On that basis, such a modification does’ not represent an
economic transaction to the insurance group or to the impacted companies. As such, the transfer
of both the assets and the liabilities valued at statutory book valug ensures that there is no impact
to surplus as a result of implementing a modification to an existing‘pooling arrangement.

11. The accounting issues are:
a. What is the relevant guidance for modifications‘to intercompany pooling arrangements?
b. What is the appropriate valuation hasisito be used for assets and liabilities that are

transferred among affiliates in conjunction» with the execution of a new reinsurance
agreement(s) that serves to substantively modify an existing intercompany pooling
arrangement?

The Working Group reached a consensus as follows:

12. SSAP No. 62R provides accountingfor property and casualty reinsurance agreements including
specific guidance on intercompany pooling agreements. SSAP No. 62R provides two methods of
accounting for changes in intereompany pooling agreements, depending on whether or not the pooling
results in a gain in surplus.

13. The appropriate valuation basis to be used for assets and liabilities that are transferred among
affiliates in conjunction with the execution of a new reinsurance agreement(s) that serves to substantively
modify an existing.intereompany pooling arrangement is statutory book value for assets and statutory value
for liabilities. Bogk valueis defined in the glossary of the Accounting Practices and Procedure Manual.

SSAP No. 25—Affiliatessand Other Related Parties
Transactions Involving the Exchange of Assets or Liabilities

14. An arm’s-length transaction is defined as a transaction in which willing parties, each being
reasonably aware of all relevant facts and neither under compulsion to buy, sell, or loan, would be willing
to participate. A transaction between related parties involving the exchange of assets or liabilities shall be
designated as either an economic transaction or non-economic transaction. An economic transaction is
defined as an arm’s-length transaction which results in the transfer of the risks and rewards of ownership
and represents a consummated act thereof, i.e., “permanence.” The appearance of permanence is also an
important criterion in assessing the economic substance of a transaction. In order for a transaction to have
economic substance and thus warrant revenue (loss) recognition, it must appear unlikely to be reversed. If
subsequent events or transactions reverse the effect of an earlier transaction prior to the issuance of the
financial statements, the reversal shall be considered in determining whether economic substance existed
in the case of the original transaction. Subsequent events are addressed in SSAP No. 9—Subsequent
Events. An economic transaction must represent a bonafide business purpose demonstrable in measurable
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terms. A transaction which results in the mere inflation of surplus without any other demonstrable and
measurable betterment is not an economic transaction. The statutory accounting shall follow the substance,
not the form of the transaction.

15. In determining whether there has been a transfer of the risks and rewards of ownership in the
transfer of assets or liabilities between related parties, the following—and any other relevant facts and
circumstances related to the transaction—shall be considered:

a. Whether the seller has a continuing involvement in the transaction or in the financial
interest transferred, such as through the exercise of managerial authority to a degree
usually associated with ownership;

b. Whether there is an absence of significant financial investment by the buyer in the financial
interest transferred, as evidenced, for example, by a token down payment or by a
concurrent loan to the buyer;

C. Whether repayment of debt that constitutes the principal consideration‘in the transaction is
dependent on the generation of sufficient funds from the assettransferred;

d. Whether limitations or restrictions exist on the buyér's, use of the financial interest
transferred or on the profits arising from it;

e. Whether there is retention of effective contral, of theyfinancial interest by the seller.

16. A transaction between related parties may meet the criteria for treatment as an economic
transaction at one level of financial reporting but may et meet such criteria at another level of financial
reporting. An example of such a transaction is a reporting entity purchasing securities at fair value from an
affiliated reporting entity that carried the securitiessat amortized cost. This transaction meets the criteria of
an economic transaction at this level of financial reporting, and therefore, the selling reporting entity would
record a gain and the acquiring reporting.entity wouldsrecord the securities at their cost (fair value on the
transaction date). At the common parentilevel ofireperting, this transaction has resulted in the mere inflation
of surplus, and therefore, is a non-econoemic transaction. The parent reporting entity shall defer the net
effects of any gain or increase in surplus resulting from such transactions by recording a deferred gain and
an unrealized loss. The deferred gain shall not be recognized by the parent reporting entity unless and until
arms-length transaction(s) with independent third parties give rise to appropriate recognition of the gain.

17. A non-economic transaction is defined as any transaction that does not meet the criteria of an
economic transaction. Similar to'the situation described in paragraph 16, transfers of assets from a parent
reporting entity to assubsidiary,controlled or affiliated entity shall be treated as non-economic transactions
at the parent reportingilevel because the parent has continuing indirect involvement in the assets.

18. When accounting for a specific transaction, reporting entities shall use the following valuation
methods:
a. Economic transactions between related parties shall be recorded at fair value at the date

of the transaction. To the extent that the related parties are affiliates under common control,
the controlling reporting entity shall defer the effects of such transactions that result in gains
or increases in surplus (see paragraph 16);

b. Non-economic transactions between reporting entities, which meet the definition of related
parties above, shall be recorded at the lower of existing book values or fair values at the
date of the transaction;

C. Non-economic transactions between a reporting entity and an entity that has no significant
ongoing operations other than to hold assets that are primarily for the direct or indirect
benefit or use of the reporting entity or its affiliates, shall be recorded at the fair value at
the date of the transaction; however, to the extent that the transaction results in a gain, that
gain shall be deferred until such time as permanence can be verified;
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d. Transactions which are designed to avoid statutory accounting practices shall be reported
as if the reporting entity continued to own the assets or to be obligated for a liability directly
instead of through a subsidiary.

Examples of transactions deemed to be nhon-economic include security swaps of similar issues between or
among affiliated companies, and swaps of dissimilar issues accompanied by exchanges of liabilities
between or among affiliates.

Transactions Involving Services

19. Transactions involving services between related parties can take a variety of different forms. One
of the significant factors as to whether these transactions will be deemed to be arm’s length is the amount
charged for such services. In general, amounts charged for services are based either on current market
rates or on allocations of costs. Determining market rates for services is difficult because the circumstances
surrounding each transaction are unique. Unlike transactions involving the exchange of assets and liabilities
between related parties, transactions for services create income on one party’s books and‘expense on the
second party’s books, and therefore, do not lend themselves to the mere gnflationyof surplus. These
arrangements are generally subject to regulatory approval.

20. Transactions involving services provided between related parties shall'be recorded at the amount
charged?. Regulatory scrutiny of related party transactions where amounts,charged for services do not meet
the fair and reasonable standard established by Appendix A-440, may.result in (a) amounts charged being
recharacterized as dividends or capital contributions, (b)“transactions being reversed, (c) receivable
balances being nonadmitted, or (d) other regulatory action. Expenses that result from cost allocations shall
be allocated subject to the same fair and reasonable standards, and the books and records of each party
shall disclose clearly and accurately the precise nature,and details of the transaction. See SSAP No 70—
Allocation of Expenses for additional discussion regarding the allocation of expenses.

SSAP No. 62R—Property and Casualty Reinsurance provides the following (bolding added for emphasis):

36. The accounting principles for rétroactive reinsurance agreements in paragraph 34 shall not apply
to the following types of agreements (whieh shall be accounted for as prospective reinsurance agreements
unless otherwise provided in this statement);

a. Structured settlement annuities for individual claims purchased to implement settlements
of policyobligations;

b. Novations (ike., (i) transactions in which the original direct insurer's obligations are
completely extinguished, resulting in no further exposure to loss arising on the business
novated or (ii) transactions in which the original assuming entity’s obligations are
completely extinguished) resulting in no further exposure to loss arising on the business
novated, provided that (1) the parties to the transaction are not affiliates (or if affiliates, that
the transaction has the prior approval of the domiciliary regulators of the parties) and (2)
the accounting for the original reinsurance agreement will not be altered from retroactive
to prospective;

C. The termination of, or reduction in participation in, reinsurance treaties entered into in the
ordinary course of business;

! The amount charged shall be reviewed when there are any modifications or waivers subsequent to the establishment of the contract terms.
If waivers or modifications to amounts charged occur, the related party transaction shall be reassessed to determine whether the contract
continues to reflect fair and reasonable standards. If the transaction was with a parent or other stockholder and the charge for services has
been fully waived, then the guidance in SSAP No. 72 for recognition as contributed capital (forgiveness of reporting entity obligation) or as
a dividend (forgiveness of amount owed to the reporting entity) shall apply.
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d. Intercompany reinsurance agreements, and any amendments thereto, among
companies 100% owned by a common parent or ultimate controlling person
provided there is no gain in surplus as a result of the transaction; or

e. Reinsurance/retrocession agreements that meet the criteria of property/casualty run-off
agreements described in paragraphs 102-105.

37. Retroactive reinsurance agreements resulting in surplus gain to the ceding entity (with or
without risk transfer) entered into between affiliates or between insurers under common control (as those
terms are defined in Appendix A-440) shall be reported as follows:

a. The consideration paid by the ceding entity shall be recorded as a deposit and reported as
a nonadmitted asset; and

b. No deduction shall be made from loss and loss adjustment expense reserves on the ceding
entity’s balance sheet, schedules, and exhibits.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or othéxr'NAILC groups):

INT 03-02 was exposed in March of 2003 and adopted in June 2003. The interpretation was not subsequently
amended. The final vote on this consensus had three members opposedmThesMarch 2003 exposure received six
different comment letters to the Emerging Accounting Issues (E) Working Group from: 1) Ohio (EAIWG member);
2) New Hampshire (EAIWG member); 3) Interested parties, 4) LibertyyMutual and 5) PricewaterhouseCoopers (one
of the very few letters ever submitted directly by the firm.),and6) CNA. Five out of the six commenters noted
concerns that the proposed guidance (which was ultimately adepted), would conflict with SSAP No. 25 guidance
regarding economic transactions. While the interested parties *¢omment letter was more neutral, the verbal
comments provided supported the use of SSAP No. 25.

Several commenters recommended not adopting the guidance regarding the use of book value and instead following
SSAP No. 25 guidance for economic and non-ecenomic transactions. The commenters noted that SSAP No. 25
directs the use of fair value when such transactions’meet the definition of an economic transaction and that tax
regulations would provide a result similar'to SSAP No. 25. Multiple comments noted concerns similar to those
highlighted in the illustration above. Lommenters also noted that intercompany pooling reinsurance transactions
are economic transactions. They netedithat when assets (such as bonds valued at amortized cost) are transferred, if
the assets have a different fair valueithan book value, that difference should be recognized since the transferor no
longer controls the assets. Commenters also noted that treatment for reinsurance transactions for asset transfers
should not be different than,theitreatment for other intercompany transactions.

CNA comments wereysupportive of adopting the exposed consensus, the comment letter provided illustrations and
noted that intef€ompany, reinsurance agreements were subject to regulatory approval. The comments tried to
illustrate concernsipossibly having premature gain / surplus recognition.

The June 2003 minutes Emerging Accounting Issues (E) Working Group discussion on the INT 03-02 are excerpted
below.

The working group was referred to INT 03-02: Modification to an existing intercompany pooling arrangement
(Attachment D). Written comments were received from Ohio, New Hampshire and interested parties. Ohio
and New Hampshire believe that the transfer of assets and liabilities in an intercompany pooling
arrangement constitute an economic transaction and the accounting guidance in SSAP No. 25—Accounting
for and Disclosures about Transactions with Affiliates and Other Related Parties (SSAP No. 25), should be
followed. As such, the assets should be transferred at fair value and the ceding entity should record a
realized gain or loss. Keith Bell (Travelers) spoke on behalf of interested parties. Interested parties
commented that if the transaction was considered to be an economic transaction, SSAP No. 25 should be
followed. If the modification of an intercompany pooling arrangement is considered a noneconomic
transaction, the guidance in SSAP No.62—Property and Casualty Reinsurance(SSAP No. 62) is applied,
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as such, statutory book value should be used for assets and statutory value should be used for liabilities.
Jeff Alton (CNA) presented his comments by summarizing the statements made in his comment letter. Mr.
Alton stated that no revenue recognition should occur and suggested using a modified statutory book value
for transferring assets and liabilities. Mr. Clark stated that the Statutory Accounting Principles Working
Group must address the recommended transfer at modified statutory book value as this recommendation
would require substantive adjustments to statutory accounting principles. Shelly Zimmerman (Liberty
Mutual) provided comments which supported that intercompany pooling changes should follow the
accounting guidance in SSAP No. 25 as these are economic transactions between affiliates. Jean Connelly
(PriceWaterhouseCoopers) provided comments that summarize those outlined in the comment letter. Ms.
Connelly stated that intercompany pooling arrangements are economic transactions and that INT 03-01
provides a substantive change to SSAP No. 25.

Mr. Johnson then stated that he believes there is a stronger case for non-economic transaction treatment
and as such, statutory book value is appropriate for valuation purposes. Additionally, all these transactions
are subject to regulatory review under the Insurance Holding Company Act, affordingyregulators some
control over the approval of these transactions. Mr. Fritsch commented that if this guidance is not adopted
in the form of a new interpretation, SSAP No. 25 should be followed. Mr. Alton'stated that he believes the
current guidance in effect for intercompany pooling arrangements exists in,SSAP No. 62, paragraph 30d
which supports surplus neutrality: hence, the need is for an interpretation” of paragraph 30d. Mr. Johnson
stated that language clarification in SSAP No.61—Life, Deposit=Type and Accident and Health
Reinsurance(SSAP No. 61) and SSAP No. 62 should be addressed“as a project of the reinsurance
subgroup of the SAPWG. Mr. Johnson made a motion to adopt Interpretation 03-02 with deletion of the first
two sentences in paragraph 11. Mr. Stolte seconded the metion. Mr. Johnson requested a roll call vote.
There were 9 yeas from Alabama, Connecticut, Florida, lllineis, Louisiana, Michigan, Texas, Pennsylvania
and Virginia. There were 3 nays from New York, Ohiof and, Wisconsin. Therefore, the working group
adopted Interpretation 03-02 by consensus. Mr. Johnsen‘also made a motion to refer to the Reinsurance
Subgroup of the SAPWG, review of the current guidanee indSSAP No. 61, SSAP No. 62 and SSAP No.
63—Underwriting Pools and Associations Including laterecémpany Pools. Mr. Ford seconded the motion.
The working group unanimously adopted the referral.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): Not Applicable
Staff Review Completed by: Robin Marcotte — NAIC Staff, July - 2022

Staff Recommendation: NAIC staff recommends that the Working Group move this item to the active listing,
categorized as a SAP clarification, and expose the intent to nullify INT 03-02, as it is inconsistent with SSAP
No. 25 guidance regarding economic and non-economic transactions between related parties. The guidance
in INT 03-02 can result,with in essence, unrecognized gains (dividends) or losses through the using the
statutory booK valuation when using assets (bonds) to make payments to affiliates for modifications to
existing intercompany reinsurance pooling agreements. Treatment of transfers of assets between affiliates
should be consistent'for all intercompany transactions and there is not a compelling need to be different when
valuing assets for intercompany reinsurance transactions.

Status:
On August 10, 2022, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification, and exposed the intent to nullify INT 03-02.

On December 13, 2022, the Working Group moved this agenda item to the active listing, categorized as a SAP
clarification, and re-exposed the intent to nullify INT 03-02. This re-exposure requested industry to provide
comments on specific instances in which the interpretation was being applied. In addition, the following key points
were noted for consideration during the exposure in response to some of the comments received.
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1. In the current interest rate environment, the fair value of many bonds is below book value. For example, a
bond with an amortized cost of 100 with a fair value of 85. The way INT 03-02 is written a bond with a fair
value of 85 could be used to settle an intercompany reinsurance pooling obligation of 100. If the reporting
entity paid with cash, they would be required to pay $100. The actual cash value of obligations when they
are extinguished is a relevant measure of the transaction.

2. Using book value for measurement of payments between affiliates can result in either unrecognized or in
effect dividend or losses. SSAP No. 25 requires such transfers of assets between affiliates to use fair value.
If a subsidiary can pay the parent with assets that have a lower fair value than book value (ex, owes $100
but pays with a bond of 85), this has a similar effect as an unrecognized capital contribution to the
subsidiary. SSAP No. 72 requires a capital contribution to be valued using fair value.

3. At the ultimate parent level such transfer of assets (in accordance with SSAP No. 25, guidance) may be
noneconomic in that the parent continues to hold an interest in the same assets. Therefore, at the parent
level, such transfers of assets may result in the deferral of gains. Staff believestthatlosses would not be
deferred at the ultimate parent level.

4. While it may be more expedient to pay intercompany reinsurance peoling transactions with assets, the
valuation used should be similar to if the obligation was extinguished with eash. Therefore, an entity can
still choose to pay with assets, they just need to be valued consistently, with"'SSAP No. 25 guidance.

5. SSAP No. 62R, paragraph 36d provides an exception to retreactive reinsurance accounting guidance which
allows for prospective accounting treatment for intercompanyireinsurance among 100% owned affiliated
provided there is no gain to the ceding entity. If there is again to the ceding entity, there is guidance in
SSAP No. 62R, paragraph 37 which requires a mogze"punitive method of accounting than either prospective
or retroactive reinsurance accounting. Theréfore, INAIC staff comment is that the statutory accounting
objective is to provide different treatment forretroactive reinsurance contracts if there is a gain to the ceding
entity. This is another reason that theguidance in»INT 03-02 is problematic. The object is to correctly
measure the effects of the contract, which drives the accounting. The objective is not to obscure whether
there is a gain to the ceding entity, which can’happen in the event that the assets used in payment are not
measured correctly.

6. Interested parties noted that modifications to intercompany pooling arrangements are typically effective
retroactive to the beginningyof thefyear. Staff notes that the payment value when the transaction is settled
should be equivalent to the cash value of what is owed on the date of extinguishment of the liability.

7. Many of the interested “parties’ comments regarding GAAP use of book value are more relevant to
consolidatedibasis accounting which is not consistent with the legal entity basis of statutory accounting.

8. Interested, parties’ comments noted that there is a difference in treatment for intercompany pooling
participantsiwho are not 100% owned by a common parent. NAIC staff notes that retroactive pooling
agreement changes with participants that are not 100% under common control do not meet the exception to
retroactive accounting provided in SSAP No. 62R, paragraph 36d. NAIC staff notes that SSAP No. 62R,
paragraph 37 provides guidance for retroactive reinsurance agreements among affiliates where there is a
gain to the ceding entity. Therefore, the regulatory objective is not to avoid gain but to properly account for
intercompany retroactive contracts that include gains.

On March 22, 2023, the Working Group re-exposed the intent to nullify INT 03-02, effective December 31, 2023.
The nullification is proposed as INT 03-02 is inconsistent with SSAP No. 25 guidance regarding economic and
non-economic transactions between related parties. The guidance in INT 03-02 can result with, in essence,
unrecognized gains (dividends) or losses through the using the statutory book valuation when using assets (bonds)
to make payments to affiliates for modifications to existing intercompany reinsurance pooling agreements.
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Treatment of transfers of assets between affiliates should be consistent for all intercompany transactions and there
is not a compelling need to be different when valuing assets for intercompany reinsurance transactions.

On August 13, 2023, the Statutory Accounting Principles (E) Working Group re-exposed the intent to nullify INT
03-02 and directed NAIC staff to work with industry regarding some of their comments and examples to be
submitted by industry.

On December 1, 2023, the Statutory Accounting Principles (E) Working Group deferred action on this agenda item
and directed NAIC staff to continue working with interested parties on the proposal.

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed its intent to nullify INT 03-
02, and exposed revisions to SSAP No. 25—Alffiliates and Other Related Parties and SSAP No. 63—Underwriting
Pools to address transfers of assets when modifying intercompany pooling agreements. The e ed revisions were
based on interested parties’ comments with minor edits proposed by NAIC staff.

Exposed Revisions to SSAP No. 25 and SSAP No. 63 are illustrated below. ¢ o

SSAP No. 25—Affiliates and Other Related Parties

4. If a company transfers assets or liabilities to effectuate a me@

liabilities.

SSAP No. 63—Underwriting Pools (only impacte

1. This statement establishes stat
including intercompany pooling arrapgeme

8. Insurance groupsstha 2 iftercompany pooling arrangements often modify these arrangements
from time to time for vafi@us@busifiess reasons. These business reasons commonly include mergers,

modification, such as changing (by adding or removing) the number of pool
y may commute the existing pooling agreement and execute a new pooling

abllities amongst the impacted affiliates may also be required in order to implement the new
pooling adkeement(s). The following subparagraphs provide quidance specific to modifications of
intercompany pooling arrangements and shall not be applied to an analogous transaction or event.

a. The appropriate valuation basis to be used for assets and liabilities that are transferred
among_affiliates in_conjunction with the execution of a new intercompany pooling
agreement(s) that serves to substantively modify an existing intercompany pooling
arrangement is statutory book value for assets and statutory value for liabilities.

b. The net amount of the assets and liabilities being moved among entities as a result of a
modification to _an intercompany pooling shall be used to settle the intercompany
payable/receivable (i.e., the assets that are transferred in_conjunction with the
modification) to minimize the amount of assets transferred in the modification.

12. Note that other applicable reinsurance gquidance from SSAP No. 61R—Life, Deposit Type and
Accident and Health Reinsurance or SSAP No. 62R—Property and Casualty Reinsurance, depending on
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the type of business, applies to intercompany pooling arrangements and voluntary and involuntary pools.
This includes the SSAP No. 62R guidance in paragraphs 33 through 39 regarding retroactive reinsurance.

New disclosure in paragraph 13

13.i For modifications to _an existing intercompany pooling arrangement that involve the transfer of
assets with fair values that differ from cost or amortized cost, the statement value and fair value of assets
received or transferred by the reporting entity.

On August 13, 2024, the Statutory Accounting Principles (E) Working Group adopted as final, revisions to SSAP
No. 25—Affiliates and Other Related Parties and SSAP No. 63—Underwriting Pools to address transfers of assets
when modifying intercompany pooling agreements. Effective upon adoption, this agenda item also nullifies INT
03-02: Modification to an Existing Intercompany Pooling Arrangement. The exposed discl to SSAP No. 63,
paragraph 131, was modified from the exposure to incorporate revisions suggested by interésted pasties.

Adopted revisions are illustrated below. * O
SSAP No. 25—Alffiliates and Other Related Parties x\
4. If a company transfers assets or liabilities to effectuate a modifi@ati 0 an existing intercompany
pooling arrangement, the transaction, including the transfer of assetSashale accounted for and valued in
accordance with the guidance in SSAP No. 63—Undervwfitidg RPe he guidance in SSAP No. 63

regarding the transfers of assets or liabilities to effectus A\modification of an intercompany pooling
arrangements shall not be applied or analogized to othep tRwsAEHoNs involving transfers of assets and

liabilities. &
. . *
SSAP No. 63—Underwriting Pools (only impacted parx s gre reflected. )
1. This statement establishes sta % ounting principles for underwriting pools and associations,
including intercompany pooling arrange IS

8. Insurance groups that
from time to time for vasiou

b
—t

itercompany pooling arrangements often modify these arrangements
reasons. These business reasons commonly include mergers,
cturing of the group’s legal entity structure. In order to effectuate a
as _changing pooling participation percentages without changing the

ay _commute the existing pooling agreement and execute a new pooling
ction with executing the appropriate intercompany pooling agreements, a transfer
€s amongst the impacted affiliates may also be required in order to implement the new
: t(s). The following subparagraphs provide quidance specific to modifications of
pooling arrangements and shall not be applied to an analogous transaction or event.

intercompa

a. The appropriate valuation basis to be used for assets and liabilities that are transferred
among_affiliates in _conjunction with the execution of a new intercompany pooling
agreement(s) that serves to substantively modify an_existing intercompany pooling
arrangement is statutory book value for assets and statutory value for liabilities.

b. The net amount of the assets and liabilities being moved among entities as a result of a
modification to an intercompany pooling shall be used to settle the intercompany
payable/receivable (i.e., the assets that are transferred in conjunction with the
modification) to minimize the amount of assets transferred in the modification.

13. Note that other applicable reinsurance guidance from SSAP No. 61R—Life, Deposit Type and
Accident and Health Reinsurance or SSAP No. 62R—Property and Casualty Reinsurance, depending on
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the type of business, applies to intercompany pooling arrangements and voluntary and involuntary pools.
This includes the SSAP No. 62R guidance in paragraphs 33 through 39 regarding retroactive reinsurance.

New disclosure in paragraph 13 as modified after exposure:

13.i The statement value and fair value of assets received or transferred by the reporting entity for
modifications to an existing intercompany pooling arrangement that involved the transfer of assets with fair
value that differ from statement value.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer National

Meeting/Adoptions/22-12 - Review INT 03-02.docx
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Interpretation of the Emerging Accounting Issues (E) Working Group
INT 03-02: Modification to an Existing Intercompany Pooling Arrangement

NULLIFIED BY AGENDA ITEM 2022-12

INT 03-02 Dates Discussed

March 9, 2003; June 22, 2003; August 10, 2022: December 13, 2022: March 22, 2023: August 13, 2023
December 1, 2023: March 16, 2024: August 13, 2024

INT 03-02 References

Current:

SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance
SSAP No. 62R—Property and Casualty Reinsurance

SSAP No. 63—Underwriting Pools

INT 03-02 Issue

1. Insurance groups that utilize intercompany poeling!| arrangements often modify these
arrangements from time to time for various business reasons.. Theseybusiness reasons commonly include
mergers, acquisitions, dispositions or a restructuring of the group’sylegal entity structure. As an insurance
group’s business objectives and strategies evolve, it may,be necessary for the insurance group’s legal
entity structure to similarly evolve in order to address the insurance group’s business needs.

2. SSAP No. 63, paragraphs 5 and 7, defines and des€ribes intercompany pooling as an arrangement
among affiliated entities whereby “all of’the pooled business is ceded to the lead entity and then
retroceded back to the pool participants in agcordance with their stipulated shares.” This arrangement is
established through “a conventional quota sharedeinsurance agreement...” Arrangements whereby there
is one lead company that retains 100% of the pooled business and all or some of the affiliated companies
have a 0% net share of the pool may*qualify as intercompany pooling.”

3. Therefore, in order to “effectuate a modification to the existing intercompany pooling
arrangement, companies must either 1) amend the existing reinsurance agreement, or 2) execute new
agreements. The latter €¢enario may entail executing at least two agreements: a commutation of the
existing agreement, and‘anew’quota share agreement(s) that covers both past and future periods.

4. To illustrate, in=order to effectuate a relatively simple modification, such as changing pooling
participationypetéentages without changing the pool participants, companies often simply amend the
existing pooling, agreement. Alternatively, in order to effectuate a more complex modification, such as
changing (by adding or removing) the number of pool participants, a company must commute the existing
pooling agreement and execute a new quota share agreement(s). In conjunction with executing the
appropriate reinsurance agreements, a transfer of assets and liabilities amongst the impacted affiliates is
also required in order to implement the new reinsurance agreement(s). At issue is the appropriate
valuation basis to be used for assets and liabilities that are transferred pursuant to the new reinsurance
agreement(s).

5. Since SSAP No. 63 does not specifically address modifications to intercompany pooling
arrangements, insurance groups that modify their intercompany pooling arrangements must refer
elsewhere in Statutory Accounting Principles (SAP) for relevant guidance. The obvious guidance for such
transactions is SSAP No. 62R since an intercompany pooling arrangement is, by definition, affiliated
reinsurance. There is, however, a minority opinion that SSAP No. 25—Affiliates and Other Related
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Parties appears to apply due to the affiliated nature of these transactions. Since the guidance and intent of
SSAP No. 62R and SSAP No. 25 provide for different valuation bases, this interpretation serves to
provide definitive guidance as to which SSAP is relevant for these transactions and, therefore, clarify the
appropriate valuation basis to be used for assets and liabilities transferred pursuant to a modification to an
intercompany pooling arrangement.

SSAP No. 62R Approach:

6. This approach refers to the guidance and statutory accounting intent from SSAP No. 62R since
intercompany pooling arrangements are defined and established through reinsurance. Further, since
modifications to intercompany pooling agreements typically involve the transfer of net liabilities incurred
since the inception of the existing pooling agreement (i.e., prior to the effective date of the new
agreement), the retroactive reinsurance accounting guidance in paragraphs 33-39 of SSAP No. 62R is
applicable. Paragraph 33 states that this special accounting treatment is warranted “du€ to,the potential
abuses involving the creation of surplus to policyholders and the distortion of underwriting results...”
However, paragraph 36.d. specifically applies to intercompany reinsuranée arrangements, and
amendments to intercompany reinsurance agreements, since the reinsurancejagreement is among
companies 100% owned by a common parent. This paragraph allows prospective accounting treatment for
intercompany reinsurance agreements that do not result in a gain in surplusias aesult of the transaction.

7. To provide historical perspective, prior to the adoption (with, medification) of FASB Statement
No. 113, Accounting and Reporting for Reinsurance of Shart-Duration and Long-Duration Contracts
(FAS 113) as SAP, paragraph 36.d. was added as one of the ‘SAPymedifications. The intent of adding
paragraph 36.d. was to specifically exclude intercompany, reinsurance agreements among entities 100%
owned by a common parent from retroactive reinsurance-aecounting requirements as a result of amending
or modifying these agreements, provided there is no sdrplus gain. The presumption in this intent was that
there would be no gains to the ceding entity resulting from implementing amendments or modifications to
these types of reinsurance agreements.

8. Therefore, based on the foregoing guidance and background, the statutory accounting intent is to
avoid surplus gains for the ceding entity as a result of implementing a modification to an intercompany
pooling arrangement. On that basis, su¢h a modification does not represent an economic transaction to the
insurance group or to the impacted“companies. As such, the transfer of both the assets and the liabilities
valued at statutory book value,ensures that there is no impact to surplus as a result of implementing a
modification to an existing pooling arrangement.

SSAP No. 25 Approach

9. An appteach\different from that which refers to reinsurance accounting guidance is to refer to the
guidance in SSAPWNo0.25 since some may view a modification to an intercompany pooling agreement as
a related party transaction involving the exchange of assets or liabilities. In this case, paragraphs 14-18 of
SSAP No. 25 would appear applicable. This guidance specifies differing valuation bases, depending on
whether the transaction is considered an economic or a non-economic transaction. SSAP No. 25,
paragraph 14, states that “...The appearance of permanence is also an important criterion is assessing the
economic substance of a transaction. In order for a transaction to have economic substance and thus
warrant revenue (loss) recognition, it must appear unlikely to be reversed ...” Since insurance groups
often modify intercompany pooling arrangements, this type of transaction is not permanent, and may be
construed as a non-economic transaction. SSAP No. 25, paragraph 18.b., states that “non-economic
transactions ... shall be recorded at the lower of existing book value or fair value at the date of the
transaction.”

10. It appears that this guidance is intended to address matters involving discrete or isolated transfers
of assets and/or liabilities between affiliates rather than transfers of assets and liabilities effected in
relation to executing reinsurance transactions (the guidance for which is SSAP No. 62R). Additionally,
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application of this guidance would result in a change to the surplus of the insurance group as a result of
implementing a modification to an existing intercompany pooling arrangement. As previously stated, the
statutory accounting intent is to avoid surplus gains for the insurance group as a result of implementing a
modification to an intercompany pooling arrangement.

11. The accounting issues are:
a. What is the relevant guidance for modifications to intercompany pooling arrangements?
b. What is the appropriate valuation basis to be used for assets and liabilities that are

transferred among affiliates in conjunction with the execution of a new reinsurance
agreement(s) that serves to substantively modify an existing intercempany pooling
arrangement?

INT 03-02 Discussion
The Working Group reached a consensus as follows:

12. SSAP No. 62R provides accounting for property and casualtyseinsutance agreements including
specific guidance on intercompany pooling agreements. SSAP#Ne; 62R" provides two methods of
accounting for changes in intercompany pooling agreements; depending on whether or not the pooling
results in a gain in surplus.

13. The appropriate valuation basis to be used for assets and liabilities that are transferred among
affiliates in conjunction with the execution of a new r€insurance agreement(s) that serves to substantively
modify an existing intercompany pooling arrangement is/statutory book value for assets and statutory
value for liabilities. Book value is defined 4f"the, glessary of the Accounting Practices and Procedure
Manual.

INT 03-02 Status

14. No further discussion is planned.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/08-13-
24 Summer National Meeting/Adoptions/22-12a INT 03-02.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: ASU 2023-06, Disclosure Improvements
Check (applicable entity):
P/C Life Health
Modification of existing SSAP R R R
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: In October 2023, FASB issued ASU 2023-06, Disclosure Improvements, Codification
Amendments in Response to the SEC’s Disclosure Update and Simplification Initiative, in'response to a referral
from SEC Release No. 33-10532, Disclosure Update and Simplification, issued Augustyl 7,52018. The changes
detailed in the ASU seek to clarify or improve disclosure and presentation requirements of a variety of Topics.
Many of the amendments allow users to more easily compare entities subject to the SEC”siexisting disclosures with
those entities that were not previously subject to the SEC’s requirements, whileyothets represent miscellaneous
clarifications or technical corrections of the current disclosure requirements. Two ‘6f the more significant items
from the SEC referral is the requirement for companies to disclose their the weighted-average interest rate of debt
and provide repurchase agreement (repo) counterparty risk disclosures:, FASB elected to only require the weighted-
average interest rate disclosure for publicly traded companies duegto ‘¢oncerns regarding the complexity of the
calculation for private companies. It was also noted by Staff thatthe effective date of ASU 2023-06 is unusual as
both its timing, and ultimately its implementation within the Codification, is dependent on whether the SEC removes
the related disclosures from Regulation S-X, or RegulationsS=K becomes effective, prior to June 30, 2027. For this
agenda item, Staff believes that the occurrence, of’ nonseccutrence, of future SEC actions is not relevant to
discussion concerning the proposed disclosures' meritsiforsincClusion in the statutory accounting framework. If
needed, the Working Group will address the efféctive date of adoption at a later stage.

Existing Authoritative Literature:
The table starting on page six summarizes<the updates in this ASU, as well as defines the recommended actions for
statutory accounting.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other'State Departments of Insurance or other NAIC groups):

Agenda item 2024-04: Conforming Repurchase Agreements was developed in in response to the American Council
of Life Insurers (ACLI)requestto modify the treatment of repurchase agreements in the life risk-based capital
(RBC) formula to converge with treatment for securities lending programs.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None.

Convergence with International Financial Reporting Standards (IFRS):
None.

Staff Recommendation — Spring National Meeting:

NAIC staff recommends that the Working Group expose revisions to adopt, with modification, certain
disclosures from ASU 2023-06, Disclosure Improvements, Codification Amendments in Response to the SEC’s
Disclosure Update and Simplification Initiative, for statutory accounting within SSAP No. 15—Debt and
Holding Company Obligations and SSAP No. 103R—Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities. The disclosures revisions we have recommended are:

e Certain disclosures for unused commitments and lines of credit, disaggregated by short-term and long-term.
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e Disclosure of accrued interest from repos and securities borrowing, separate disclosure of significant (10%
of admitted assets) reverse repos, and counterparty disclosures for significant (10% of adjusted capital and
surplus) repos and reverse repos.

NAIC staff also requests regulator and interested party input on whether the accounting policy disclosure
for cash flows associated with derivatives, ASC 230-10-50-9, should also be adopted for statutory accounting
purposes. This would require companies to provide an accounting policy disclosure for where cash flows associated
with derivative instruments and their related gains and losses are presented in the statement of cash flows.

Staff Recommendation — Summer National Meeting:

NAIC staff recommends that the Working Group adopt, with modification, certain disclosures from ASU
2023-06, Disclosure Improvements, Codification Amendments in Response to the SEC’s Disclosure Update and
Simplification Initiative, for statutory accounting within SSAP No. 15—Debt and Helding Company
Obligations and SSAP No. 86—Derivatives. The disclosure revisions we have recommended are:

e Certain disclosures for unused commitments and lines of credit, disaggregated by short-term and long-term.
e Disclosure of the derivative cash flow accounting policy

In addition, NAIC staff recommend that the previously exposed revisions to adopt, with modification, certain
disclosures from ASU 2023-06 within No. 103R—Transfers_and, Servicing of Financial Assets and
Extinguishments of Liabilities be combined with agenda item 2024-04: Conforming Repurchase Agreements.
These disclosures revisions include:

e Disclosure of accrued interest from repos and securities,bortrewing, separate disclosure of significant (10%
of admitted assets) reverse repos, and counterparty’disclosures for significant (10% of adjusted capital and
surplus) repos and reverse repos.

Agenda item 2024-04 is intended to review and'revise current statutory guidance for repos and secured lending, as
such adoption of additional repo disclosures should be considered as a part of that project.

Staff Review Completed by:
NAIC Staff — William Oden, February2024

Status:
On December 1, 2023, the Statutory Accounting Principles (E) Working Group deferred exposure of this agenda
item as some items were notediwhich require further consideration.

On March 16, 2024 3theiStatlitory Accounting Principles (E) Working Group exposed revisions to adopt, with
modification, eertain_disclosures from ASU 2023-06, Disclosure Improvements, Codification Amendments in
Response to the SEC’s Disclosure Update and Simplification Initiative, for statutory accounting within SSAP No.
15—Debt and Holding Company Obligations and SSAP No. 103R—Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities. The Working Group also requested input from regulators and interested parties
on whether the derivative cash flow accounting policy disclosure, described in ASC 230-10-50-9, would provide
useful information to regulators.

Exposed Revisions to SSAP No. 15—Debt and Holding Company Obligations — Adopted

22. For unused commitments and lines of credit, the reporting entity shall separately disclose the following,
disaggregated by short-term and long-term, in the notes to financial statements:

a. The amount and terms of unused commitments for financing arrangements (including
commitment fees and the conditions under which commitments may be withdrawn).
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a:hb. The amount and terms of unused lines of credit for financing arrangements (including
commitment fees and the conditions under which lines may be withdrawn) and the amount of
those lines of credit that support commercial paper borrowing arrangements or_similar

arrangements.

Relevant Literature

32. This statement adopts, with modification, ASU 2023-06, Disclosure Improvements, Codification
Amendments in Response to the SEC’s Disclosure Update and Simplification Initiative. Statutory modifications
include:

a. Extending the disclosure requirements to both short-term and long-term unused commitments
and lines of credit, whereas ASU 2023-06 only required these disclosures for long-term unused
commitments and short-term lines of credit.

b. The requirement to disclose the weighted-average interest rate of shofaterm¥worrowings was
rejected for statutory accounting purposes.

*

Exposed revisions to SSAP No. 86—Derivatives — Adopted \\
Qﬁed:

Disclosure Requirements

63. Reporting entities shall disclose the following for all derivag\%
a. General disclosures:

i. A description of the reporting entity’ &&s for using derivatives, i.e., hedging, income

generation or replication; .

ii. A description of the conte
achieving those objectiv

understand those objectives and its strategies for

iii. The description for hedgi jectives shall identify the category, e.g., fair value hedges,
cash flow hedg or foreign currency hedges, and for all objectives, the type of
instrument(s) ;

iv. A description ccounting policies for derivatives including the policies for recognizing
(or reasons recognizing) and measuring the derivatives used, and when recognized,

wheré those instruments and related gains and losses are reported;

ication of whether the reporting entity has derivative contracts with financing
ms. (For purposes of this term, this includes scenarios in which the premium cost is
aid at the end of the derivative contract or throughout the derivative contract.);

Vi. The net gain or loss recognized in unrealized gains or losses during the reporting period
representing the component of the derivative instruments’ gain or loss, if any, excluded
from the assessment of hedge effectiveness;-and

Vil. The net gain or loss recognized in unrealized gains or losses during the reporting period
resulting from derivatives that no longer qualify for hedge accounting. For portfolio layer
method hedges, disclose circumstances that led to the breach; and

vikviii. The reporting entity shall disclose its accounting policy for where cash flows associated
with derivative instruments and their related gains and losses are presented in the
statement of cash flow.
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74. This statement adopts, with modification, ASU 2023-06, Disclosure Improvements, Codification

Amendments in Response to the SEC's Disclosure Update and Simplification Initiative. The adopted

guidance requires the reporting entity to disclose its accounting policy for where cash flows associated with

derivative instruments are presented in the statement of cash flow.

Not adopted - The following Revisions to were exposed SSAP No. 103R—Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities — Are To be Combined with Agenda Item 2024-04 (not adopted in

August 2024)

28. A reporting entity shall disclose the following™

a. For Repurchase and Reverse Repurchase Agreements:

If the entity has entered into repurchase or reverse repurchase agreements, information
regarding the company policy or strategies for engagingyin“repo programs, policy for
requiring collateral, as well as whether transactions have,been accounted for as secured
borrowings or as sale transactions. This disclosure ‘shalljinelude the terms of reverse
repurchase agreements whose amounts are included in“borrowing money. The following
information shall be disclosed by type of agreement:

(@)
(b)

(©

(d)

Whether repo agreements are bilatéraland/or tri-party trades;

Maturity time frame divided By theyfollowing categories: open or continuous term
contracts for which no maturity date is specified, overnight, 2 days to 1 week, from
1 week to 1 month, greater than 1" month to 3 months, greater than 3 months to 1
year, and greater than®l year™;

Aggregate narrative disclosure of the fair value of securities sold and/or acquired
that resulted in default. (This disclosure is not intended to capture “failed trades,”
which are defined as instances in which the trade did not occur as a result of an
error and‘was timely corrected. Rather, this shall capture situations in which the
non-defaulting party exercised their right to terminate after the defaulting party
failed to execute.)

If asef the date of the most recent balance sheet the aggregate carrying amount
of reverse repurchase agreements (securities or other assets purchased under
agreements to resell) exceeds 10% of total admitted assets, the assets shall be
separately disclosed. The entity shall also disclose whether there are any
provisions, beyond the collateral requirements in paragraph 113, to ensure that the
market value of the underlying assets remains sufficient to protect the entity in the
event that the counterparty defaults and, if so, the nature of those provisions.

Staff Note 2: The Supplemental Investment Risks Interrogatories (Appendix A-001) does require reporting of the
amount and percentage of admitted assets subject to reverse repurchase agreements. Staff is of the opinion that if
the assets subject to reverse repurchase agreements exceeded 10% then this fact is significant enough to also be
included in the notes the financial statements.

For repurchase transactions accounted for as secured borrowings™, the maximum amount
and end balance as of each reporting period (quarterly and annual) for the following:

@)

Fair value of securities sold. (Book adjusted carrying value shall be provided as an
end balance only.) This information is required in the aggregate, and by type of
security categorized by NAIC designation, with identification of nonadmitted
assets. Although legally sold as a secured borrowing, these assets are still
reported by the insurer and shall be coded as restricted pursuant to the annual
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statement instructions, disclosed in accordance with SSAP No. 1—Accounting
Policies, Risks & Uncertainties, and Other Disclosures, reported in the general
interrogatories, and included in any other statutory schedules or disclosure
requirements requesting information for restricted assets.

(b) Cash collateral and the fair value of security collateral (if any) received. This
information is required in the aggregate and by type of security categorized by
NAIC designation with identification of collateral securities received that do not
qualify as admitted assets.

Q) For collateral received, aggregate allocation of the collateral by the
remaining contractual maturity of the repurchase agreements (gross):
overnight and continuous, up to 30 days, 30-90 days, greater than 90
days. This disclosure shall also include a discussion _of the potential risks
associated with the agreements and related collateral received, including
the impact arising changes in the fair value of the collateral'received and/or
the provided security and how those risks areqmanaged.

(2) For cash collateral received that has been reinvested, the total reinvested
cash and the aggregate amortized cost and fairvalue of the invested asset
acquired with the cash collateral. This disclosure shall be reported by the
maturity date of the invested asset:"under 30 days, 60 days, 90 days, 120
days, 180 days, less than 1'year, 1:2 years, 2-3 years and greater than 3
years. To the extent that the maturity dates of the liability (collateral to be
returned) does not match the, invested assets, the reporting entity shall
explain the additional sources of liquidity to manage those mismatches.

(c) Liability recognized, including acertied interest, to return cash collateral, and the
liability recognized to return’securities received as collateral as required pursuant
to the terms of thessecured borrowing transaction.

iii. For reverse repurchase transactions accounted for as secured borrowings™, the maximum
amount and end balancejas of each reporting period (quarterly and annual) for the
following:

(a) Fair (value) of> securities acquired. This information shall be reported in the
aggregate,. and by type of security categorized by NAIC designation, with
identification of whether acquired assets would not qualify as admitted assets.

(b) Cash collateral and the fair value of security collateral (if any) provided. (If security
collateral was provided, book adjusted carrying value shall be provided as an end
balance only.) Disclosure shall identify the book adjusted carrying value of any
nonadmitted securities provided as collateral. For collateral pledged, the
aggregate allocation of the collateral by the remaining contractual maturity of the
reverse-repurchase agreements (gross): overnight and continuous, up to 30 days,
30-90 days, greater than 90 days. This disclosure shall also include a discussion
of the potential risks associated with the agreements and related collateral
pledged, including obligations arising from a decline in the fair value of the
collateral pledged and how those risks are managed.

(c) Recognized receivable for the return of collateral. (Generally cash collateral, but
including securities provided as collateral as applicable under the terms of the
secured borrowing transaction. Receivables are not recognized for securities
provided as collateral if those securities are still reported as assets of the reporting
entity.)

(d) Recognized liability, including accrued interest, to return securities acquired under
the reverse-repurchase agreement as required pursuant to the secured borrowing
transaction. (Generally, a liability is required if the acquired securities are sold.)
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iv. For repurchase transactions accounted for as a sale™, the maximum amount and end
balance as of each reporting period (quarterly and annual) for the following:

(a) Fair value of securities sold (derecognized from the financial statements). (Book
adjusted carrying value shall be provided as an end balance only, reflecting the
amount derecognized from the sale transaction.) This information is required in the
aggregate, and by type of security categorized by NAIC designation, with
information on the book adjusted carrying value of nonadmitted assets sold.

(b) Cash and the fair value of securities (if any) received as proceeds and recognized
in the financial statements. This information is required in the aggregate and by
type of security categorized by NAIC designation, with identification of received
assets nonadmitted in the financial statements. All securities received shall be
coded as restricted pursuant to the annual statement instructions, disclosed in
accordance with SSAP No. 1, reported in the general interrogateries, and included
in any other statutory schedules or disclosure requirements requesting information
for restricted assets.

(c) The forward repurchase commitment recognizéd toreturn the cash or securities
received. Amount reported shall reflect the stated repurchase price under the
repurchase transaction.

V. For reverse repurchase transactions accounted fop as¥Sale™, the maximum amount and
end balance as of each reporting period (quarterly and annual):

(a) Fair value of securities acquired and recegnized on the financial statements. (Book
adjusted carrying value shall be,provided as an end balance only.) This information
shall be reported in the aggregatey and by type of security categorized by NAIC
designation. The disclosure also requires the book adjusted carrying value of
nonadmitted assetsiacquireds

(b) Cash collateral'and the fair value of security collateral (if any) provided. (If security
collateral was provided, book adjusted carrying value shall be provided as an end
balance only.) Disclosure shall also identify whether any nonadmitted assets were
provided asicollateral (derecognized from the financial statements).

Vi. If as of the?date offthe most recent balance sheet the amount at risk under repurchase
agreementSyer tf€ amount at risk under reverse repurchase agreements with any individual
coulierparty Or _group of related counterparties exceeds 10% of adjusted capital and
surpl¥s, an entity shall disclose the name(s) of those counterparties or group of related
SOoUnterparties, the amount at risk with each, and the weighted-average maturity of the
tepuréhase agreements or reverse repurchase agreements with each.

(@) For the purposes of this statement, the amount at risk under repurchase
agreements is the excess of the carrying amount (or market value, if higher than
the carrying amount or if there is no carrying amount) of the securities or other
assets sold under agreement to repurchase, including accrued interest plus any
cash or other assets on deposit to secure the repurchase obligation, over the
amount of the repurchase liability (adjusted for accrued interest).

&)(b) For the purposes of this statement, the amount at risk under reverse repurchase
agreements _is the excess of the carrying amount of the reverse repurchase
agreements over the market value of assets delivered in accordance with the
agreements by the counterparty to an entity (or to a third-party agent that has
affirmatively agreed to act on behalf of the entity) and not returned to the
counterparty, except in exchange for their approximate market value in a separate
transaction.
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Relevant Literature

135. This statement adopts, with modification, ASU 2023-06, Disclosure Improvements, Codification
Amendments in Response to the SEC's Disclosure Update and Simplification Initiative. Statutory modifications
include:

a. It is not feasible to require separate reporting of assets subject to reverse repurchase agreements
in excess of 10% of total assets. Instead, this was modified to require separate disclosure and the
threshold was modified to be "10% of total admitted assets.”

b. The disclosure threshold for the amount at risk under repurchase agreements or reverse
repurchase agreements was modified to be 10% of adjusted capital and surplus, rather than 10%

of total equity.

C. The requirement to disclose the weighted-average interest rate of repurcha
repurchase liabilities was rejected for statutory accounting purposes.

SEC’s Disclosure Update and Simplification Initiative, for statutory acco
Holding Company Obligations and SSAP No. 86—Derivatives. The partiaka
the previously exposed disclosures on unused commitments, linesyof
policy. The Working Group also directed NAIC staff to incorpora ously exposed disclosures from ASU
2023-06 concerning repos, reverse repos and securities bo in, o agenda item 2024-04: Conforming
Repurchase Agreements for further consideration as part of t ing project looking at the statutory accounting
treatment of repos and securities lending. The adopteg re% eflected below.

Adopted Revisions to SSAP No. 15—Debt and | %ﬂpany Obligations — Adopted

of credit, the reporting entity shall separately disclose the following,
e notes to financial statements:

22. For unused commitments and lin
disaggregated by short-term and lon

a. s of unused commitments for financing arrangements (including
nd the conditions under which commitments may be withdrawn).
a:hb. The om and terms of unused lines of credit for financing arrangements (including

t fees and the conditions under which lines may be withdrawn) and the amount of
of credit that support commercial paper borrowing arrangements or similar

Relevant Literature

32. This statement adopts, with modification, ASU 2023-06, Disclosure Improvements, Codification
Amendments in Response to the SEC’s Disclosure Update and Simplification Initiative. Statutory modifications
include:

a. Extending the disclosure requirements to both short-term and long-term unused commitments
and lines of credit, whereas ASU 2023-06 only required these disclosures for long-term unused
commitments and short-term lines of credit.

b. The requirement to disclose the weighted-average interest rate of short-term borrowings was
rejected for statutory accounting purposes.
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Proposed revisions to SSAP No. 86—Derivatives — Adopted

Disclosure Requirements
63. Reporting entities shall disclose the following for all derivative contracts used:

b. General disclosures:

Vi,

Vil.

ViVl

A description of the reporting entity’s objectives for using derivatives, i.e., hedging, income
generation or replication;

A description of the context needed to understand those objectives and its strategies for
achieving those objectives;

The description for hedging objectives shall identify the category, e.gs, fair value hedges,
cash flow hedges, or foreign currency hedges, and for all objectives, the type of
instrument(s) used;

A description of the accounting policies for derivatives includingithe policies for recognizing
(or reasons for not recognizing) and measuring the derivativesiused, and when recognized,
where those instruments and related gains and lossestare reported;

Identification of whether the reporting entity has‘derivative contracts with financing
premiums. (For purposes of this term, this,includes‘scenarios in which the premium cost is
paid at the end of the derivative contract or¢hroughout the derivative contract.);

The net gain or loss recognized in unrealized gains or losses during the reporting period
representing the component of the_derivative instruments’ gain or loss, if any, excluded
from the assessment of hedge effectiveness;-and

The net gain or loss recoghized'in UArealized gains or losses during the reporting period
resulting from derivatives that'no longer qualify for hedge accounting. For portfolio layer
method hedges, disclosecircumstances that led to the breach; and

The reporting entity shall disclose its accounting policy for where cash flows associated

Relevant Literature

with derivativegiRstiuments and their related gains and losses are presented in the
statemengt of €ashSoW.

74. This statement adoPts, with modification, ASU 2023-06, Disclosure Improvements, Codification

Amendments in Respope tO\tHE SEC’s Disclosure Update and Simplification Initiative. The adopted guidance

requires the reportifg entity 0 disclose its accounting policy for where cash flows associated with derivative

instruments aregpresented 1t the statement of cash flow.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer National
Meeting/Adoptions/23-26 - ASU 2023-06 - Disclosure Improvements.docx
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The last column lists the status of the GAAP source literature for statutory accounting and the recommended action.

Topic Codification Abbreviated Summary of Change Related SAP Status/Recommendation
Paragraphs
Statement of Cash 230-10 Requires an accounting policy disclosure in 50-9 NAIC staff noted that this disclosure
Flows—Overall annual periods of where cash flows associated may be duplicative of SSAP No. 86—
with derivative instruments and their related Derivatives, paragraph 63a.iv.
gains and losses are presented in the statement However, this disclosure does not
of cash flows. specifically require disclosure of the
accounting policy for the presentation
of cash flows from derivatives and the
statutory statement of cash flows does
not currently break out cash flows
from derivatives.
No comments were received from
regulators and Interested Parties had
no comments on adoption of this
disclosure.
Staff recommends adoption of this
disclosure for statutory accounting
purposes.
Accounting Changes and 250-10 Requires thatwhen there has been a change in 50-6 This disclosure is duplicative of SSAP
Error Corrections— the reportingentity, the entity disclose any No. 3—Accounting Changes and
Overall material prior-period adjustment and the Corrections of Errors, paragraph 13.
effect ofithe adjustment on retained earnings
in interim financial statements. This update is not applicable — no
action required.
Earnings Per Share— 260-10 Requires disclosure of the methods used in the 50-1 This update is not applicable — no
Overall diluted earnings-per-share computation for 55-51 action required.
each dilutive security and clarifies that certain 55-52
disclosures should be made during interim
periods. Amends illustrative guidance to
illustrate disclosure of the methods used in the
diluted earnings-per-share computation.
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Topic Codification Abbreviated Summary of Change Related SAP Status/Recommendation
Paragraphs
Interim Reporting— 270-10 Conforms to the amendments made to Topic 45-12 This update is not applicable — no
Overall 250. 45-19 action required.
50-1

Commitments—Overall 440-10 Requires disclosure of assets mortgaged, 50-1 This\disclosure is duplicative of SSAP
pledged, or otherwise subject to lien and the No. I—Accounting Policies, Risks &
obligations collateralized. Uncertainties, and Other Disclosures,

paragraph 23b.
This update is not applicable — no
action required.

Debt—Overall 470-10 Requires disclosure of amounts and terms of 15-1 Staff do not recommend adoption of
unused lines of credit and unfunded 50-6 the weighted-average interest rate
commitments and the weighted-average 5-7 calculation for statutory accounting
interest rate on outstanding short-term purposes. Due to the complexity of this
borrowings. Entities that are not public computation, this this disclosure is
business entities are not requiredito provide only required for public entities under
information about the weighted-average GAAP. As SAP does not have the
interest rate. public/private entity distinction,

adoption of this disclosure would be
applicable to all insurance entities.
This disclosure is not considered
necessary in light of existing debt SAP
disclosures and does not provide
enough benefit to offset the cost of
implementing such a potentially
complex calculation.

We recommend adoption, with
modification, of the disclosures
unused LOC and commitment
disclosures.

Equity—Overall 505-10 Requires entities that issue preferred stock to 50-4 This disclosure is duplicative of SSAP
disclose preference in involuntary liquidation No. 72—Surplus and Quasi-
if the liquidation preference is other than par Reorganizations, paragraph 22b.
or stated value.

This update is not applicable — no
action required.
© 2024 National Association of Insurance Commissioners 10 Page 2248 of 2278



Ref #2023-26

Topic

Codification

Abbreviated Summary of Change

Related
Paragraphs

SAP Status/Recommendation

Derivatives and
Hedging—Overall

815-10

Adds inter-codification reference to 230-10-
50-9 for disclosure of cash flows associated
with derivative instruments.

50-8C

This update is not applicable — no
action required.

Transfers and
Servicing—Secured
Borrowing and Collateral

860-30

Requires:

a. That accrued interest be included in the
disclosure of liabilities incurred in securities
borrowing or repurchase or resale
transactions.

b. Separate presentation of the aggregate
carrying amount of reverse repurchase
agreements on the face of the balance sheet if
that amount exceeds 10 percent of total assets.
c. Disclosure of the weighted-average interest
rates of repurchase liabilities for public
business entities.

d. Disclosure of amounts at risk with an
individual counterparty if that amountiexceeds
more than 10 percent ofistoekholder’s equity.
e. Disclosure for revefse repurchase
agreements that exceed 0 percent of total
assets on whetherhere areyany provisions in a
reverse repurchase agreement to ensure that
the market valueyof'the underlying assets
remains sufficient to protect against
counterparty default and, if so, the nature of
thase provisions.

15-1
45-2
45-2A
45-3
50%7
509 thtu 12
55-4

Werecommend adoption, with
modification, of the disclosures in
bullets a., b., d., and e. (see
Abbreviated Summary of Changes)

The disclosure in bullet c. is not
recommended for adoption within
SAP — no action required.

Extractive Activities—
Oil and Gas—Notes to
Financial Statements

932-235

Requires that paragraphs 932-235-50-3
through 50-36 be applicable for each annual
period presented in the financial statements.

50-2A

This update is not applicable — no
action required.

Financial Services—
Investment Companies—
Investment Company
Activities

946520

Requires that investment companies disclose
the components of capital on the balance
sheet.

50-11
50-12

This update is not applicable — no
action required.

Real Estate—Real Estate
Investment Trusts—
Overall

974-10

Requires disclosure for annual reporting
periods of the tax status of distributions per
unit (for example, ordinary income, capital

50-1

This update is not applicable — no
action required.
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Topic Codification Abbreviated Summary of Change Related SAP Status/Recommendation
Paragraphs

gain, and return of capital) for a real estate
investment trust.

Generally Accepted 105-10 Adds in transition and open effective date 65-7 This update is not applicable — no

Accounting Principles— information. 65-8 action required.

Overall
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2023-01, Leases (Topic 842), Common Control Arrangements

Check (applicable entity):

P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP [ ] [] L]
Interpretation [] [] []

Description of Issue: In March 2023, the Financial Accounting Standards Board (FASBwissued Accounting
Standard Update (ASU) 2023-01, Leases (Topic 842), Common Control Arrangements. This ASU was issued as
part of FASB’s post-implementation review to address issues that have been found during, the, implementation of
the new lease guidance from ASU 2016-02, Leases (Topic 842). As a remindery ASU 2016-02 was rejected for
statutory accounting and the operating lease treatment was retained.

ASU 2023-01 focuses on two issues that are both related to private company, stakeholders’ concerns about applying
Topic 842 to related party arrangements between entities under common contrel. The first issue provides a practical
expedient for private companies and not-for-profit entities that are not conduit bond obligors to use the written
terms and conditions of a common control arrangement to determine 1), whether a lease exists and, if so, 2) the
classification of and accounting for that lease. The practical expedient may be applied on an arrangement-by-
arrangement basis. If no written terms and conditions exist (including in situations in which an entity does not
document existing unwritten terms and conditions in writing@uponytransition to the practical expedient), an entity is
prohibited from applying the practical expedient and“must,evaluate the enforceable terms and conditions to apply
Topic 842. The new U.S. GAAP guidance for this_ issue s, only‘applicable to non-public entities.

The second issue involves the accounting for leasehold improvements associated with a lease between entities under
common control. U.S. GAAP guidance for life of leéasehold improvements prior to this update generally agrees to
statutory accounting. It was noted in the ASU that private company stakeholders were concerned that amortizing
leasehold improvements associated withwarrangements between entities under common control determined to be
leases (hereinafter referred to as €ommon control leases) over a period shorter than the expected useful life of the
leasehold improvements might result in*financial reporting that do not faithfully represent the economics of those
leasehold improvements, particularlyin common control leases with short lease terms. While this issue originally
came from private company‘stakeholder comments, the guidance for this issue is applicable for all lessees that are
party to a lease between @ntities under common control in which there are leasehold improvements.

Existing Authoritative,Literature:

The ASUs related,to Topic 842 have previously been rejected in SSAP No. 22R—Leases. Guidance for leasehold
improvements is included in SSAP No. 19—Furniture, Fixtures, Equipment and Leasehold Improvements and SSAP
No. 73—Health Care Delivery Assets and Leasehold Improvements in Heath Care Facilities, and guidance for
related parties is included in SSAP No. 25—Alffiliates and Other Related Parties.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): ASC Topic 842 was the result of a
joint project between FASB and the International Accounting Standards Board.
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Staff Recommendation:

NAIC staff recommends the Working Group move this item to the active listing of the maintenance agenda
categorized as a SAP clarification and expose revisions to adopt, with modification, ASU 2023-01 in SSAP
No. 19—Furniture, Fixtures, Equipment and Leasehold Improvements and SSAP No. 73—Health Care Delivery
Assets and Leasehold Improvements in Heath Care Facilities, as illustrated in the Form A. The proposed
revisions reject the practical expedient for private companies and not-for-profit entities but recommend
adoption of the leasehold improvement guidance from the ASU, with modification to the language to align
with existing guidance in SSAP No. 19 and SSAP No. 73.

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

5. Leasehold improvements that increase the value and enhance the usefulness of the leased asset
meet the definition of assets established in SSAP No. 4. Within that definition, such_items also meet the
criteria defining nonadmitted assets. Accordingly, such assets shall be reported as nonadmitted assets and
charged against surplus. These nonadmitted assets shall be amortized against net income‘over the shorter
of their estimated useful life or the remaining lease term as defined in SSAPyNo. 22R. Leasehold
improvements associated with a lease between entities under common congtoRshall pe amortized over the
useful life of those improvements to the holding company group as lonQ@s the 188See controls the use of
the underlying asset through a lease. If the lessor obtained the right 4 C@ntro®the use of the underlying
asset through a lease with another entity not within the same holding“¢@nipany group, the amortization
period shall not exceed the amortization period of the holding company group. Leasehold improvements
that do not meet the definition of assets shall be charged to‘expense when acquired. The amortization of
leasehold improvements (including property improvements.andiintegral equipment) shall cease, with any
remaining amount immediately expensed, in any event infwhich the lease is terminated in advance of the
lease term. This includes situations in which leased teal estate‘is acquired by the reporting entity lessee.
Such improvements related to the functionality of health, care delivery assets shall follow the accounting,
reporting and impairment guidance in SSAP No. 7Z3—Health Care Delivery Assets and Leasehold
Improvements in Health Care Facilities, and an,ex¢éeption to the application of this guidance to leasehold
improvements necessary for the functionalityaef health care delivery assets is included in SSAP No. 73. If
leased real estate is acquired, recognition of the real estate shall follow the provisions in SSAP No. 40R—
Real Estate Investments.

20. This_statement adopts, with modification, ASU 2023-01, Leases (Topic 842), Common Control
Arrangements. The practical exg@edignt for private companies and not-for-profit entities that are not conduit
bond obligors to use thegwritien 1@mS and conditions of a common control arrangement is rejected for
statutory accounting. Thedguidancedfor lessees that are a party to a lease between entities under common
control in which there are Y@asehold improvements is adopted, with modification to align with existing
statutory guidance.

SSAP No. 73—Health Care Delivery Assets and Leasehold Improvements in Health Care Facilities

9. Furniture, medical equipment and fixtures, and leasehold improvements shall be depreciated over
their estimated useful lives but for a period not to exceed three years, except for a leasehold improvement
which shall'he amortized against net income over the shorter of its estimated useful life or the remaining
lease term, using methods detailed in SSAP No. 19. Leasehold improvements associated with a lease
between entities under common control shall be amortized over the useful life of those improvements to
the holding company group as long as the lessee controls the use of the underlying asset through a lease.
If the lessor obtained the right to control the use of the underlying asset through a lease with another entity
not within the same holding company group, the amortization period shall not exceed the amortization
period of the holding company group. The amortization of leasehold improvements (including property
improvements and integral equipment) shall cease, with any remaining amount immediately expensed, in
any event in which the lease is terminated in advance of the lease term. This includes situations in which
leased real estate is acquired by the reporting entity lessee but excludes situations where the real estate
lease agreement has a purchase option that contains language that allows leasehold improvements
necessary for the functionality of specific health care delivery assets to be excluded from the purchase cost
of the real estate. Upon acquisition, such leasehold improvements necessary for the functionality of
healthcare delivery assets shall follow the guidance for health care delivery assets in this statement. If
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leased real estate is acquired, recognition of the real estate shall follow the provisions in SSAP No. 40R—
Real Estate Investments.

13. This statement adopts, with modification, ASU 2023-01, Leases (Topic 842), Common Control
Arrangements. The practical expedient for private companies and not-for-profit entities that are not conduit
bond obligors to use the written terms and conditions of a common control arrangement is rejected for
statutory accounting. The guidance for lessees that are a party to a lease between entities under common
control in which there are leasehold improvements is adopted, with modification to align with existing
statutory guidance.

Staff Review Completed by: Jake Stultz, NAIC Staff — February 2024

Status:

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed reyiSiens to adopt, with
modification, ASU 2023-01, Leases (Topic 842), Common Control Arrangements in SSAP NoaI19—Furniture,
Fixtures, Equipment and Leasehold Improvements and SSAP No. 73—Health Care Delivery Assets and Leasehold
Improvements in Heath Care Facilities, as illustrated above. The proposed revisions reject the practical expedient
for private companies and not-for-profit entities but recommend adoption of théleaseholdimprovement guidance
from the ASU, with modification to the language to align with existing guidance in SSAP No. 19 and SSAP No.
73.

On August 13, 2024, the Statutory Accounting Principles (E) WorkingyGroupiadopted the exposed revisions which
adopt with modification, as final, ASU 2023-01, Leases (Topic 842)Comimon Control Arrangements in SSAP No.
19—Furniture, Fixtures, Equipment and Leasehold Improvements and 'SSAP No. 73—Health Care Delivery Assets
and Leasehold Improvements in Heath Care Facilities.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/Natiorial Meetings/A; National Meeting Materials/2024/08-13-24 Summer National
Meeting/Adoptions/24-02 - ASU 2023-01 Leases.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A
Issue: ASU 2023-08, Accounting for and Disclosure of Crypto Assets

Check (applicable entity):

P/C Life Health
Modification of Existing SSAP X X X
New Issue or SSAP [ ] [] L]
Interpretation [] [] []

Description of Issue: In December 2023, the Financial Accounting Standards Board (FASB)issued Accounting
Standard Update (ASU) 2023-08, Intangibles—Goodwill and Other—Crypto Assets (Subtopic 350-60), Accounting
for and Disclosure of Crypto Assets. This ASU establishes the accounting and reportingsfor erypto assets, which
are defined in U.S. GAAP as assets that:

1. Meet the definition of intangible assets as defined in the Codification.

2. Do not provide the asset holder with enforceable rights to or claims on underlying goods, services, or other
assets.

Are created or reside on a distributed ledger based on blockchain orsimilar technology.

Are secured through cryptography.

Are fungible.

Are not created or issued by the reporting entity or itsfelated parties.

SNk W

ASU 2023-08 also clarified the disclosure of crypto aSsets instheMfinancial statements, which note that crypto assets
are to be reported at fair value, are reported separately. from the’other intangible assets, describe how they are to be
disclosed in the income statement and statement of cash, flows, and includes a rollforward of activity and balances
on an annual basis.

As background, on May 20, 2021, the Working Group adopted Interpretation (INT) 21-01: Accounting for
Cryptocurrencies, which established statatoryyaccounting for crypto assets. At that time, NAIC staff had received
several questions on the proper freatment of cryptocurrencies, so with the absence of U.S. GAAP guidance, the
Working Group adopted INT 21-01.“Theé INT established that directly held cryptocurrencies have not been
identified in the Accounting,Practicessand Procedures Manual (AP&P Manual) as an admitted asset, and do not
meet the definition of any admitted asset that is defined in the AP&P Manual. Accordingly, by default they are a
nonadmitted asset per SSAPWNow4—Assets and Nonadmitted Assets, paragraph 3, as they are not specifically
identified in the AP&P Manual as an admitted asset. Additionally, a disclosure for crypto assets was added to the
general interrogatories of the Annual Statement blanks and instructions.

This agenda item intends to codify the guidance that was adopted in INT 21-01, and formally establish that crypto
assets are nonadmitted assets for statutory accounting.

Existing Authoritative Literature:
Accounting for cryptocurrencies is currently addressed by INT 21-01 Accounting for Cryptocurrencies, and the

Annual Statement blanks included a disclosure in the general interrogatories.

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None
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Convergence with International Financial Reporting Standards (IFRS): None

Staff Recommendation:

NAIC staff recommends that the Working Group move this item to the active listing of the maintenance
agenda categorized as a SAP clarification and expose revisions to adopt, with modification ASU 2023-08 for
statutory accounting. The agenda item proposes to adopt the definition of crypto assets from the ASU but
establishes that directly held crypto assets are nonadmitted assets for statutory accounting. The
recommendation is to add guidance to SSAP No. 20—Nonadmitted Assets that clarifies that directly-held
crypto assets are nonadmitted assets for statutory accounting and to define crypto assets using the definition
from ASU 2023-08. This agenda item does not intend to modify the general interrogatory disclosures that
had previously been added to the Annual Statement blanks and instructions. Additionally, NAIC staff
recommends that the Working Group expose the intent to nullify IN7T 21-01, Accounting for Cryptocurrencies,
upon the adoption of this agenda item. The revisions to SSAP No. 20 are illustrated below:

SSAP No 20—Nonadmitted Assets
Paragraph 4:

f. Crypto assets are defined as intangible digital assets in which tramsa@#fons are created or reside on
a distributed ledger based on blockchain or similar technology and arewenfied with records maintained by
a decentralized system using cryptography. rather than by a%ghtraliged authority, and do not provide the
asset holder with enforceable rights to or claims on underlggn®goaods. services, or other assets. Directly
held crypto assets do not meet the definition of cash in SSAP Mo 2R—Cash, Cash Equivalents, Drafts, and
Short-Term Investments, and due to the volatile naturd@f the.assets and liquidity issues, the assets shall not
be considered available to satisfy policyholder obligations.

5. This statement adopts with modification FASByEmerging Issues Task Force No. 08-7: Accounting for
Defensive Intangible Assets to nonadmit defensible intangible assets. This statement rejects Chapters 3A and 11 of
Accounting Research Bulletin No. 43, Restatement and Revision of Accounting Research Bulletins. This statement
adopts, with modification, ASU 2023-08, IntanciBie§™Goodwill and Other—Crypto Assets (Subtopic 350-60),
Accounting for and Disclosure of Crypto€dssets, which adopts the definition of crypto assets from the ASU and
establishes that directly held crypto assefardmonadmitted assets for statutory accounting.

Staff Review Completed by: Jake Stultz, NAIC Staff—February 2024

Status:

On March 16, 2024, the, Statutory Accounting Principles (E) Working Group exposed revisions to adopt, with
modification ASU 2023=08,"Accounting for and Disclosure of Crypto Assets for statutory accounting. The revisions
propose to adoptithe definition of crypto assets from the ASU but establishes within SSAP No. 20—Nonadmitted
Assets that directly“held crypto assets are nonadmitted assets for statutory accounting. Additionally, the exposure
includes the intent to nullify INT 21-01, Accounting for Cryptocurrencies. This agenda item does not intend to
modify the general interrogatory disclosures that had previously been added to the Annual Statement blanks and
instructions.

On August 13, 2024, the Statutory Accounting Principles (E) Working Group adopted the exposed revisions to
SSAP No. 20 which with modification, ASU 2023-08, Accounting for and Disclosure of Crypto Assets for statutory
accounting. Upon adoption, this agenda also nullifies INT 21-01, Accounting for Cryptocurrencies.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer National
Meeting/Adoptions/24-03 - ASU 2023-08 Crypto.docx
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Interpretation of the
Statutory Accounting Principles (E) Working Group

INT 21-01: Accounting for Cryptocurrencies

GUIDANCE NULLIFIED AUGUST 13, 2024

INT 21-01 Dates Discussed

March 15, 2021; May 20, 2021; August 13, 2024

INT 21-01 References

SSAP No. 2R—Cash, Cash Equivalents, Drafts, and Short-Term Investments
INT 21-01 Issue

1. This interpretation is to address questions regarding statutdry ‘accounting treatment for
cryptocurrencies, which are defined as a digital currency in which tramsactions are verified and records
maintained by a decentralized system using cryptography, aathétythan by a centralized authority.
Cryptocurrencies are purchased and exchanged using a limited number of unregulated digital currency
exchanges and are not held or offered by major banks.

2. The most valuable cryptocurrency as of February 202 1Nis Bitcoin, which has been in circulation
since 2009, and there are approximately 4,000 different ctyptocurrencies available on 200 different
cryptocurrency exchanges. Cryptocurrencies haveseen significant price volatility and have experienced
an extreme increase in value over the past year, withythe value of the total outstanding cryptocurrencies
nearing $1 trillion as of February 2021.€The total market value and increased popularity has led to
increased interest in the market by traditional‘finan¢ial institutions and insurance companies.

3. No NAIC Committees or groups have taken any action or established a position on
cryptocurrencies. Currently, sauditorsimust rely on guidance provided by the American Institute of
Certified Public Accountantsthtough anonauthoritative practice guide.

4. This Interpretation intends‘to clarify that directly held cryptocurrencies are nonadmitted assets for
statutory accounting.

INT 21-01 Discussion

5. Directly held cryptocurrencies have not been identified in the Accounting Practices and
Procedures Manual (AP&P Manual) as an admitted asset, and do not meet the definition of any admitted
asset that is defined in the AP&P Manual. Accordingly, by default they are a nonadmitted asset per SSAP
No. 4—Assets and Nonadmitted Assets, paragraph 3, as they are not specifically identified in the
Accounting Practices and Procedures Manual as an admitted asset.

6. Cash is defined in SSAP No. 2R—Cash, Cash Equivalents, Drafts, and Short-Term Investments as
a “medium of exchange that a bank or other similar financial institution will accept for deposit and allow
an immediate credit to the depositor’s account.” Cryptocurrencies are currently not accepted by major
banks and do not operate like a traditional currency, and as such do not meet the definition of cash in
SSAP No. 2R.
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INT 21-01 Consensus

7. The Statutory Accounting Principles (E) Working Group reached a consensus that directly held
cryptocurrencies do not meet the definition of an admitted asset and are therefore considered to be a
nonadmitted asset for statutory accounting. The Working Group intends to rely on this interpretation for
statutory accounting and will address cryptocurrencies further once FASB has provided definitive
guidance.

INT 21-01 Status
8. No further discussion is planned.
9. The Statutory Accounting Principles (E) Working Group will continue to monitor the evolution

of cryptocurrencies and subsequently review this interpretation as appropriate as part of the normal
maintenance process.
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: Consistency Revisions for Residuals
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP = = =
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: This agenda item has been developed to incorporate consistency tewvisions for residual
tranches and residual security interests. Over the last couple of years, a variety of revisionsave been incorporated
for residual interests. These began with revisions to clarify the reporting on Schedule BAg(instead of Schedule D-
1) along with the residual definition and guidance within each investment SSAP to highlight that residuals shall be
captured on Schedule BA. Although these revisions were necessary to immediatelyhaddress the reporting of
residuals, the discussion that accompanied these revisions have noted that conformingwevisions would be needed
coinciding with the effective date of the principles-based bond definition guidance to'have consistency of guidance
location, terminology and definitions.

With the revisions to SSAP No. 21R—Other Admitted Assets to provide the accounting and reporting for residuals,
all residuals, regardless of investment structure, shall follow the guidance detailed in SSAP No. 21R and be reported
on Schedule BA.

To ensure consistency in definitions and guidance, this agendatitem proposes to centralize the guidance in SSAP
No. 21R and use a consistent approach in the other investment.SSAPs to exclude residuals from scope and direct to
SSAP No. 21R.

Existing Authoritative Literature: - Key references/bolded for emphasis.

e  SSAP No. 21R—Other Admitted Assets (Effective 2025) — Adopted March 16, 2024

Residual Tranches or Interests/LossyPositions

28. A residual interest or.a residual security tranche (collectively referred to as residuals) exists in investment
structures that issueone orymore classes of debt securities created for the primary purpose of raising debt
capital backed by collateral assets. The primary source of debt repayment is derived through rights to the cash
flows of a discrete, poel of collateral assets. These designs could be backed directly or indirectly through a
feeder fund:"The collateral assets generate cash flows that provide interest and principal payments to debt
holders through a contractually prescribed distribution methodology (e.g., waterfall dictating the order and
application of all'eollateral cash flows). Once those contractual requirements are met, the remaining cash flows
generated by (or with the sale of) the collateral assets are provided to the holder of the residual security/residual
interest holder. When an asset within the discrete pool of assets does not perform as expected, it impacts the
extent to which cash flows will be generated and distributed. The residual holders in the structure continue to
receive payments from the collateral so long as there are cash flows in excess of the debt obligations. The
payments to the residual holder may vary significantly, both in timing and amount, based on the underlying
collateral performance.

29. The structural design of a residual interest or residual security tranche can vary, but the overall concept is
that they receive the remaining cash flows after all debt holders receive contractual interest and principal
payments. Determining whether an investment in a structure reflects a residual interest or tranche shall be
based on the substance of the investment held rather than its legal form. Common characteristics of residual
interests/residual security tranches include the items noted below, but the presence or absence of any of these
factors should not be definitive in determination. Classification as a residual should be based on the substance
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of the investment and how cash flows to the holder are determined. Additionally, it would be expected that the
equity position in an ABS Issuer, as defined in SSAP 26R, would be classified as a residual tranche.

a. Residuals often do not have contractual principal or interest.

b. Residuals may be structured with terms that appear to be stated principal or interest but that
lack substance, and result in receiving the residual cash flows of the underlying collateral. The
terms allow for significant variation in the timing and amount of cash flows without triggering a
default of the structure.

C. Residuals do not have credit ratings or NAIC assigned designations. Rather, they are first loss
positions that provide subordination to support the credit quality of the typically rated debt
tranches.

d. Residuals may provide payment throughout the investment duration (and net just at maturity),

but the payments received continue to reflect the residual amount permitted after debt tranche
holders receive contractual principal and interest payments.

e. Frequently, there are contractual triggers that divert cash flows from the residual holders to the
debt tranches if the structure becomes stressed.

30. Residual tranches or interests do not qualify for bond reporting. Residuals shall follow the accounting and
admittance guidance within this statement and are required to_beyreported on Schedule BA: Other Long-Term
Invested Assets.

31. As stated in paragraph 22, residuals are permitted te,be ‘admitted assets if debt securities from the same
structure qualify (or would qualify) as admitted assets. If the debt security from a structure is (or would be)
nonadmitted due to the requirements under paragraphf22, thensény residual interests or first loss positions held
from the same structure also do not qualify as admitted"assets and shall be reported as nonadmitted assets.

32. Residuals shall be initially reported at cost, or allocated cost (using proportional fair values if acquired along
with debt tranches from the securitization). Subsequent to initial acquisition, residuals shall be reported at either
1) the lower of amortized cost or fair value undenthe Allowable Earned Yield method detailed in paragraphs 33-
34, with temporary reductions in fair #alue reported as an unrealized loss, or 2) at the calculated practical
expedient method detailed in paragraph'85.

33. For purposes of this statementifor residuals only, amortized cost shall be defined as the cost to acquire the
residual reduced for distributions in excess of the Allowable Earned Yield and other-then-temporary
impairments (OTTI). ThedAllowable Earned Yield shall be established at acquisition as the discount rate that
equates the initial best.estimate of the residual’s cash flows to its acquisition cost. The Allowable Earned Yield
is not to be updated/afteracquisition.

34. Interestpincomeyshall be recorded under the effective yield method using the Allowable Earned Yield,
capped by the amount of cash distributions received. To the extent that the Allowable Earned Yield, applied to
the current amortized cost, exceeds the cash distributions received, such unrecognized interest income may
be carried forward to future periods to be recognized when sufficient cash distributions are received. To the
extent cash distributions exceed the Allowable Earned Yield (including any unrecognized interest carried
forward), the amortized cost shall be reduced by the excess. As a result of this method, the amortized cost shall
not be increased unless there is a subsequent investment (i.e., an additional purchase with additional
consideration remitted).

35. Reporting entities may elect a practical expedient in lieu of the Allowable Earned Yield detailed in
paragraphs 33-34 and calculate Book/Adjusted Carrying Value (BACV) such that all distributions received are
treated as a reduction in BACV. With this approach, the reporting entity will not recognize any interest or
investment income until the residual tranche has a BACV of zero. Once the residual has a zero BACV,
distributions received shall be recognized as interest income.
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a. Reporting entities applying the practical expedient shall continue to report residuals on Schedule BA,
including those with a zero BACV. Any subsequent distributions shall be reported as interest income
until the structure matures/terminates, is unwound, or no longer meets the definition of a residual.

b. Reporting entities are required to apply the practical expedient to all residuals held.

c. Reporting entities that wish to discontinue use of the practical expedient approach and move towards
the Allowable Earned Yield method are required to specify and disclose an explicit transition date, and
only apply the Allowable Earned Yield method to residuals acquired after that date. Residuals held prior
to the disclosed accounting method transition date shall continue to follow the practical expedient until
those residuals mature/terminate or are unwound.

36. Residuals shall be assessed for other-than-temporary impairment (OTTI) on an ongoing basis, with required
assessment anytime that fair value is less than the reported value.

a. For residuals measured using the Allowable Earned Yield method, as detailediin patagraphs 33-34,
an OTTI shall be considered to have occurred if the present value of expgctedicash flows discounted
by the Allowable Earned Yield, is less than amortized cost. Upon_identification of an OTTI, the
reporting entity shall recognize a realized loss equal to the diffefencejbetween the amortized cost
and the present value of expected cash flows, with the presentivalue of expected cash flows
becoming the new amortized cost to which the Allowable Earnedield“is applied. After the OTTI is
recognized, distributions received from the residual shall continue to be recorded in accordance with
paragraphs 33-34. Subsequent recoveries in cash flows,shall'not fésult in increases to the amortized
cost.

b. For residuals measured under the practical expedient, as detailed in paragraph 35, an OTTI shall be
considered to have occurred if the fair value of thelresidual is less than the BACV. The reporting entity
shall recognize a realized loss equal to the difference’between the fair value and the BACV, with the
fair value becoming the new BACV. After the O Tl is recognized, distributions received from the
residual shall continue to be recordeduin accordance with paragraph 35. Subsequent recoveries in
cash flows shall not result in incrgases to the BACV.

37. Residuals recognized on Schedule BA as ofDecember 31, 2024, and accounted for under a different SSAP,
shall follow the following measurementtransition guidance as of January 1, 2025:

a. Reporting entity shall determine whether they will follow the Allowable Earned Yield method detailed
in paragraphs 33-34; or the practical expedient detailed in paragraph 35, for all residuals.

b. Residuals previously accounted for under SSAP No. 26R or SSAP No. 43R shall prospectively apply
the Allowable Earned Yield measurement method elected under this Statement using the amortized
cost as offDecember 31, 2024 as the starting point in the calculation. Residuals that will follow the
practical expedient shall be recognized on January 1, 2025 at the lower of amortized cost or fair value
as,of December 31, 2024, realizing any unrealized loss existing at that date.

c. Residuals reported under the equity method or fair value as of December 31, 2024 (as they were
previously captured in scope of SSAP No. 30R, 32R or 48) with unrealized gains or losses
recognized, shall recognize any unrealized position as realized, with the reported value as of
December 31, 2024 becoming the January 1, 2025 cost basis for subsequent measurement under
this statement.

Effective Date and Transition

40. This statement is effective for years beginning January 1, 2001. 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. The guidance for structured settlements when the reporting
entity acquires the legal right to receive payments is effective December 31, 2018.

41. Revisions adopted March 16, 2024, to add guidance for “Debt Securities That Do Not Qualify as Bonds”
and for “Residual Tranches or Interests/Loss Positions” are initially effective Jan. 1, 2025, to correspond with
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the effective date of the principles-based bond definition. The guidance for residual tranches is permitted for
early application. Reporting entities that apply this guidance in 2024 shall continue to follow the transition
guidance in paragraph 37 using the modified dates that correspond to the reporting entity’s application date.

SSAP No. 26R—Bonds (Effective 2025)

4. This statement excludes:

a.

Mortgage loans and other real estate lending activities made in the ordinary course of business.
These investments are addressed in SSAP No. 37—Mortgage Loans and SSAP No. 39—Reverse
Mortgages.

Investments that qualify within the principles-based definition as an ABS. These investments shall
follow the guidance in SSAP No. 43R—Asset-Backed Securities.

Securities that provide varying principal or interest based on underlying equity ‘appreciation or
depreciation, an equity-based derivative, real estate or other non-debt variable, as described in
paragraph 6.d.

Securities that do not qualify as bonds pursuant to the principles-based bond definition, including
first loss positions that lack contractual payments or substantive credit enhancement. These
investments shall follow the appropriate guidance in, SSAR No. 21R— Other Admitted Assets.

Replication (synthetic asset) transactions addressed, in’ SSAP No. 86—Derivatives. The
admissibility, classification and measurement of a replication (synthetic asset) transactions are not
preemptively determined by the principles-based),bond definition and should be evaluated in
accordance with the guidance on replicationy(synthetic asset) transactions within SSAP No. 86.

Investments that are captured specifically within other SSAPs. For example, reporting entity
acquired structured settlements are captured in scope of SSAP No. 21R—Other Admitted Assets,
held surplus notes are captured in scope of SSAP No. 41R—Surplus Notes and working capital
finance investments are captured in scope of SSAP No. 105—Working Capital Finance
Investments. Investments capturediin scope of other SSAPs are subject to the measurement and
admittance provisions of thase SSAPs. Furthermore, investments that have specific reporting lines
on dedicated schedules¥(such as with both surplus notes and WCFI) shall be reported on their
dedicated lines.

10. The holder of a debt instrument issued by an ABS Issuer is in a different economic position than if the
holder owned the ABS Issuer’s assets directly. The holder of the debt instrument is in a different economic
position if such_debt instrument benefits from substantive credit enhancement through guarantees (or
other similar forms ofirecourse), subordination and/or overcollateralization.

a.

Substantive Credit Enhancement: The intent of the criteria requiring the holder to be in a different
economic position is to distinguish qualifying bonds from instruments with equity-like characteristics
or where the substance of the transaction is more closely aligned with that of the underlying
collateral. To qualify as an ABS under this standard, there is a requirement that there are
substantive credit enhancements within the structure that absorb losses before the debt instrument
being evaluated would be expected to absorb losses. This is inherent in the context of an issuer
credit obligation in scope of SSAP No. 26R as the owners of the equity in the operating entity are
the first to absorb any variability in performance of the operating entity. The same concept applies
to asset-backed securities. If substantive credit enhancement did not exist, the substance of the
debt instrument being evaluated would be more closely aligned with that of the underlying collateral
than that of a bond. Credit enhancement that is merely nominal or lacks economic substance does
not put a holder in a different economic position. The substantive credit enhancement required to
be in a different economic position is specific to each transaction; determined at origination; and
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refers to the level of credit enhancement a market participant (i.e., knowledgeable investor
transacting at arm’s length) would conclude is substantive.

b. Thefirst loss position may be issued as part of a securitization in the form of a debt or equity
interest, or it may be retained by the sponsor and not issued as part of the securitization. If
the first loss position (or a more senior position(s), if the first loss position(s) lacks
contractual payments along with a substantive credit enhancement) is issued as part of the
securitization, and does not have contractual principal and interest payments along with
substantive credit enhancement and is held by a reporting entity, the investment(s) does
not qualify for reporting as a bond and shall be reported on Schedule BA: Other Long-Term
Invested Assets at the lower of amortized cost or fair value consistent with the treatment for
residuals. (These items are further addressed in SSAP No. 21R—Other Admitted Assets.)

SSAP No. 30R—Unaffiliated Common Stock

1. This statement establishes statutory accounting principles for common stocks.

2. Investments in common stock of subsidiaries, controlled or affiliated entitiesy(investments in affiliates) are
not within the scope of this statement. They are addressed in SSAP No.“9@7—lnvestments in Subsidiary,
Controlled and Affiliated Entities.

3. Investments in the form of common stock that are in subStanceyresidual interests or a residual
security tranche, as defined in SSAP No. 43R or SSAP No#48,'shall be reported on Schedule BA: Other
Long-Term Assets in the dedicated reporting lines for residuals.

SSAP No. 32R—Preferred Stock
1. This statement establishes statutory accounting principles for preferred stock.

2. Investments in preferred stock of entities’captured IPSSAP No. 97—Investments in Subsidiaries, Controlled
or Affiliated Entities or SSAP No. 48—Joint Vlentures, Partnerships and Limited Liability Companies as well as
preferred stock interests of certified capital companies per INT 06-02: Accounting and Reporting for Investments
in a Certified Capital Company (CAPCO) are included within the scope of this statement. The requirement to
file investments in preferred stock of.certain subsidiaries, controlled or affiliated entities with the NAIC pursuant
to SSAP No. 97 does not affect the application of the accounting, valuation or admissibility under this statement.
In addition to the provisions of this_statement, preferred stock investments in SCAs are also subject to the
provisions of SSAP No. 25—Affiliates and Other Related Parties and SSAP No. 97—Investments in Subsidiary,
Controlled and Affiliated\Entities.

3. Investments infthe‘form of preferred stock that are in substance residual interests or a residual

security tranche, asydefined in SSAP No. 43R or SSAP No. No. 48, shall be reported on Schedule BA:
Other Long-Term"Assets in the dedicated reporting lines for residuals.

SSAP No. 43R—Asset-Backed Securities (Effective 2025)

4. This statement excludes:
a. Securities captured in scope of SSAP No. 26R—Bonds.

b. Mortgage loans in scope of SSAP No. 37—Mortgage Loans that qualify under an SVO structural
assessment as SVO-Identified Credit Tenant Loans. These investments are excluded as these are
captured as issuer credit obligations under SSAP No. 26R.

C. Securities that do not qualify as Asset-Backed Securities per the bond definition in SSAP
No. 26R—Bonds. This exclusion includes residual or interests, as well as first loss
positions, that do not have contractual payments or substantive credit enhancement. Debt
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securities that do not qualify and residual interests shall follow guidance in SSAP No. 21R—
Other Admitted Assets.

11. After initial recognition, the carrying value shall be determined in accordance with the reported NAIC
designation. The determination of NAIC designations shall be in accordance with the requirements detailed in
the Purposes and Procedures Manual of the NAIC Investment Analysis Office (P&P Manual):

a. For reporting entities that maintain an Asset Valuation Reserve (AVR), asset-backed securities,
excluding residual tranches or interests, shall be reported at amortized cost, except for those with an
NAIC designation of 6, which shall be reported at the lower of amortized cost or fair value. 3

b. For reporting entities that do not maintain an AVR, asset-backed securities designated highest-
quality and high-quality (NAIC designations 1 and 2, respectively), excluding residual tranches or
interests, shall be reported at amortized cost; loan-backed and structured securities_that are designated
medium quality, low quality, lowest quality and in or near default (NAIC designations 3'to 6, respectively)
shall be reported at the lower of amortized cost or fair value.

C. For residual tranches or interests®, all reporting entities shall report the item on Schedule
BA: Other Long-Term Invested Assets at the lower of amortized cast onfairvalue. Changes in the
reported value from the prior period shall be recorded as unrealized gainsror losses. For reporting
entities that maintain an AVR, the accounting for unrealized gains and |losses shall be in accordance
with SSAP No. 7—Asset Valuation Reserve and Interest Maintenance Reserve. These items are
captured in SSAP No. 21R—Other Admitted Assets and‘supjectto’admittance restrictions detailed
in that statement.

Footnote 4: Reference to “residual tranches or interests” intends to capture securitization tranches
and beneficial interests as well as other structures that reflect loss layers without any contractual
payments, whether principal or interest, or both. Payments to holders of these investments occur
after contractual interest and principal payments have been made to other tranches or interests and
are based on the remaining available finds. Although payments to holders can occur throughout
an investment’s duration (and not just at maturity), such instances still reflect the residual amount
permitted to be distributed after other holders have received contractual interest and principal
payments.

Residual Tranches or Interests

27. A residual interestier arésidual security tranche (collectively referred to as residuals) exists
in investment structures that issue one or more classes of debt securities created for the primary
purpose of raising‘debt capital backed by collateral assets. The primary source of debt repayment
is derived throgghrights to the cash flows of a discrete pool of collateral assets. These designs
could be backed directly or indirectly through a feeder fund. The collateral assets generate cash
flows that previde”interest and principal payments to debt holders through a contractually
prescribed™distribution methodology (e.g., waterfall dictating the order and application of all
collateral“eash flows). Once those contractual requirements are met, the remaining cash flows
generated by (or with the sale of) the collateral assets are provided to the holder of the residual
security/residual interest holder. When an asset within the discrete pool of assets does not perform
as expected, it impacts the extent to which cash flows will be generated and distributed. The
residual holders in the structure continue to receive payments from the collateral so long as there
are cash flows in excess of the debt obligations. The payments to the residual holder may vary
significantly, both in timing and amount, based on the underlying collateral performance.

28. The structural design of a residual interest or residual security tranche can vary, but the
overall concept is that they receive the remaining cash flows after all debt holders receive
contractual interest and principal payments. Determining whether an investment in a structure
reflects aresidual interest or tranche shall be based on the substance of the investment held rather
than its legal form. Common characteristics of residual interests/residual security tranches include
the items noted below, but the presence or absence of any of these factors should not be definitive
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in determination. Classification as a residual should be based on the substance of the investment
and how cash flows to the holder are determined.

a. Residuals often do not have contractual principal or interest.

Residuals may be structured with terms that appear to be stated principal or interest
but that lack substance, and result in receiving the residual cash flows of the
underlying collateral. The terms allow for significant variation in the timing and
amount of cash flows without triggering a default of the structure.

C. Residuals do not have credit ratings or NAIC assigned designations. Rather, they
are first loss positions that provide subordination to support the credit quality of the
typically rated debt tranches.

d. Residuals may provide payment throughout the investment duration (and not just at
maturity), but the payments received continue to reflect th@éWresidual amount
permitted after debt tranche holders receive contractual principal and interest
payments.

e. Frequently, there are contractual triggers that divert cash, flows from the residual
holders to the debt tranches if the structure becomés’stressed.

e SSAP No. 48R—Joint Ventures, Partnerships and Limited Liability Companies

Residual Interests and Reporting

18. Investments in scope of this statement are“reported on Schedule BA: Other Long-Term
Assets. Schedule BA includes dedicated reporting.categories for joint ventures, partnerships, and
limited liability company investments as well as for residual interests, both with reporting lines in
accordance with underlying asset characteristies. Investments within scope of this standard shall
be divided within these reporting categories, withdnvestments that reflect residual interests, or that
predominantly hold residual interests’ capturediin the residual interest reporting category.

19. Aresidual interest or aresidual'security tranche (collectively referred to as residuals) exists
in investment structures that issue one or more classes of debt securities created for the primary
purpose of raising debt capital backed by collateral assets. The primary source of debt repayment
is derived through rights tao'theicash flows of a discrete pool of collateral assets. These designs
could be backed directlysoriindirectly through a feeder fund. The collateral assets generate cash
flows that provide interest and principal payments to debt holders through a contractually
prescribed distribution methodology (e.g., waterfall dictating the order and application of all
collateral cash flows). Once those contractual requirements are met, the remaining cash flows
generated by (or with the sale of) the collateral assets are provided to the holder of the residual
security/reSidual interest holder. When an asset within the discrete pool of assets does not perform
as expected,iit impacts the extent to which cash flows will be generated and distributed. The
residual,holdersyin the structure continue to receive payments from the collateral so long as there
are cash flows in excess of the debt obligations. The payments to the residual holder may vary
significantly; both in timing and amount, based on the underlying collateral performance.

20. The structural design of a residual interest or residual security tranche can vary, but the
overall concept is that they receive the remaining cash flows after all debt holders receive
contractual interest and principal payments. Determining whether an investment in a structure
reflects aresidual interest or tranche shall be based on the substance of the investment held rather
than its legal form. Common characteristics of residual interests/residual security tranches include
the items noted below, but the presence or absence of any of these factors should not be definitive
in determination. Classification as a residual should be based on the substance of the investment
and how cash flows to the holder are determined.

a. Residuals often do not have contractual principal or interest.
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b. Residuals may be structured with terms that appear to be stated principal or interest
but that lack substance and result in receiving the residual cash flows of the
underlying collateral. The terms allow for significant variation in the timing and
amount of cash flows without triggering a default of the structure.

C. Residuals do not have credit ratings or NAIC assigned designations. Rather, they
are first loss positions that provide subordination to support the credit quality of the
typically rated debt tranches.

d. Residuals may provide payment throughout the investment duration (and not just at
maturity), but the payments received continue to reflect the residual amount
permitted after debt tranche holders receive contractual principal and interest
payments.

e. Frequently, there are contractual triggers that divert cash flows from the residual
holders to the debt tranches if the structure becomes stressed,

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups):

e Agenda Item 2021-15 — SSAP No. 43R — Residual Tranches, wasyadopted November 10, 2021, to
incorporate accounting guidance for residuals and clarify that residuals shall be reported on Schedule BA.

e Agendaitem 2023-12 — Residuals in SSAP No. 48 Investments, was‘adopted September 21, 2023 to define
residuals consistently between SSAP No. 43R—Asset-BackediSecurities and SSAP No. 48—Joint Ventures,
Partnerships and Limited Liability Companies and to add Annual Statement Instructions for the Schedule
BA residual reporting category.

e Agenda Item 2023-23 — Residuals in PreferredyStock and Common Stock Structures was adopted during
the 2023 Fall National Meeting to exclude residual interests from SSAP No. 30R—Unaffiliated Common
Stock and SSAP No. 32R—Preferred Stock.

e Principles-Based Bond Definition(— During the 2023 Summer National Meeting, the Working Group
adopted the principles-based bond definition in a revised SSAP No. 26R—Bonds and SSAP No. 43R—Asset-
Backed Securities. Subsequent to this ‘adoption, revisions to SSAP No. 21R—Other Admitted Assets were
exposed to capture accountingyand reporting guidance for non-bond debt securities as well as residual
interests. The revisions to SSAP No. 21R for debt securities that do not qualify as bonds to prescribe the
measurement method and accounting provisions for residual interests was adopted March 16, 2024 during
the 2024 Spring National, Meeting.

Information or issuesy(included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): N/A

Staff Recommendation:

NAIC staff recommend that the Working Group move this item to the active listing of the maintenance
agenda categorized as a SAP clarification and expose revisions to incorporate consistency revisions for
residuals so that all SSAPs refer to SSAP No. 21R for the formal definition and accounting and reporting
guidance. This recommendation involves revisions to SSAP No. 26R—Bonds (Effective 2025), SSAP No.
30R—Unaffiliated Common Stock, SSAP No. 32R—Preferred Stock, SSAP No. 43R—Asset-Backed Securities
(Effective 2025), and SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies.

Staff Review Completed by: Julie Gann, NAIC Staff—February 2024
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Status:

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed consistency revisions for
residuals so that SSAP No. 26R—Bonds (Effective 2025), SSAP No. 30R—Unaffiliated Common Stock, SSAP No.
32R—Preferred Stock, SSAP No. 43R—Asset-Backed Securities (Effective January 1, 2025), and SSAP No. 48—
Joint Ventures, Partnerships and Limited Liability Companies refer directly to SSAP No. 21R—Other Admitted
Assets for the formal definition and accounting and reporting guidance.

Proposed Revisions:

SSAP No. 26R—Bonds (Effective Jan. 1, 2025)

4. This statement excludes:

a. Mortgage loans and other real estate lending activities made in the ordinaty course of business.
These investments are addressed in SSAP No. 37—Mortgage Loans and"SSAR No. 39—Reverse
Mortgages.

b. Investments that qualify within the principles-based definitiontas an,ABS. These investments shall

follow the guidance in SSAP No. 43R—Asset-Backed Securities.

c. Securities that provide varying principal or interest based ‘on underlying equity appreciation or
depreciation, an equity-based derivative, real estateyor‘other non-debt variable, as described in
paragraph 6.d.

d. Securities that do not qualify as bonds purSuant tosthe principles-based bond definition, including

first loss positions that lack eentractual-pasments-or-substantive credit enhancement as described
in paragraph 10.b.. as those itcar®asc Yesiffal interests. All investments that are in substance
residual interests or that is a residual seQurity tranche, as defined in SSAP No. 21R—Other Admitted
Assets, —Fhese—investments—shall, follow the appropriate guidance in SSAP No. 21R—Other

e. Replication (synthetic ‘agset) transactions addressed in SSAP No. 86—Derivatives. The
admissibility, classification’and measurement of a replication (synthetic asset) transactions are not
preemptively determined by the principles-based bond definition and should be evaluated in
accordance ‘Wwith the guidance on replication (synthetic asset) transactions within SSAP No. 86.

f. Investments that are captured specifically within other SSAPs. For example, reporting entity
acquired structured settlements are captured in scope of SSAP No. 21R—Other Admitted Assets,
held, surplus notes are captured in scope of SSAP No. 41R—Surplus Notes and working capital
finance investments are captured in scope of SSAP No. 105—Working Capital Finance Investments.
Investments captured in scope of other SSAPs are subject to the measurement and admittance
provisions of those SSAPs. Furthermore, investments that have specific reporting lines on
dedicated schedules (such as with both surplus notes and WCFI) shall be reported on their dedicated
lines.

10. The holder of a debt instrument issued by an ABS Issuer is in a different economic position than if the
holder owned the ABS Issuer’s assets directly. The holder of the debt instrument is in a different economic position
if such debt instrument benefits from substantive credit enhancement through guarantees (or other similar forms of
recourse), subordination and/or overcollateralization.

a. Substantive Credit Enhancement: The intent of the criteria requiring the holder to be in a different
economic position is to distinguish qualifying bonds from instruments with equity-like
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characteristics or where the substance of the transaction is more closely aligned with that of the
underlying collateral. To qualify as an ABS under this standard, there is a requirement that there
are substantive credit enhancements within the structure that absorb losses before the debt
instrument being evaluated would be expected to absorb losses. This is inherent in the context of
an issuer credit obligation in scope of SSAP No. 26R as the owners of the equity in the operating
entity are the first to absorb any variability in performance of the operating entity. The same concept
applies to asset-backed securities. If substantive credit enhancement did not exist, the substance of
the debt instrument being evaluated would be more closely aligned with that of the underlying
collateral than that of a bond. Credit enhancement that is merely nominal or lacks economic
substance does not put a holder in a different economic position. The substantive credit
enhancement required to be in a different economic position is specific to each transaction;
determined at origination; and refers to the level of credit enhancement a market participant (i.e.,
knowledgeable investor transacting at arm’s length) would conclude is substantive.

b. The first loss position may be issued as part of an seeuritization ABS strueturaiin the form of a debt
or equity interest, or it may be retained by the sponsor and not issued as patt of the seeuritization
structure. If the first loss position (or a more senior position(s), if the first loss position(s) lacks
contractual payments—along—with—a—substantive credit enhancement),is issued as part of the
seeuritizationstructure, and does not have eentractual-principal-and-iterest payments-alongwith

substantive credit enhancement and is held by a reporting entity, the investment(s) does not qualify
for reporting as a bond as it is a residual interest. Alfudsidual inferests shall follow the accounting

and repomn0 },u1dance in SSAP No. 21R—Other Admitted A ssels sl b oo e Lo Dol Lol

e  SSAP No. 30R—Unaffiliated Common Stock
1. This statement establishes statutory accounting principles for common stocks.

2. Investments in common stock of subsidiaries, controlled or affiliated entities (investments in affiliates) are
not within the scope of this statement.3They are addressed in SSAP No. 97—Investments in Subsidiary,
Controlled and Affiliated Entfities.,

3. Investments in the form of common stock that are in substance residual interests or a residual security
tranche, as defined in SSAR No. 21R—Other Admitted AssetsSSAPNo—43R-or-SSAP Ne-—48, shall follow the
accounting and repogfingguidénce in SSAP No. 21R with reporting be-reperted-on Schedule BA: Other Long-
Term Assets in the dedicated reporting lines for residuals.

e SSAP No. 32R—Preferred Stock
1. This statement establishes statutory accounting principles for preferred stock.

2. Investments in preferred stock of entities captured in SSAP No. 97—Investments in Subsidiaries, Controlled
or Affiliated Entities or SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies as well
as preferred stock interests of certified capital companies per INT 06-02: Accounting and Reporting for
Investments in a Certified Capital Company (CAPCO) are included within the scope of this statement. The
requirement to file investments in preferred stock of certain subsidiaries, controlled or affiliated entities with
the NAIC pursuant to SSAP No. 97 does not affect the application of the accounting, valuation or admissibility
under this statement. In addition to the provisions of this statement, preferred stock investments in SCAs are
also subject to the provisions of SSAP No. 25—Alffiliates and Other Related Parties and SSAP No. 97—
Investments in Subsidiary, Controlled and Affiliated Entities.
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3. Investments in the form of preferred stock that are in substance residual interests or a residual security
tranche, as defined in SSARPNo43R-e6rSSAP Ne-—No48S5S4P No. 21R—Other Admitted Assets, shall follow
the accounting and reporting guidance in SSAP No. 21R with reporting be-reperted-on Schedule BA: Other

Long-Term Assets in the dedicated reporting lines for residuals.

SSAP No. 43R—Asset-Backed Securities (Effective 2025)

4. This statement excludes:

a.

b.

Securities captured in scope of SSAP No. 26R—Bonds.

Mortgage loans in scope of SSAP No. 37—Mortgage Loans that qualify under an SVO structural
assessment as SVO-Identified Credit Tenant Loans. These investments are excluded as these are
captured as issuer credit obligations under SSAP No. 26R.

Securities that do not qualify as Asset-Backed Securities per the bond deéfinitionin SSAP No. 26R—
Bonds and re3|dual mterests as deflned in SSAP No. 21R Other Admitted Assets. Fhis-exelusion

e%&bs%an%w&emd%enh&neemem—These securmes Debt—seebmﬂes—that—deﬂet_qHah%Land reS|duaI
interests shall follow the accounting and reporting guidance in“"SSAP No. 21R.—Other-Admitted
Assets

11. After initial recognition, the carrying value shall be determined in accordance with the reported NAIC
designation. The determination of NAIC designations shall befin‘accordance with the requirements detailed in
the Purposes and Procedures Manual of the NAIC Investment /Analysis Office (P&P Manual):

a. For reporting entities that maintain_an “Asset Valuation Reserve (AVR), asset-backed
securities-excluding-residual-tranches-e¥thtgrests; shall be reported at amortized cost, except
for those with an NAIC designation=ef,6,-which shall be reported at the lower of amortized cost or
fair value. 3

b. For reporting entities thatide'not maintain an AVR, asset-backed securities designated
highest-quality and high-quality (NAIC designations 1 and 2, respectively)—exeluding+residuat
tranches-oerinterests;shallbe reported at amortized cost; loan-backed and structured securities
that are designated /mediumquality, low quality, lowest quality and in or near default (NAIC
designations 3 to 6, respectively) shall be reported at the lower of amortized cost or fair value.
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o  SSAP No. 48R—JointVentures, Partnerships and Limited Liability Companies

1. This statement establishes statutory accounting principles for investments in any joint ventures,
partnerships, and limited liability companies, including investments in certified capital companies (CAPCO) per
INT 06-02: Accounting and Reporting for Investments in a Certified Capital Company (CAPCO), whether or not
it is considered to be controlled by or affiliated with the reporting entity.

2. This statement excludes:

a. Single real estate property investments that are wholly-owned by an LLC that is directly and wholly-
owned by the reporting entity, and that meet the criteria established in SSAP No. 40R—Real Estate
Investments;-are-excluded-from-this-statement.

b. This-statement-does-not-address-the-aceceunting-for-ilnvestments in joint ventures, partnerships and
limited liability companies that invest in tax credit programs and are in scope of Low-ecome-Housing

Ia;e@reéﬂ—llrepeme&a&mseussed—%SSAP No 93—Investments in Tax Cred|t Proqramsl:ew-meeme
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he revised

reguirements-of-this-statement. (Staff Note: This text reflects edits proposed to reflect t
tax credit guidance in SSAP No. 93 exposed under agenda item 2022-14.)

c. Investments that are in substance residual interests or a residual security tranche, as defined in SSAP
No. 21R—Other Admitted Assets, shall follow the accounting and reporting guidance in SSAP No. 21R

with reporting on Schedule BA: Other Long-Term Assets in the dedicated reporting lines for residuals.
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On August 13, 2024, the Statutory Accounting Principles (E) Working Group adopted the exposed consistency
revisions for residuals with an effective date of January 1, 2025. These revisions result with all noted SSAPs
referring to SSAP No. 21R—Other Admitted Assets for the formal definition and accounting and reporting guidance.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer National
Meeting/Adoptions/06 - 24-08 - Residual Consistency Revisions.docx
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Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form

Form A
Issue: SSAP No. 2R — Clarification
Check (applicable entity):
P/C Life Health
Modification of Existing SSAP = = =
New Issue or SSAP [] [] []
Interpretation [] [] []

Description of Issue: This agenda item has been developed to update the guidance in SSAP No. 2R—Cash, Cash
Equivalents, Drafts and Short-Term Investments to remove a lingering reference to items that have been removed
from scope pursuant to the principles-based bond definition project (asset-backed secusities)or from agenda item
2023-17 (mortgage loans and Schedule BA assets). The edits are focused on the guidance that addresses ‘rolling’
cash equivalents and short-term investments in which there is a continued reference for SSAP No. 43R investments
and ‘other Invested assets.” This guidance has been revised to only reflect items Tniscope of SSAP No. 2R.

Existing Authoritative Literature:

e SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments

7.

15.

Regardless of maturity date, related party or affiliatéd’investments that would be in scope of SSAP No.
26R—Bonds, SSAP No. 43R—Loan-Backed and Structured Securities, or that would be reported as “Other
Invested Assets” shall be reported as long-teun ingestments if any of the following conditions apply,* unless
the reporting entity has re-underwritten the “investment, maintained appropriate re-underwriting
documentation, and each participating partythadythe ability to independently review the terms and can
terminate the transaction prior to renewal.

a. The reporting entity does ngt reasonably expect the investment to terminate on the maturity date.
This provision includes investments that are expected to be renewed (or rolled) with a maturity date
that ends subsequent totthe initial 90-day timeframe.

b. The investment was previously reported as a cash equivalent investment and the initial maturity
timeframe has passed. If an investment is reported as a cash equivalent and it is unexpectedly
renewed/rolled, the reporting entity is not permitted to continue to report the held security as a cash
equivalentmregardless of the updated maturity date, and shall report the security as a long-term
investment. An investment is only permitted to be reported as a cash equivalent for one quarter
reporting period. Meaning, if an investment was reported as a cash equivalent in the first quarter,
itis not permitted to be reported as a cash equivalent in the second quarter.

C. Theyreporting entity reacquired the investment (or a substantially similar investment) within one
year after the original security matured or was terminated. These reacquired securities shall be
reported as long-term investments. (These securities are also not permitted to be reported as short-
term investments, regardless of the maturity date of the reacquired investment.)

Regardless of maturity date, related party or affiliated investments in scope of SSAP No. 26R—Bonds,
SSAP No. 43R—Loan-Backed and Structured Securities, or that would be reported as “Other Invested

! Cash equivalents subject to the provisions of paragraph 7 are not permitted to be subsequently reported as short-term investments, even if
the updated/reacquired maturity date is within one year. These investments shall be reported as long-term investments. To avoid changes in
reporting schedules, reporting entities are permitted to report securities as long-term investments at initial acquisition, regardless of the initial
maturity date.
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Assets” shall be reported as long-term investments if any of the following conditions apply,? 2 unless the
reporting entity has re-underwritten the investment, maintained appropriate re-underwriting documentation,
and each patrticipating party had the ability to independently review the terms and can terminate the
transaction prior to renewal.

a. The reporting entity does not reasonably expect the investment to terminate on the maturity date.
This provision includes investments that are expected to be renewed (or rolled) with a maturity date
that ends subsequent to the initial “less than one year” timeframe.

b. The investment was previously reported as a short-term investment and the initial maturity
timeframe has passed. If an investment is reported as a short-term investment and it is
unexpectedly renewed/rolled, the reporting entity is not permitted to continue to report the held
security as a short-term investment (or as a cash equivalent) regardless of the updated maturity
date and shall report the security as a long-term investment. An investment is only permitted to be
reported as a short-term investment for one annual reporting period. Meaning, ifan investment was
reported as a short-term investment as of December 31, 2018, it is not permitted to'be reported as
short-term investment as of December 31, 2019.

C. The reporting entity reacquired the investment (or a substantially similarinvestment) within one
year after the original security matured or was terminated. These,reacquired securities shall be
reported as long-term investments. (These securities are also not,permitted to be reported as cash
equivalent investments regardless of the maturity date of theyreacquired investment.)

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E)
Working Group, SEC, FASB, other State Departments of\Insurance or other NAIC groups):

e SSAP No. 26R—Bonds and SSAP No. 43R—Asset-Backed Securities, reflecting new guidance to incorporate
a principles-based bond definition were adoptediduringsthe 2023 Summer National Meeting. This guidance
is effective Jan. 1, 2025. Pursuant to thesevisions adopted, all ABS are required to be reported as long-term
investments on Schedule D-1-2 and are'not permitted for cash equivalent or short-term reporting.

e Agenda item 2023-17 — Short-Term Investments, was adopted during the 2023 Fall National Meeting and
removes mortgage loans and allsSchedule BA investments from being reported as cash equivalents or short-
term investments.

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): N/A

Staff Recommendation:

NAIC staff recommend that the Working Group move this item to the active listing of the maintenance
agenda categorized as a SAP Clarification and expose revisions to SSAP No. 2R—Cash, Cash Equivalents,
Drafts and Short-Term Investments to eliminate lingering references that imply that asset-backed securities,
mortgage loans, or other Schedule BA items are permitted to be reported as cash equivalents or short-term
investments.

2 Reverse repurchase transactions are excluded from these provisions if admitted in accordance with collateral requirements pursuant fo SSAP
No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.

3 Short-term investments subject to the provisions of paragraph 15 are not permitted to be subsequently reported as cash equivalents, even if
the updated/reacquired maturity date is within 90 days. These investments shall be reported as long-term investments. To avoid changes in
reporting schedules, reporting entities are permitted to report securities as long-term investments at initial acquisition, regardless of the initial
maturity date.
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Staff Review Completed by: Julie Gann, NAIC Staff—February 2024

Status:

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed revisions to SSAP No. 2R—
Cash, Cash Equivalents, Drafts and Short-Term Investments to eliminate lingering references that imply that asset-
backed securities, mortgage loans, or other Schedule BA items are permitted to be reported as cash equivalents or
short-term investments.

Proposed Revisions to SSAP No. 2R—Bonds (Effective Jan. 1, 2025)

7. Regardless of maturity date, related party or affiliated investments that wouId be in scope of thls statement
pursuant to paragraph 6 ~
er—that—weetd—beurepertedes—@tlmr—kqwsted—Assetslshall be reported as Iong term mvestments |f any of
the following conditions apply,* unless the reporting entity has re-underwritten the investment, maintained
appropriate re-underwriting documentation, and each participating party had he ability to independently
review the terms and can terminate the transaction prior to renewal.

a. The reporting entity does not reasonably expect the investment tojterminate on the maturity date.
This provision includes investments that are expected to be renewed (or rolled) with a maturity date
that ends subsequent to the initial 90-day timeframe.

b. The investment was previously reported as a cash,equivalent investment and the initial maturity
timeframe has passed. If an investment is reported as aCash equivalent and it is unexpectedly
renewed/rolled, the reporting entity is not permitted,to continue to report the held security as a cash
equivalent, regardless of the updated maturityadatejand shall report the security as a long-term
investment. An investment is only permitted to besreported as a cash equivalent for one quarter
reporting period. Meaning, if an investment'was reported as a cash equivalent in the first quarter,
it is not permitted to be reported assaycash equivalent in the second quarter.

C. The reporting entity reacquired-the investment (or a substantially similar investment) within one
year after the original security matured or was terminated. These reacquired securities shall be
reported as long-term investments. (These securities are also not permitted to be reported as short-
term investments, regardless,of the maturity date of the reacquired investment.)

15. Regardless of matunty date reIated party or afﬁlrated mvestments in scope of this statement pursuant to
paragraph 14 J
WeeIdJQeereperteekas—cheHwestedﬁAsse@ shaII be reported as Iong term mvestments if any of the

following conditions apply,* © unless the reporting entity has re-underwritten the investment, maintained
appropriate re-underwriting documentation, and each participating party had the ability to independently
review the terms and ¢an terminate the transaction prior to renewal.

4 Cash equivalents subject to the provisions of paragraph 7 are not permitted to be subsequently reported as short-term investments, even if
the updated/reacquired maturity date is within one year. These investments shall be reported as long-term investments. To avoid changes in
reporting schedules, reporting entities are permitted to report securities as long-term investments at initial acquisition, regardless of the initial
maturity date.

5 Reverse repurchase transactions are excluded from these provisions if admitted in accordance with collateral requirements pursuant fo SSAP
No. 103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.

6 Short-term investments subject to the provisions of paragraph 15 are not permitted to be subsequently reported as cash equivalents, even if
the updated/reacquired maturity date is within 90 days. These investments shall be reported as long-term investments. To avoid changes in
reporting schedules, reporting entities are permitted to report securities as long-term investments at initial acquisition, regardless of the initial
maturity date.
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a. The reporting entity does not reasonably expect the investment to terminate on the maturity date.
This provision includes investments that are expected to be renewed (or rolled) with a maturity date
that ends subsequent to the initial “less than one year” timeframe.

b. The investment was previously reported as a short-term investment and the initial maturity
timeframe has passed. If an investment is reported as a short-term investment and it is
unexpectedly renewed/rolled, the reporting entity is not permitted to continue to report the held
security as a short-term investment (or as a cash equivalent) regardless of the updated maturity
date and shall report the security as a long-term investment. An investment is only permitted to be
reported as a short-term investment for one annual reporting period. Meaning, if an investment was
reported as a short-term investment as of December 31, 2018, it is not permitted to be reported as
short-term investment as of December 31, 2019.

C. The reporting entity reacquired the investment (or a substantially similar investment) within one
year after the original security matured or was terminated. These reacquired ‘securities shall be
reported as long-term investments. (These securities are also not permitted te be reported as cash
equivalent investments regardless of the maturity date of the reacquired investment.)

On August 13, 2024, the Statutory Accounting Principles (E) Working Group, adepted the exposed revisions to
SSAP No. 2R—Cash, Cash Equivalents, Drafts and Short-Term Investments with, an effective date of January 1,
2025. These revisions eliminate lingering references that imply that asset-backed securities, mortgage loans, or
other Schedule BA items are permitted to be reported as cash equiyalents or'short-term investments.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer National
Meeting/Adoptions/24-09 - SSAP No. 2R Clarification.docx
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NAIC Accounting Practices and Procedures Manual
Editorial and Maintenance Update
March 16, 2024

Maintenance updates provide revisions to the Accounting Practices and Procedures Manual (Manual) such as
editorial corrections, reference changes and formatting.

SSAP/Appendix

Description/Revision

Removal of “Revised”
and “R” identifiers from
SSAP titles and
references within the
Manual.

Remove “Revised” and “R,” previously intended to identify a SSAP that has been
substantively revised, from SSAP titles and SSAP references within the Manual.
NAIC staff consider the “Revised” and “R” identifiers to no longer be useful as
several SSAPs have now had multiple substantive revisions after their initial
adoption.

Staff Recommendation:

NAIC staff recommend that the Statutory Accounting Principles (E) Working Gréup move this agenda item to the
active listing, categorize as a SAP Clarification, and expose editorial revisions4s illustrated within.

Removal of “R” identifier from SSAP titles and references within the AP& PsManual

Remove the “Revised” and “R” identifiers from SSAP titles and SSAP references throughout the Manual. NAIC
staff consider the “Revised” and “R” identifier to no longer be useful.“Fhe following SSAPs currently have an
“Revised” and “R” identifier in the title.

2R—~Cash, Cash Equivalents, Drafts and Short-Term Investments
SR—Liabilities, Contingencies and Impairments of Assets
16R—Electronic Data Processing Equipment andsSoftware
21R—Other Admitted Assets

22R—IL eases
26R—Bonds

30R—Unaffiliated Common Stock

32R—Preferred Stock

35R—~Guaranty Fund and Other Assessments
40R—Real Estate Investments

41R—Surplus Notes

43R—Loan-Backed and Structured Securities

51R—Life Contracts

54R—Individual and'Group Accident and Health Contracts
61R—Life, Deposit=Lype and Accident and Health Reinsurance
62R—Property and Casualty Reinsurance

94R—Transferable and Non-Transferable State Tax Credits

100R—Fair Value

103R—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities
104R—Share-Based Payments
105R—Working Capital Finance Investments

Status:

On March 16, 2024, the Statutory Accounting Principles (E) Working Group exposed editorial revisions to the
Accounting Practices and Procedures Manual to remove the “Revised” and “R” identifiers from SSAP titles and
SSAP references throughout the Manual.
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On August 13, 2024, the Statutory Accounting Principles (E) Working Group adopted, as final, the proposed
editorial revisions to the Accounting Practices and Procedures Manual to remove the “Revised” and “R” identifiers
from SSAP titles and SSAP references throughout the Manual.

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2024/08-13-24 Summer National
Meeting/Adoptions/24-14EP Spring 2024.docx
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The National Association of Insurance Commissioners

(NAIC) is the U.S. standard-setting and regulatory support
organization created and governed by the chief insurance
regulators from the 50 states, the District of Columbi~ ar
five U.S. territories. Through the NAIC, state insura, -e
regulators establish standards and best practices, ( on " 1c
peer review, and coordinate their regulatory ove 1gh. NAIC
staff supports these efforts and represents uie ¢ xctive
views of state regulators domestically a~d ....err ationally.
NAIC members, together with the _enu. ~l1. sources of the
NAIC, form the national system « * state- >ased insurance
regulation in the U.S.

For more information, visit wx. W.naic.org.
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