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Statutory Accounting Principles (E) Working Group 
Hearing Agenda 
August 4, 2018 

 
ROLL CALL 

 
Dale Bruggeman, Chair Ohio Judy Weaver Michigan  
Jim Armstrong, Vice Chair Iowa Doug Bartlett New Hampshire 
Richard Ford Alabama Stephen Wiest New York 
Kim Hudson California Joe DiMemmo Pennsylvania 
Kathy Belfi Connecticut Doug Slape / Jamie Walker Texas 
Dave Lonchar Delaware Doug Stolte / David Smith Virginia  
Eric Moser Illinois Amy Malm Wisconsin 
Caroline Brock / Stewart Guerin Louisiana   
 
NAIC Support Staff: Julie Gann, Robin Marcotte, Fatima Sediqzad, Jake Stultz 

 
REVIEW AND ADOPTION OF MINUTES 

 
1. Statutory Accounting Principles (E) Working Group – May 24 Conference Call  (Attachment 1)  
2. Statutory Accounting Principles (E) Working Group – Spring National Meeting (Attachment 2) 

 
REVIEW of COMMENTS on EXPOSED ITEMS – COMMENTS RECEIVED MAY 18 

 
The Working Group will consider each of the following items separately.  
1. Ref #2017-35: Policy Loans 
2. Ref #2018-03: Reporting NAIC Designations as Weighted Averages Under SSAP No. 43R 
3. Ref #2018-04: VOSTF Bank Loan Referral 
4. Ref #2018-06: Regulatory Transactions – Referral from Reinsurance (E) Task Force 
5. Ref #2018-07: Surplus Note Accounting – Referral from Reinsurance (E) Task Force 
6. Ref #2018-14: Update Medicare Part D Definitions in INT 05-05 
 

Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2017-35 

SSAP No. 49 
SSAP No. 56 

(Julie) 

Policy Loans 3 Comments 
Received IP – 1 

 
Summary: 
During the Spring National Meeting, the Working Group exposed proposed revisions to SSAP No. 49—Policy 
Loans and SSAP No. 56—Separate Accounts to clarify the reporting of policy loans, predominantly reflecting the 
approach communicated by interested parties. (Prior to the exposure of proposed revisions, in November 2017, 
the Working Group exposed the agenda item requesting comments on key concepts for the reporting of policy 
loans.) The exposed revisions reflect the following key provisions for the reporting of policy loans:  

1. All policy loans shall be reported in the general account. 
 

2. All policy loans related to the separate account shall be reflected with an expense transfer between the 
separate account and the general account.  
 

3. All policy loans related to the separate account must be “funded” to the general account for the policy 
loan to be admitted.  
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4. Separate account and general account reserves must be adjusted to reflect the policy loan. For the 

separate account, reserves shall be reduced, and the general account reserves shall be increased.  
 

5. An exhibit to SSAP No. 49 provides a detail example to clarify the accounting and reporting.  
 
Interested Parties’ Comments:  
Interested parties are generally supportive of the NAIC staff’s proposed clarifications and changes. However, item 
3 above is not consistent with interested parties 2017 comments, is not in response to a specifically identifiable 
concern, and will potentially cause needless, time consuming and costly reworking of well entrenched and often 
automated processes for some insurers. 
 
While interested parties believe most insurers already settle such separate account payables, daily, we understand 
some insurers settle weekly or even monthly. As interested parties do not see a compelling regulatory reason to 
non-admit such “unfunded” policy loans (and no regulatory reason was provided in the exposure), we recommend 
the Working Group remove this requirement or, at a minimum, allow for a 30-day settlement period to prevent the 
potentially needless, time consuming and costly reworking of insurance company processes, where such 
settlements do not already occur daily.  
 
Interested parties note that general account policy loans are generally admitted, even if past due (except in the rare 
circumstance where the unpaid balance of the loan exceeds the cash surrender value and it is considered 
uncollectible), because the policy loan can be offset against either the cash surrender value or policy benefit for 
which a reserve is recorded. Likewise, the cash surrender value or policy benefit (recorded in the general account 
as highlighted in the exposure) of an “unfunded” separate account policy loan can be offset by the “unfunded 
receivable” from the separate account with negligible or no risk of non-collectability from the separate account.    
 
Recommended Action: 
NAIC staff recommends that the Working Group adopt the exposed revisions to SSAP No. 49 and SSAP 
No. 56 to clarify the reporting of policy loans, with the requirement to require “funding” in in order for the 
policy loan to be admitted in the general account. With this action, the Working Group is recommended to 
direct NAIC staff to send a referral to the Blanks (E) Working Group to remove the “contract loan” line 
from the Separate Account blank.  
 
However, if there is a desire to allow a settlement timeframe, NAIC staff has provided an option to consider 
a settlement timeframe as requested by interested parties. (If option two is adopted, a blanks proposal will be 
sponsored to incorporate the new disclosure. The disclosure would be required in the 2018 financial statements in 
a pdf/narrative format, and will be required to be data-captured in 2019 after the Blanks (E) Working Group has 
adopted the disclosure revisions.)  
 

1. Option 1 - Adopt the exposed revisions to SSAP No. 49 and SSAP No. 56 requiring “funding” of the 
policy loan from the separate account to the general account in order for the policy loan to be 
admitted in the general account. (This action would result in no revisions to the exposed guidance.) 
This option will be the “cleaner” approach as it would eliminate any potential dynamics in which policy 
loans could be used to increase general account invested assets (e.g., perhaps for year-end reporting) 
without a corresponding decrease in the separate account invested assets. However, this option does not 
address the comments received regarding costly changes to insurance company systems.  
 

2. Option 2 - Expose revisions to SSAP No. 49 and SSAP No. 56 with modification to require 
“funding” of the policy loan from the separate account to the general accounting within 30 days of 
the policy loan issuance. If considering this option, NAIC Staff would recommend inclusion of an 
additional disclosure identifying policy loans admitted in the general account that have not been 
funded by the separate account. As detailed in the illustration, until funded by the separate account, the 
policy loan increases invested assets in the general account, and the assets (that will be used to fund the 
policy loan) continue to be reported as invested assets in the separate account. The amount due from the 
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separate account for a policy loan is in a net reporting line with all other amounts due to / from the 
separate account and cannot be attributed to amounts owed for separate account policy loans.  
 
NAIC staff notes that one reason this agenda item was initially presented is that it was identified by a 
regulator that a reporting entity had material policy loans issued from the general account that were 
provided to insulated separate account policyholders in which the policy loans had not been funded from 
the separate account (or shown as an expense transfer). From the information received from that review – 
as it was very material to the reporting entity’s operations and surplus – it was noted that there was no 
expectation for the separate account to “fund” the policy loan to the general account until the separate 
account policyholder incurred a claim, or cancelled their policy. This dynamic caused key concerns:  
 

• The policy loan was considered in invested asset of the general account, used in accordance with 
assessments of solvency / assets available for policyholder claims, and the assets still held in the 
separate account (as they were not liquidated to fund the general account policy loan) were 
considered invested assets of the separate account. This creates a dynamic in which the same 
invested assets are considered available for different liabilities.  
 

• As the separate account assets were “insulated” from general account claims, without funding the 
policy to the general account, it was uncertain whether the policy loan reported as an admitted 
invested asset in the general account could actually be available for general account claims prior 
to the separate account policyholder event.  

 
Modifications to the exposure to reflect the option 2 modifications are shown with shading below:   

 
Proposed Revisions to SSAP No. 56—Separate Accounts: 

16. The separate account records premiums, considerations (net of loading for sales charges such as 
commissions and premium taxes) and receipts (other than for net investment income and realized 
capital gains and losses) as income transfers from the general account. Net investment income 
and realized and unrealized capital gains and losses relating to the investment operations of the 
separate account are recorded as income in the Summary of Operations. When the contract 
provides for such, expenses and taxes associated with the separate account investment 
operations shall be deducted in the determination of net investment income. Deposits and 
withdrawals on deposit-type contracts shall be recorded in the Summary of Operations. Benefits 
and surrenders, reserve transfers, policy loans1, policyholder charges (e.g., fees associated with 
investment management, administration, and contract guarantees), and federal income taxes 
relating to the separate account are recorded as expense transfers to the general account in the 
Summary of Operations. The net change in aggregate reserves relating to separate account 
contracts is reported as an expense in the Summary of Operations. 

New Footnote: Policy loans related to separate account products shall follow the guidance in 
SSAP No. 49. As detailed within SSAP No. 49, as part of the expense transfer, policy loans 
related to separate account products require a liquidation of the separate account assets to fund 
the loan issued by the general account. A transfer of assets from the separate account to the 
general account must have occurred to fund the policy loan issuance within 30 days; otherwise 
the policy loan is nonadmitted in the general account.  

 
Proposed Revisions to SSAP No. 49—Policy Loans: 
 

4. Policy loans shall be reported in the general account and carried at the unpaid balance of the 
loan. (Paragraphs 9-10 provide specific accounting and reporting guidance for policy loans 
related to separate account policies.) The unpaid balance of the loan shall include any unpaid 
principal plus any accrued interest which is 90 days or more past due. 

Policy Loans Related to Separate Account Policies 
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9. Policy loans related to separate account policies are reported in the general account. Pursuant to 
SSAP No. 56—Separate Accounts, policy loans relating to the separate account are recorded as 
expense transfers to the general account in the Summary of Operations. Exhibit A provides an 
illustration of the reporting process to record policy loans related to the separate account. 

10. Policy loans related to the separate account (for both insulated and non-insulated separate 
account policies) must be settled in 30 days after issuance with the general account in order for 
the policy loan to be admitted in the general account. This settlement requires a transfer of assets 
(generally cash) from the separate account to the general account to fund the policy loan. Policies 
loans that have not been settled with a transfer of assets from the separate account within 30 
days shall be nonadmitted.  

Disclosure  

11. Policy loans related to separate account policies reported as admitted assets that have not been 
funded by the separate account (as they are within the 30-day funding requirement before 
nonadmittance) must be disclosed in the quarterly and annual financial statements. This 
disclosure shall include the following details:  

a. Policy loan issuance date 

b. Amount of unfunded policy loan 

c. Aggregate amount of admitted unfunded policy loans to total admitted policy loans and to 
capital and surplus.  

d. For annual reporting periods only, indicate whether the policy loan is still outstanding and 
unfunded by the separate account 31 days after issuance. (This disclosure is required in 
the year-end financial statements, but will be dependent on the whether the policy loan 
was funded within the 30-day funding period, which would be subsequent to year-end.)  

Staff Note – The disclosure in subparagraph 11d intends to identify situations in which 
policy loans are admitted at year-end (as they were within the 30-day funding deadline) 
and were not subsequently funded within the 30-day timeframe. As policy loans are 
reported as invested assets in the general account, this disclosure provides regulators 
necessary information regarding the use of policy loans involving separate account, and if 
further scrutiny is needed to assess the extent and quality of invested assets available for 
policyholder claims at year-end.   

Effective Date and Transition 

12. 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 in 
the footnote to paragraph 8 was originally contained within INT 01-05: Classification of Accrued 
Interest on Policy Loans and was effective March 26, 2001. 

Exhibit A – Illustration of Entries for Policy Loans Related to the Separate Account 

The following exhibit illustrates the entries when there is a policy loan related to separate account business. Key 
concepts within the reporting shall include:  

1. All policy loans shall be reported in the general account.  

2. All policy loans related to the separate account shall be reflected with an expense transfer between the 
separate and general account.  

3. All policy loans related to the separate account must be “funded” to the general account within 30 days in 
order for the policy loan to be admitted.  
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1.4. Separate account and general account reserves must be adjusted to reflect the policy loan. For the 
separate account, reserves shall be reduced, and the general account reserves shall be increased.  

Separate Account General Account 
Dr. Transfers on Account of Policy Loans 100 Dr. Transfers to SA due or accrued (net) 100 

 Cr. Other Transfers to GA due or accrued 
(net) 

100 Cr. Net Transfers to / from SA 100 

Records the expense transfer in the Summary 
of Operations and the liability owed from the SA. 

 Records the expense transfer in the 
Summary of Operations and the asset due 
from the SA. Since this is a net presentation 
on the liability page, this asset may be 
recorded as a contra-liability. 

 

    
Dr. Cash 100 Dr. Policy Loan 100 

Cr. Separate Account Assets  100 Cr. Cash 100 
Records the liquidation of separate account 
assets to fund the policy loan.  

 Records the issuance of the policy loan to 
the policyholder.  

 

    
  Dr. Change in Nonadmitted 100 
  Cr. Unassigned Funds 100 
  The policy loan is nonadmitted if not funded 

within 30 days until funded from the separate 
account. If the loan is simultaneously funded, 
or funded within 30-days, then this entry 
would not occur. 

 

    
Dr. Other Transfers to GA due or accrued (net) 100 Dr. Cash 100 

Cr. Cash 100 Cr. Net Transfers to / from SA 100 
Settles the amount due to the general account 
with the issuance of the policy loan.  

 Settles the amount due from the separate 
account with the issuance of a policy loan.  

 

    
  Dr. Unassigned Funds 100 
  Cr. Change in Nonadmitted  100 
  Removes nonadmittance of the policy loan 

as the loan has been funded from the 
separate account.  

 

    
Dr. Separate Account Liability 100 Dr. Change in Reserve 100 

Cr. Change in Reserve 100 Cr. Reserve Liability 100 
Reduces the amount of the separate account 
liability for the amount of the policy loan.  

 Establishes a reserve in the general account 
for the amount of the policy loan.  
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Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-03 

SSAP No. 43R 
(Julie) 

Reporting NAIC Designations as 
Weighted Averages Under 43R 4 Comments 

Received IP – 2 

 
Summary: 
During the Spring National Meeting, the Working Group exposed proposed revisions to SSAP No. 43R—Loan-
Backed and Structured Securities to clarify that if a loan-backed or structured security has different NAIC 
designations by lot, then the reporting entity shall either report the entire investment on a single reporting line 
with the lowest applicable NAIC designation or report separately by purchase lots aggregated by NAIC 
designation. This agenda item was originally drafted to address questions received after “clean-up” revisions 
removing reference to the ability to use weighted average designation were adopted from the discussion of agenda 
item 2017-22, Remove 2009 SSAP No. 43R Implementation Guidance.  
 
Interested Parties’ Comments:  
Interested parties disagree with the proposal for the following reasons: 
 

1. Many insurers report all holdings on Schedule D at a cusip level as it may be onerous and costly to report 
at a lot level aggregated by NAIC designation (i.e. Schedule D books may potentially increase for those 
insurers that have historically reported Schedule D at a cusip level and have different lots of a cusip with 
different designations). Therefore, reporting Schedule D at a lot level aggregated by NAIC designation 
would not be a change that can be quickly implemented for those insurers as they would have to work 
with their respective vendors to change the system logic currently used for Schedule D reporting. In 
addition, interested parties do not believe that the reporting of such securities by NAIC designated lot 
(versus on a cusip basis) provides regulators with any additional meaningful transparency into these 
securities. In fact, it may even provide onerous reporting that is more of a distraction than helpful. Due to 
the lack of benefit, this initiative is not cost beneficial.  
 

2. Insurers who have historically reported Schedule D at a cusip level have used a weighted average 
calculation in determining the carrying value of each SSAP 43R security. Having to report NAIC 
designations using a cusip’s worst designated lot is very punitive and does not reflect the true risk of the 
portfolio. For example, assume that a security has two lots. Lot #1 reflects 95% of the security’s total 
carrying value and has a NAIC 1 designation. Lot #2 is only 5% of the security’s total carrying value and 
has a NAIC 3 designation. Under the proposal, an insurer would have to report the entire security as 
NAIC 3 when only 5% of the security’s total carrying value carries such a designation. This is an overly 
punitive methodology. Therefore, continuing to allow a weighted average methodology provides a more 
reasonable answer than using the worse NAIC designation of all the lots. Weighted average more closely 
resembles the risk in the portfolio. 

 
3. We understand, in part, as a result of the investment RBC factors being updated in 2019 and going from 6 

to 20 categories, the NAIC (investment RBC and VOSTF) is considering amending or even eliminating 
the breakpoints for modified filing exempt and/or modelled securities. If such breakpoints are eliminated 
in the near future (a very real possibility), all of this work would be thrown away. If the Working Group 
nonetheless finds this valuable to move forward, interested parties at a minimum suggest this project be 
put on hold until such time definitive conclusions are reached on breakpoints by the NAIC. This would 
eliminate the possibility that this is throw away work and/or another round of possible costly changes. 

 
Recommended Action: 
Although NAIC staff does not recommend continued allowance for a weighted average approach, NAIC 
staff recommends that the Working Group defer this agenda item until discussion considering the 
elimination of the modified filing exempt (MFE) designation approach has occurred. Agenda item 2018-19 
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has been drafted to consider the Valuation of Securities (E) Task Force referral to eliminate the MFE 
designation approach from SSAP No. 43R. If the MFE process is eliminated, the use of weighted average 
designations will be significantly reduced (or even eliminated). Weighted average designations 
predominately result from acquiring identical securities at different price points. Under the MFE 
approach, the corresponding CRP rating is adjusted based on the amortized cost of the security. If the 
MFE process is eliminated, the NAIC designation would be determined based on the corresponding CRP 
rating without adjustment. As such, with elimination, identical securities previously subject to the MFE 
process would have consistent NAIC designations regardless if purchased in different lots.  
 
Although NAIC staff is recommending deferral of this agenda item, NAIC staff disagrees with the use of 
weighted average designations as that reporting approach results with an inaccurate presentation of securities held 
by reporting entities. Furthermore, the weighted average approach is inconsistent with existing Blanks reporting 
instructions that requires reporting at a lower level of detail to prevent inaccurate aggregate reporting:  
 
Existing annual statement instructions:  

The information included in the investment schedules shall be broken down to the level of detail as 
required when all columns and rows are considered together unless otherwise addressed in specific 
instructions. For example, on Schedule D Part 4, a reporting entity is required to list the CUSIP book 
adjusted carrying value, among other things. The reporting entity would only be required to break this 
information down to a lower level of detail if the information was inaccurate if reported in the 
aggregate. Thus, the reporting entity would not be required to break the information down by lot 
(information for each individual purchase) and could utilize the information for book/adjusted carrying 
value using an average cost basis, or some other method, provided the underlying data reported in that 
cell was calculated in accordance with the Accounting Practices and Procedures Manual. However, 
reporting entities are not precluded from reporting the information at a more detailed level (by lot) 
if not opposed by their domiciliary commissioner. 

 

Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-04 

SSAP No. 21 
SSAP No. 26 

(Julie) 

VOSTF Bank Loan Referral 5 Comments 
Received IP – 3 

 
Summary: 
During the Spring National Meeting, the Working Group exposed a draft referral response to the Valuation of 
Securities (E) Task Force regarding their request for the Working Group to review proposed Purposes and 
Procedures Manual (P&P Manual) guidance for bank loans. The draft referral response noted concern with 
identifying borrowing base loans and debtor-in-possession (DIP) financing as bank loans in the P&P Manual. The 
referral noted that these items, as they are supported by collateral, should be considered collateral loans within 
scope of SSAP No. 21—Other Admitted Assets and reported on Schedule BA – Other Invested Assets. The draft 
referral also noted that revolving credit facilities should be clarified that a commitment to provide lending is not 
an asset that can be recognized. Rather, only the actual loaned amount would be considered an asset that could be 
recognized.  
 
Interested Parties’ Comments:  
Regarding Revolving Credit Facilities, interested parties agree that a commitment to provide lending is not an 
asset. Insurers report any loans under these facilities as a bank loan under SSAP 26R Bonds only upon making an 
actual loan. Revolving credit facilities meet the definition of bank loans and should continue to be reported under 
SSAP 26R.  
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Regarding Borrowing Base loans and DIP Loans, interested parties disagree with the proposal that these loans 
should be moved out of SSAP 26R Bonds and classified as collateral loans under SSAP 21 Other Admitted Assets 
and only admissible to the extent of the qualifying investments securing the loan. Both Borrowing Base Loans 
and DIP Loans are full recourse to the borrower, which is an operating company (similar to any other corporate 
bond).   
 
With respect to Borrowing Base Loans, although the outstanding amount of these loans is capped by the value of 
specific assets of the borrower, this should have no bearing or impact on the accounting treatment of these loans 
as bonds. A Borrowing Base Loan is a type of Revolving Credit Facility in all respects (including as to recourse, 
existence of financial covenants and remedies), except that a Borrowing Base Loan includes the added protection 
of requiring lenders to only extend funds up to a certain percentage of the value of certain assets (i.e. the 
Borrowing Base amount). Interested Parties note that this is consistent with the definition of Borrowing Base 
Loans provided by the VOSTF exposure. The Working Group’s exposure defines borrowing base loans as “a 
collateral loan backed by accounts receivable or inventory”, which is not an accurate definition. The reference to a 
pool of assets in a Borrowing Base Loan is only used to define borrowing limits, but not to indicate that the 
insurer would only receive such referenced assets under an event of default. Under an event of default by the 
borrower, as with secured corporate bonds, the Borrowing Base lender will have full recourse to the operating 
company borrower, as well as any collateral securing the applicable loan/bond (which, in the case of a Borrowing 
Base Loan would include collateral constituting the Borrowing Base, as well as any other assets of the borrower).   
 
Like Borrowing Base Loans, DIP Loans are typically asset-based working capital facilities that provide both 
immediate cash as well as working capital during a corporate reorganization conducted under chapter 11 of Title 
11 of the United States Code (the “Bankruptcy Code”). Although it may seem counterintuitive to think of DIP 
Loans as safe investments, the Bankruptcy Code extends a number of powerful protections to DIP Lenders. DIP 
Loans are full recourse loans. Moreover, the bankruptcy court can also authorize the debtor to grant the DIP 
lender claims against the bankruptcy estate that qualify as “super-priority” claims, meaning they rank ahead of 
administrative expense claims and over all other claims in the chapter 11 case. Given that the collateral for a DIP 
Loan is typically either retained by the debtor’s estate at the end of the case, sold as part of a going concern sale, 
or otherwise liquidated, it is rare for any other creditors to receive any payment from the bankruptcy estate until 
the DIP Lenders are paid in full, in cash.      
 
As discussed in previous interested parties comment regarding bank loans in 2017, all bank loans are similar to 
private placement bonds and in, most cases, meet the definition of a security. To account for some bank loans 
differently simply because of the timing when the lending takes place (pre-petition vs post-petition, which is the 
case for DIP financing loans) or because a pool of assets is referenced to set borrowing limits, would not be an 
appropriate accounting conclusion.   
 
Recommended Action: 
NAIC staff has considered the comments from interested parties and has further discussed with NAIC staff 
from the Valuation of Securities (E) Task Force. At this time, NAIC staff is recommending that the 
Working Group defer action on this item at this time and instead to direct NAIC staff to conduct further 
analysis on these structures before further discussion.  
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Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-06 

SSAP No. 4 
(Julie) 

Regulatory Transactions –  
Referral from the Reinsurance (E) 

Task Force 
6 Comments 

Received IP – 5 

 
Summary: 
During the Spring National Meeting, the Working Group exposed revisions to SSAP No. 4—Assets and 
Nonadmitted Assets to indicate that items acquired as part of “regulatory transactions” as defined in the P&P 
Manual, that meet the definition of an asset, shall only be admitted with approval of the domestic state insurance 
department as a permitted or prescribed practice. It also identifies that regulatory transactions shall also be 
identified with a new administrative symbol (RT) in the investment schedules, with a request for comments on 
whether all “regulatory transactions” should be reported on Schedule BA – Other Long Term Invested Assets.   
 
Interested Parties’ Comments:  
 
Interested parties note that the referral is from the RTF/RISS and the “regulatory transactions” contemplated by 
NAIC staff, in their recommendation(s), are likely focused on regulatory transactions in the context of certain 
intercompany reinsurance transactions. Interested parties are concerned that such transactions are potentially a 
very small subset of all “regulatory transactions” and the NAIC staff proposal may have wide-ranging negative 
unintended consequences; that is, insurance companies and professional reinsurers will have to either obtain 
permitted practices for potentially thousands of transactions or non-admit assets, not contemplated by NAIC staff, 
and not the target of the proposal. 
 
As noted in the Form A, “the Subgroup recognized that the definition of a regulatory transaction is somewhat 
open to interpretation in the P&P Manual.” Interested parties agree with this assessment and note that the 
following definition of a regulatory transaction, from the P&P Manual, is only one sentence: 

Regulatory Transaction means a security or other instrument in a transaction submitted to one or more 
state insurance departments for review and approval under the regulatory framework of the state or 
states. 

 
For example, and not necessarily all inclusive, every state has adopted in some form the NAIC’s Model Insurance 
Holding Company Act and its accompanying regulation (the Act). The Act includes the following requirements:  
 

• No person may acquire control of an insurer unless prior to the acquisition such person files a Form A 
Statement and receives approval of the acquisition from the insurer’s domestic regulator.  
 

• An annual Form B Registration Statement must be filed by the insurer with its domestic regulator and 
must be kept current to the extent there are any material changes. The Form B must include financial 
statements of the ultimate controlling person, contain an organizational chart, and describe all 
relationships between the insurer and its affiliates.  

 
• Material transactions (including management and service agreements, purchases and sales of assets, loans 

and guarantees, reinsurance agreements, and cost-sharing agreements) involving an insurer and any 
affiliate must be filed at least 30 days in advance and be “non-disapproved” by the regulator. These 
transactions are generally scrutinized by the regulator to determine whether the terms are fair and 
reasonable. 

 
• Extraordinary dividends (exceed the greater of 10% of the company’s surplus or prior year’s net gain 

from operations) declared by an insurer must be reviewed and approved by the regulator prior to 
distribution. 
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Material transactions from the ACT, which insurers file on a “Form D” for review and approval, include the 
following (note that each state may have slightly different conditions and quantitative thresholds):    

(a) Sales, purchases, exchanges, loans, extensions of credit, or investments, provided the transactions are 
equal to or exceed: 

(i) With respect to nonlife insurers, the lesser of three percent (3%) of the insurer's admitted 
assets or twenty-five percent (25%) of surplus as regards policyholders as of the 31st day of 
December next preceding; 
(ii) With respect to life insurers, three percent (3%) of the insurer's admitted assets as of the 31st 
day of December next preceding; 

 
(b) Loans or extensions of credit to any person who is not an affiliate, where the insurer makes loans or 
extensions of credit with the agreement or understanding that the proceeds of the transactions, in whole or 
in substantial part, are to be used to make loans or extensions of credit to, to purchase assets of, or to 
make investments in, any affiliate of the insurer making the loans or extensions of credit provided the 
transactions are equal to or exceed: 

(i) With respect to nonlife insurers, the lesser of three percent (3%) of the insurer's admitted 
assets or twenty-five percent (25%) of surplus as regards policyholders as of the 31st day of 
December next preceding; 
(ii) With respect to life insurers, three percent (3%) of the insurer's admitted assets as of the 31st 
day of December next preceding; 

 
(c) Reinsurance agreements or modifications thereto, including: 

(i) All reinsurance pooling agreements; 
(ii) Agreements in which the reinsurance premium or a change in the insurer's liabilities, or the 
projected reinsurance premium or a change in the insurer's liabilities in any of the next three 
years, equals or exceeds five percent (5%) of the insurer's surplus as regards policyholders, as of 
the 31st day of December next preceding, including those agreements which may require as 
consideration the transfer of assets from an insurer to a non-affiliate, if an agreement or 
understanding exists between the insurer and non-affiliate that any portion of the assets will be 
transferred to one or more affiliates of the insurer; 

 
(d) All management agreements, service contracts, tax allocation agreements, guarantees and all cost-
sharing arrangements; 
 
(e) Guarantees when made by a domestic insurer; provided, however, that a guarantee which is 
quantifiable as to amount is not subject to the notice requirements of this paragraph unless it exceeds the 
lesser of one-half of one percent (.5%) of the insurer's admitted assets or ten percent (10%) of surplus as 
regards policyholders as of the 31st day of December next preceding. Further, all guarantees which are 
not quantifiable as to amount are subject to the notice requirements of this paragraph;  
 
(f) Direct or indirect acquisitions or investments in a person that controls the insurer or in an affiliate of 
the insurer in an amount which, together with its present holdings in such investments, exceeds two and 
one-half percent (2.5%) of the insurer's surplus to policyholders. Direct or indirect acquisitions or 
investments in subsidiaries acquired pursuant to Section 2 of this Act (or authorized under any other 
section of this Chapter), or in non-subsidiary insurance affiliates that are subject to the provisions of this 
Act, are exempt from this requirement (Note:  the referenced section discusses permissible investments in 
subsidiaries and other insurers which vary widely from state to state – something the NAIC 
acknowledges); and 
 
(g) Any material transactions, specified by regulation, which the commissioner determines may adversely 
affect the interests of the insurer's policyholders.  
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Interested parties are concerned that potentially thousands of transactions are submitted to one or more state 
insurance departments for review and approval under the regulatory framework of the state (or states) that give 
rise to a security or other instrument [i.e., in countless ways such as, but not limited to, a non-affiliated 
reinsurance receivable,  affiliated investments not related to reinsurance, investments transferred between 
affiliates, the purchase of an asset manager, professional reinsurers engagement in their affiliated reinsurance 
transactions, etc.] and would therefore meet the broad definition of a regulatory transaction.  
 
Interested Parties’ Recommended Course of Action 
 
Due to the acknowledged ambiguity of the definition of “regulatory transaction”, the complicated nature of the 
targeted reinsurance transactions, and the potential significant unintended consequences (i.e., potentially 
thousands of unintended assets requiring permitted practices or non-admission), interested parties request that the 
Working Group (and NAIC staff) work with the SVO, RTF/RISS, and interested parties to ensure that the NAIC 
P&P Manual definition of regulatory transaction is appropriate for this purpose.  
 
Quite possibly it may be an appropriate definition for distinguishing types of transactions for SVO purposes but 
not an appropriate definition for distinguishing types of transactions for accounting and reporting. Interested 
parties believe such a common understanding as to meaning and scope, prior to moving forward with the NAIC 
staff’s recommendation, is imperative.   
 
As detailed within the referral (in the context of intercompany reinsurance transactions), if an item is considered a 
regulatory transaction, there is no specific statutory or reporting guidance. If that is the case (although it is not 
clear to interested parties if that is always the case), the targeted regulatory transactions would already be required 
to be a non-admitted asset absent qualifying as a prescribed or permitted practice.   
 
However, other regulatory transactions (many within the context of the Act) do have specific statutory and 
reporting guidance and extreme caution is warranted, prior to moving forward, as the unintended consequences 
could be significant to both regulators and insurers (i.e., numerous permitted practices or non-admitted assets). 
 
Lastly, related to the reasons stated above, it is premature to move forward with a proposed RT designation. At 
this point it is unclear what subset of transactions and/or reporting schedules such a designation would 
encompass. 
 
Recommended Action: 
As part of the recommendation from the Reinsurance Investment Security Subgroup, the Valuation of 
Securities (E) Task Force received a referral from the Reinsurance (E) Task Force noting that the 
determination of a “regulatory transaction” was open to interpretation and recommended expanding the 
guidance to guide state regulators and industry representatives in determining what should be considered 
as part of a regulatory transaction. During a June 11, 2018 Task Force call, the Task Force exposed 
proposed revisions to better define an “investment security” and noted that the Statutory Accounting 
Principles (E) Working Group may be a better group to take the lead on defining a “regulatory 
transaction,” with assistance / coordinated efforts from representatives of the Valuation of Securities (E) 
Task Force. (This will be addressed in a subsequent agenda item.)  
 
For the Summer National Meeting, NAIC staff recommends that the Working Group expose revisions to 
the original SSAP No. 4 proposed guidance specifically identifying that the intent of this issue is for items 
reported as invested assets. (Although this was communicated as the original intent, most of the interested 
parties’ scenarios do not involve items reported as invested assets.) The definition from the P&P Manual 
identifies a regulatory transaction as a “security” or “other instrument.” The revisions clarify that the SAP 
guidance is intended to be limited to items reported as an invested asset, (to address concern that the 
reference to “other instrument” from the P&P Manual definition could include non-invested assets). 

8. Items reported as invested assets identified to be part of “regulatory transactionsFN,” as 
determined pursuant to the Purposes and Procedures Manual of the NAIC Investment Analysis 
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Office, shall follow the statutory accounting guidance for the type of asset, but shall be admitted 
only to the extent the regulatory transaction has been approved for admittance by the state 
domiciliary regulator. Regulatory transactions Such assets admitted with state regulator approval 
are considered permitted or prescribed practices and shall be disclosed subject to disclosure in 
Annual Statement Note 1 as required by SSAP No. 1—Accounting Policies, Risks & 
Uncertainties, and Other Disclosures. 

 
New Footnote: Pursuant to the Purposes and Procedures manual, regulatory transactions are not 

permitted to be reported with an NAIC designation or as filing exempt.  
 
As noted above, the original intent of the agenda item was intended to encompass transactions that were reported 
on investment schedules. As detailed within the agenda item, the current guidance in the P&P Manual identifies 
that regulatory transactions shall not be reported with an FE and shall not be captured in the AVS+ system with an 
NAIC designation. Without any reporting direction, if an NAIC designation is required (such as on Schedule D), 
it has been noted that reporting entities default to incorrect reporting (as FE or with the issuer’s CRP rating) 
although those reporting mechanisms should not be utilized for these transactions.   
 
Although the definition of a regulatory transaction is broad, it is intended as such to ensure it is flexible enough to 
capture various structures. To provide an example of a simple regulatory transaction, we could use the concept of 
“linked surplus notes” addressed in agenda item 2018-07 with the following scenario:  
 

• Reporting entity issues a “surplus note” to third party.  
 

• Third party issues a debt instrument to the reporting entity that matches the terms of the surplus note. This 
linked debt instrument’s interest and principal payments to the reporting entity may be impacted 
(cancelled per the terms of the debt agreement) if interest and principal payments are not approved by the 
domiciliary state under the surplus note.  

 
With this scenario, the debt instrument is likely reported by the reporting entity on Schedule D-1 as a bond. As it 
does not represent an “investment security,” and prohibited from reporting an FE designation by the P&P Manual 
– since there is no other reporting option, it is likely that a reporting entity would report this debt instrument as FE 
(if it had a CRP rating), with a rating that matches a credit risk assessment for the issuer, but that does not factor 
in the “linked surplus note” provisions. This sort of holding - although reported on Schedule D-1 as a bond – 
should not be considered an asset available for policyholder claims. Rather, this transaction has been structured in 
a manner in which the reporting entity assumes the risk of their own-issued surplus note.  
 
The agenda item was intending to clarify that the debt instrument held by the reporting entity shall be reported 
with a code of “RT.” Furthermore, this debt instrument shall be nonadmitted unless specifically approved for 
admittance by the state of domicile through a permitted or prescribed practice. This proposed guidance was 
intending to provide the direction needed by reporting entities to report these items in the investment schedules in 
a manner that that complies with the P&P Manual restrictions, as well as assist regulators in assessing the extent a 
reporting entity holds securities / investments that should potentially be excluded from financial analysis / 
solvency assessments.   
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Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-07 

SSAP No. 41R 
 (Julie) 

Surplus Note Accounting – 
Referral from the Reinsurance 

(E) Task Force 
7 Comments 

Received IP – 9 

 
Summary: 
During the Spring National Meeting the Working Group exposed revisions to SSAP No. 41R—Surplus Notes to 
indicate that surplus note linked to other structures are not subordinate and do not qualify for reporting as 
statutory equity by the issuer. Furthermore, the revisions indicate that assets linked to issued surplus notes are not 
available for policyholder claims and shall be nonadmitted.  
 
Interested Parties’ Comments:  
Interested parties agree with the general principle embodied within this exposure; that is, where there are “linked” 
transactions that attempt to circumvent the regulatory non-approval of payments on surplus notes, the surplus note 
should be classified as debt rather than surplus. Interested parties include below the proposed changes by NAIC 
Staff, with additional proposed edits (non-tracked due to significant changes), in an attempt to address the 
following three concerns: 
 

1) Clarify that “linked” transactions related to surplus notes only result in reclassification if they are linked 
to an attempt to circumvent the regulatory non-approval of payments versus the surplus notes being 
“linked” in some other way (e.g., “linked” innocuously such as the entity merely having another 
transaction with the same counterparty in a way that is completely unrelated to circumventing approval or 
non-approval). This relates to the concern that the language, as written, is too broad and might be 
construed to encompass transactions not contemplated (or in the spirit of the proposal) and result in 
negative unintended consequences.   
 

2) Interested parties also hopefully added additional meaningful wordsmithing and clarification, for better 
reading and focus, while also changing the NAIC staff proposed language in paragraph 5, that appears to 
be more of a “regulatory directive” than accounting guidance, while still accomplishing the same 
presumed objective of NAIC staff.  
 

3) Remove the proposed footnote that suggests if a surplus note is reclassified to debt, because of “linkage,” 
the linked asset becomes non-admitted. While interested parties drafting this response have not been 
made aware of any transactions with linkage, in the context of this exposure, we nonetheless feel that the 
non-admission of the asset is not consistent with the principles of statutory accounting, is inappropriately 
punitive and sets bad precedent. For example, when a real estate asset is linked to debt, there is no surplus 
charge (i.e., the asset is shown net of the debt. Similarly, when there is a right of offset, for example with 
derivatives, there is no surplus charge. Just because an asset is linked to debt, it would be inappropriate to 
have a surplus charge (via the non-admission of the asset). 

 
Interested Parties’ Proposed Revisions to SSAP No. 41R:  
 

4. An instrument, that otherwise qualifies to be reported as surplus under paragraph 3 above, but is 
linked directly or indirectly to assets held by the insurer by “embedding terms” in those assets that 
circumvent the provisions of paragraph 3 i.e., the regulatory non-approval of stipulated interest or 
principal payments of the instrument results in a corresponding contractual delay or decrease in the 
cash flows to be received from the assets (hereafter referred to as a “linked” asset), does not qualify 
to be reported as surplus.  Instead, the instrument shall be accounted for as debt under SSAP No. 
15—Debt and Holding Company Obligations. Examples of “linked” assets that would result in the 
instrument being reported as debt, and not surplus, include the following: 
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a.  If the regulatory non-approval of principal or interest payments contractually payable, under 
an otherwise qualifying surplus note, results in the principal or interest rate on an asset held 
by the insurer being contractually reduced or cancelled. 
 

b.  Any possible “linked” transaction(s), whereby the regulatory non-approval of cash flows 
payable by the insurer, under an otherwise qualifying surplus note, can be economically 
offset (in any way, through contractual terms), even if it is not an exact match, with any cash 
flow due to the insurer from an asset held by the insurer. This restriction is intended to 
encompass all scenarios in which the insurer ultimately assumes the risk, through contractual 
terms, that a domiciliary state regulatory will not approve payments, under an otherwise 
qualifying surplus note (i.e., the benefit to the insurer, of not making the payment, is 
circumvented), regardless if the “linked” asset is with an affiliate or a non-affiliate.   

 
5. An instrument may have initially been approved as a surplus note, as meeting the provisions of 

paragraph 3 and 4, but then becomes subsequently “linked” to an asset. Such a “linked” asset may or 
may not be identified by state regulators in their continued evaluation of subsequent transactions. If 
an instrument is subsequently “linked” to an asset in a manner described in paragraph 4 above, the 
surplus note will no longer qualify to be reported as surplus and shall be accounted for under SSAP 
No. 15 – Debt and Holding Company Obligations.  

 
Interested parties believe the proposed changes more precisely reflect the objectives behind the NAIC’s proposed 
changes without the potential unintended consequences. Specifically, by more precisely defining “linked” assets 
and providing more consistency and clarification in the proposed changes, interested parties believe other 
innocuous linkages will not be inadvertently captured (e.g., such as an insurance entity, with surplus notes, merely 
having another transaction with the same counterparty in a way that is completely unrelated to circumventing 
non-approval of surplus note payments). 
 
Staff Note – As the interested parties did not show tracked changes in their proposal, NAIC staff has provided 
tracked changes to highlight the differences in the exposed guidance and what interested parties have suggested:  
 

4. An Debt instruments that otherwise qualifies appear to be similar to be surplus under paragraph 3, notes 
but is are linked (directly or indirectly) to assets held by the insurer by “embedding terms” in those assets 
that circumvent the provisions of paragraph 3 - i.e., the regulator non-approval of other products or 
transactions that embed a risk that a domiciliary state regulator will ultimately approve payment of 
stipulated interest or principal and interest payments of the instrument results in a corresponding 
contractual delay or decrease in the cash flows to be received from the assets (hereafter referred to as a 
“linked asset”),  on the surplus note does not qualify to be reported as surplus in the equity section of the 
issuer’s balance sheet. Instead, These the instruments shall be accounted for as debt under SSAP No. 
15—Debt and Holding Company Obligations. Examples of “linked assets” that would result in the 
instrument being reported as debt, and not surplus, include the following:  

5. If an issued debt instrument has been approved as a surplus note, state regulators shall continue to 
evaluate subsequent transactions that could impact whether the instrument continues to be in compliance 
with the provisions of this statement. If a surplus note is subsequently identified to be “linked” to another 
productFN, the note will no longer qualify to be reported as a surplus note and shall be accounted for 
under SSAP No. 15. Examples of “linked” transactions: 

a. When the approval of cash flows under a surplus note impact whether cash flows due to the 
insurer will be received. This restriction is intended to encompass all scenarios in which the 
insurer ultimately assumes the risk of non-payment under a surplus note, regardless if the linked 
transaction is with an affiliate or a non-affiliate. As a simple example, iIf the regulatory non-
approval of principle or/ interest payments contractually payable, under an otherwise qualifying of 
a surplus note results in the principal or interest rate on an asset held by the insurer being 
contractually reduced or cancelled. with the insurer not receiving the full amount due from an 
instrument held by the insurer, the debt instrument does not qualify as a surplus note.  
 

b. Any possible “linked” transaction(s), whereby the regulatory non-approval Arrangements where of 
cash flows payable by due from the insurer, under an otherwise qualifying under the surplus note, 
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can be economically offset (in any way, through contractual terms), could be countered / netted / 
offset (even if it is not an exact match), with any cash flow due to the insurer from an asset held 
by the insurer. instrument. This restriction is intended to encompass all scenarios in which the 
insurer ultimately assumes the risk, through contractual terms, that a domiciliary state regulator 
will not approve payments, under an otherwise qualifying surplus note (i.e., the benefit to the 
insurer, of not making the payment, is circumvented), regardless if the “linked” asset is which an 
affiliate or a nonaffiliated. amounts owed under a surplus note can be offset with amounts due 
from instruments reported as assets.  
 

New Footnote: An instrument reported as an asset by an insurer that is “linked” to a debt instrument 
issued by the insurer is considered to have economic value other than which can be used to fulfill 
policyholder obligations, and reflects an asset that is unavailable due to the encumbrances or other third 
party interests, and shall be nonadmitted pursuant to SSAP No. 4, paragraph 3.  

 
Recommended Action: 
After reviewing the interested parties’ proposal, NAIC staff is concerned that the suggested interested 
parties’ language incorporates specific provisions (e.g., contractual terms) for determining when a surplus 
note is “linked” to an asset and prohibited from surplus note accounting. To prevent situations in which the 
SSAP language could open the door for transactions to be specifically designed to seemingly comply with 
the guidance, but that could be contrary to the overall principal intent of surplus notes, NAIC staff is 
suggesting revised language that focuses on the principal intent of surplus notes. NAIC staff is 
recommending exposure of a new paragraph 4 as proposed by NAIC staff below.  
 
It is NAIC staff’s understanding that the fundamental concept is that all surplus notes be subordinate to everyone 
other than surplus note holders, and to require commissioner control on when (if) a surplus note will be repaid. 
Any dynamic, either when issuing the surplus note or through a subsequent transaction, that ultimately calls into 
question whether a surplus note is actually subordinate, or that hinders commissioner control, shall prohibit 
“surplus note” treatment and shall require reporting as debt. The principal concept includes, but is not limited to, 
all dynamics in which a reporting entity will not receive expected cash flows under other agreements or assets as 
receivables due have been “linked” to payables under surplus notes. Such dynamics include situations in which 
terms actually negate cash flow exchanges and/or when expected payments (interest or principal) will be netted or 
offset that reduces or eliminates the actual transfer of cash or other assets. NAIC staff recommends that the 
Working Group expose the new language for comment.  

Proposed Revisions to SSAP No. 41R:  
(Note – NAIC staff has presented a new paragraph 4 for consideration. As such, this paragraph does not show 
tracked changes from the prior exposure.)  
 

Issuers of Surplus Notes 
 

2. Reporting entities sometimes issue instruments that have the characteristics of both debt and 
equity. These instruments are commonly referred to as surplus notes, the term used herein, but are also 
referred to as surplus debentures or contribution certificates. These instruments are used for various 
reasons, including but not limited to: 

a. Providing regulators with flexibility in dealing with problem situations to attract capital to 
reporting entities whose surplus levels are deemed inadequate to support their 
operations; 

b. Providing a source of capital to mutual and other types of non-stock reporting entities 
who do not have access to traditional equity markets for capital needs; 

c. Providing an alternative source of capital to stock reporting entities, although not for the 
purpose of initially capitalizing the reporting entity. 
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3. Surplus notes issued by a reporting entity that are subject to strict control by the commissioner of 
the reporting entity’s state of domicile and have been approved as to form and content shall be reported 
as surplus and not as debt only if the surplus note contains the following provisions: 

a. Subordination to policyholders; 

b. Subordination to claimant and beneficiary claims; 

c. Subordination to all other classes of creditors other than surplus note holders; and 

d. Interest payments and principal repayments require prior approval of the commissioner of 
the state of domicile. 

4. The fundamental concept of paragraph 3 is that all surplus notes must be subordinate to all 
policyholders and all other creditors and that the domiciliary commissioner has control of payments made 
under a surplus note. Any dynamic, either when issuing a surplus note or through a subsequent 
transaction, that ultimately results with a surplus note that is not fully subordinate or that circumvents the 
commissioner control, disqualifies the instrument from “surplus note” treatment and the reporting entity 
shall report the issued instrument as debt under SSAP No. 15—Debt and Holding Company Obligations. 
Under the fundamental concept requiring subordination and commissioner control, surplus note 
accounting is prohibited in any situation in which a reporting entity has “linked” the cash flows payable 
from an issued surplus note with cash flows receivable under any other agreement or held asset. Such 
dynamics include, but are not limited to, situations in which terms negate or reduce cash flow exchanges, 
and/or when amounts payable under surplus notes and amounts receivable under other agreements or 
assets can be netted or offset (partially or in full) eliminating or reducing the exchange of cash or assets 
that would normally occur throughout the duration, or at maturity, of the agreement, asset or surplus note.    

(Remaining paragraphs in SSAP No. 41R will be renumbered.) 

Ref # Title Attachment # 
Agreement 

with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-14 

SSAP No. 47 
INT 05-05 

(Robin) 

Update Medicare Part D Definitions 
in INT 05-05 

8 – INT 
9 – Form A 

Comments 
Received IP – 15 

 
Summary: 
During the Spring National Meeting the Working Group exposed this agenda item, and proposed revisions to INT 
05-05—Accounting for Revenues Under Medicare Part D Coverage to add a description of the Coverage Gap 
Discount Program, amend existing guidance on program payments and update definitions.  
 
Interested Parties’ Comments:  
We recommend that wording be added to paragraph 4.a to clarify how the funds flow between the Center for 
Medicare and Medicaid Services (CMS), the insurance company and the drug manufacturer.   
 

4.   The Working Group reached a tentative consensus to adopt the following guidance as it applies to the 
various funds to be received under the Medicare Part D program. The funds should be accounted for in 
accordance with one of the three SSAP’s outlined below: 

a.  Specific funds received as reimbursements (or advance payments) for uninsured claims under   a 
partially uninsured plan should be accounted for under SSAP No. 47. These funds include 
‘Reinsurance Payments,’ ‘Coverage Gap Discount Program’ payments and ‘Low Income Subsidy 
(cost-sharing portion)’. These funds are paid by the government for a portion of claims above the out-
of-pocket threshold or relate to PDP payments for all or a portion of the deductible, the coinsurance 
and the co-payment amounts for low-income beneficiaries. The ‘Coverage Gap Discount Program’ 
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payments to the insurance reporting entity are from a combination of the government and the drug 
manufacturers. CMS provides advance funding to the insurance reporting entity, which is 
subsequently repaid by the insurance reporting entity when CMS invoices the drug manufacturer for 
the GAP Discount Program amounts on behalf of the insurers. ‘The Coverage Gap Discount Program’ 
does not apply to low income beneficiaries. 

We also believe that the GAP Discount Program should follow the accounting guidance in SSAP #47 – Uninsured 
Plans. Therefore, we are suggesting that additional language be added to paragraph 5 referencing specific 
paragraphs in SSAP No. 47 for the treatment of nonadmitted assets.  

5.  The collectability and any nonadmission of amounts receivable from the government insured or uninsured 
plans are addressed in SSAP No. 84, paragraph 23 and SSAP No. 47, paragraphs 10 and 11, 
respectively. 

 
Recommended Action: 
NAIC Staff recommends adoption of the modification exposed to INT 05-05 with modifications to 
paragraphs 4 and 5. The modification to paragraph 5 recommended by interested parties, references 
paragraphs 10 and 11 of SSAP No. 47 on uninsured plans. For paragraph 4, NAIC staff has suggested 
additional modifications to more thoroughly describe the flow of funds in the Coverage Gap discount 
program as illustrated below. These modifications are consistent with the overall intent of the interested 
parties’ comments and have been discussed with health industry representatives.  
 

4.   The Working Group reached a tentative consensus to adopt the following guidance as it applies to the 
various funds to be received under the Medicare Part D program. The funds should be accounted for in 
accordance with one of the three SSAP’s outlined below: 

a. Specific funds received as reimbursements (or advance payments) for uninsured claims under   a 
partially uninsured plan should be accounted for under SSAP No. 47. These funds include 
‘Reinsurance Payments,’ ‘Coverage Gap Discount Program’ payments and ‘Low Income Subsidy 
(cost-sharing portion)’. These funds are paid by the government for a portion of claims above the 
out-of-pocket threshold or relate to PDP payments for all or a portion of the deductible, the 
coinsurance and the co-payment amounts for low-income beneficiaries. The ‘Coverage Gap 
Discount Program’ payments to the insurance reporting entity are from a combination of the 
government and the drug manufacturers. CMS provides advance funding to the part D sponsors. 
The Part D sponsor uses those advances to provide point of sale drug discounts to participants. 
CMS invoices the prescription drug manufacturers. The payment reconciliation process ensures 
that the Part D sponsor is paid dollar for dollar for Coverage Gap Discounts advanced at the point 
of sale, based on accepted Prescription Drug Event (PDE) data and that any unused excess 
advances from the government advances are repaid ‘The Coverage Gap Discount Program’ does 
not apply to low income beneficiaries. 

 
5.  The collectability and any nonadmission of amounts receivable from the government insured or 

uninsured plans are addressed in SSAP No. 84, paragraph 23 and SSAP No. 47, paragraphs 10 and 
11, respectively. 
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REVIEW of COMMENTS on EXPOSED ITEMS – COMMENTS RECEIVED JUNE 22 

The Working Group will consider each of the following items separately.  
1. Ref #2017-32: SSAP No. 30 – Investment Classification Project 
2. Ref #2017-33: ASU 2017-12 – Derivatives and Hedging 
3. Ref #2018-08: Private Placement Variable Annuities (PPVA) 
4. Ref #2018-15: Additional Elements Under the Tax Cuts and Jobs Act 
5. Ref #2018-16: Summary Investment Schedule Updates 

 

Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2017-32 

SSAP No. 30 
(Julie) 

SSAP No. 30 – Investment 
Classification Project 

10 – IP 
11 - SSAP 

Comments 
Received IP – 17 

 
Summary: 
On May 2, 2018, the Working Group exposed, via an e-vote, an issue paper proposing substantive revisions to 
SSAP No. 30—Unaffiliated Common Stock. The substantive revisions detailed in the issue paper include:  
 

1. Improvements to the common stock definition 
2. Revisions to include closed-end funds and unit-investment trusts within scope 
3. Support for capturing NAIC designations on Schedule D-2-2 for qualifying investments.  

 
The issue paper detailed the provisions supporting the Working Group’s position to not move more equity 
investments (e.g., bond mutual funds that do not currently qualify for bond reporting) to SSAP No. 26R—Bonds.  
 
Interested Parties’ Comments:  
Interested parties are generally very supportive of the revisions proposed by NAIC staff and included within the 
issue paper. Specifically, interested parties are supportive of: 

1) The proposed changes to the common stock definition, 

2) The increased scope of SSAP No. 30 to include closed-end funds and unit investment trusts, and 

3) The reporting enhancements to allow RBC to be driven by the underlying risk of fund holdings if 
determined appropriate by the Capital Adequacy (E) Task Force. 
 

However, interested parties provide the following two comments where we think improvements can be made. 

Interested parties believe the SSAP No. 30 scope should include both public and non-public stock warrants. A 
stock warrant is similar to a stock option because it gives the holder the right to purchase a company's stock at a 
specific price and at a specific date. However, a stock warrant differs from an option in two key ways: 

1) A stock warrant is issued by the company itself 

2) New shares are issued by the company for the transaction.     
 
Unlike a stock option, a stock warrant is issued directly by the company. When a stock option is exercised, the 
shares usually are received or given by one investor to another. When a stock warrant is exercised, the shares that 
fulfill the obligation are not received from another investor, but directly from the company. It is because of this 
key difference that interested parties believe all warrants should be classified as common stock. The means of 
valuing the warrant (i.e., whether it is derived from a public or non-public common stock valuation) should not be 
a factor in determining the scope of SSAP No. 30 just as the means of valuing the common stock itself does not 
restrict its inclusion or exclusion from SSAP No. 30. 

https://www.investopedia.com/terms/w/warrant.asp
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If non-public stock warrants are not included within the scope of SSAP No. 30, interested parties strongly believe 
they should be included within the scope of SSAP No. 86, Derivatives. 
 
Interested parties would also like to suggest the following minor change (underlined) to proposed paragraph 8 as 
follows: 
 

Proposed paragraph 8 - Investments in scope of this standard shall be reported at fair value. For FHLB 
capital stock, which is only redeemable at par, the fair value shall be presumed to be par, unless 
considered other-than-temporarily impaired. Mutual funds, unit-investment funds and exchange traded 
funds, without a readily determinable fair value, are permitted to be reported at net asset value if 
permitted as a practical expedient pursuant to the guidance in SSAP No. 100R. Closed-end funds are not 
permitted to be reported at net asset value and shall be reported at fair value. Changes in fair value (or net 
asset value, as permitted) shall be recorded as unrealized gains or losses.   

 
The proposed change would be consistent with SSAP No. 100R, which allows the use of net asset value (NAV) as 
a practical expedient for certain investments without a readily determinable fair value. In other words, most 
mutual funds and ETFs have a readily determinable fair value because they publish a daily price, which is the 
basis for transactions similar to any other publicly traded common stock. Therefore, for those investments, fair 
value is the published daily price and the NAV as Practical Expedient guidance does not apply. The NAV as 
practical expedient guidance, which only applies to investments without a readily determinable fair value, would 
only apply to a limited number of mutual funds and ETFs. 

Recommended Action: 
NAIC staff recommends that the Working Group expose an updated issue paper, and the proposed 
substantively revised SSAP for comment. With this exposure, referrals are recommended to the Valuation 
of Securities (E) Task Force, the Capital Adequacy (E) Task Force and the Blanks (E) Working Group 
identifying support for incorporating a column on Schedule D-2-2 for reporting NAIC designations for 
equity investments that can be reviewed and assigned a designation by the SVO. Whether the column 
changes are incorporated (including the inclusion of the column, whether an NAIC designation can be 
provided, and whether a reported NAIC designation has an impact on RBC) are all decisions outside of the 
scope of the SAPWG. It is expected that additional reporting lines will be necessary to effect any RBC 
consideration, therefore, the referral to the Blanks (E) Working Group will suggest additional reporting 
lines to separately identify bond mutual funds as well as closed-end funds and UIT.  
 
During the current exposure period, comments are specifically requested on the effective date, and whether 
the substantive revisions should be effective Jan. 1, 2019 or some other date.  
 
The issue paper has been updated to reflect the following revisions:  
 

• Revisions to clarify that non-public stock warrants are captured in SSAP No. 86 and not in SSAP No. 30 
as suggested by interested parties. Although NAIC staff believes that warrants are already explicitly 
included in SSAP No. 86, slight revisions have been proposed to ensure the distinction between public 
and non-public stock warrants.  
 

• Revisions to reflect the proposed changes in paragraph 8 suggested by interested parties. These revisions 
clarify that mutual funds, UITs and ETFs, without a readily determinable fair value are permitted to be 
reported at net asset value if permitted under SSAP No. 100R.  
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Ref # Title Attachment # 
Agreement 

with Exposed 
Document? 

Comment 
Letter Page 

Number  
2017-33 

SSAP No. 86 
(Julie) 

ASU 2017-12 – Derivatives and 
Hedging 

12 – IP 
13 – Form A 

Comments 
Received IP – 20 

 
Summary: 
During the Spring National Meeting, the Working Group exposed an issue paper discussion document detailing 
the U.S. GAAP revisions in ASU 2017-12 with initial staff assessments. The exposure requested comments on the 
initial NAIC staff assessments, the revisions needed to incorporate suggested modifications, and differences 
between statutory accounting and U.S. GAAP that should be retained.   
 
Interested Parties’ Comments:  
Interested parties support incorporating the U.S. GAAP changes into statutory accounting and maintaining the 
continuity of hedge accounting between U.S. GAAP and statutory accounting. The changes to U.S. GAAP 
simplify the application of hedge accounting and will result in meaningful cost savings for insurers, as well as 
opportunities to better align hedge accounting with how insurers manage risk. While we support adopting the 
Exposure Draft, we recognize the substantial time and effort likely required by both industry and NAIC staff to 
make changes to SSAP No. 86, and we do not believe those changes could be implemented by January 1, 2019, 
the effective date of ASU 2017-12. Therefore, we propose bi-furcating the Exposure Draft into two separate 
proposals, and that the Working Group focus on adopting certain nonsubstantive changes by January 1, 2019, 
while addressing the remainder of the U.S. GAAP changes as part of a separate project. 
 
The Exposure Draft proposes changes that can be fit into three broad categories: (1) simplifying the assessment 
and documentation requirements associated with hedge effectiveness, (2) making it easier to achieve hedge 
accounting in certain hedge relationships, and (3) improving the transparency of hedge accounting through 
additional presentation and disclosure requirements. The first category mostly includes changes to U.S. GAAP 
that are non-substantive, in that they do not change existing accounting, but significantly reduce the costs 
associated with hedge accounting. These changes relate to timing and documentation requirements, which we 
note are the same for both U.S. GAAP and statutory accounting. Therefore, companies that produce both U.S. 
GAAP and statutory financial statements can only realize the cost savings beginning in 2019 if statutory 
accounting and U.S. GAAP are aligned. 
 
There are three elements of the U.S. GAAP changes that we propose adopting in a non-substantive proposal as 
follows. 
 

1) Allow companies to perform subsequent assessments of hedge effectiveness qualitatively if certain 
conditions are met. 
 

2) Allow companies more time to perform the initial quantitative hedge effectiveness assessment. 
 

3) Clarify that companies may apply the “critical terms match” method for a group of forecasted transactions 
if the transactions occur and the derivatives mature within the same 31-day period or fiscal month, and 
the other requirements for applying the critical terms match method are satisfied. 

These elements will reduce the costs associated with hedge accounting, while neither changing the underlying 
accounting, nor creating any additional regulatory risks or concerns.  
 
With respect to the remainder of the changes in ASU 2017-12, we suggest they be included in a separate exposure 
draft that would make substantive changes to SSAP No. 86.  
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Below are some high-level comments on the remainder of the Exposure Draft and related Issue Paper. 
 
Incorporation of U.S. GAAP into SSAP No. 86 – Derivative accounting is among the most complex topics of U.S. 
GAAP and statutory accounting, and incorporating ASU 2017-12 (which is over 400 pages) will likely require 
substantial effort on the part of industry and NAIC staff over an extended period of time. During the initial 
drafting of SSAP No. 86, for certain topics, decisions were made to incorporate U.S. GAAP by reference in order 
to avoid prolonging the time needed to adopt the standard. While we agree it is preferable for statutory accounting 
to contain direct guidance rather than references to various parts of the U.S. GAAP guidance, we encourage 
regulators and NAIC staff to consider the costs versus benefits of direct guidance versus incorporation by 
reference. 
 
Fair value hedging – The Issue Paper indicates that further analysis is necessary before incorporating the fair 
value hedging changes from ASU 2017-12 into statutory accounting, because the two bases of accounting are 
fundamentally different, with most hedged assets held at cost, rather than fair value under statutory accounting. 
While this is true, fair value hedge accounting serves an important need under statutory accounting because in 
some cases it is easier and less costly to prove that a hedge relationship is effective with a fair value hedge than 
compared to a cash flow hedge. In addition, if companies are economically hedging the change in fair value of a 
financial instrument, we believe it’s important for the statutory accounting to reflect that relationship.  
 
Furthermore, certain aspects of fair value hedge accounting found in ASU 2017-33 will allow more hedging 
relationships to qualify for hedge accounting. These improvements were developed to update the accounting 
model for risk management strategies that were not adequately captured by the accounting standards and were 
therefore unable to qualify for hedge accounting. If these elements were not adopted by statutory accounting, 
legitimate risk management strategies would qualify for hedge accounting under U.S. GAAP but would not 
qualify for hedge accounting under statutory accounting which could result in significant differences between the 
two accounting methods. Therefore, we support incorporating the changes to fair value hedging found in ASU 
2017-12 into statutory accounting. 
 
Presentation and Disclosures – interested parties generally support the changes to U.S. GAAP to clarify 
presentation of the hedged item, as well as the additional disclosures. We would like to point out that statutory 
accounting contains a prescribed income statement format, so it may not be necessary to incorporate the 
presentation changes from ASU 2017-12. We also note that some of the disclosures pertain to items that are not 
applicable to statutory accounting, such as disclosures around the basis of the hedged item in a fair value hedge 
and some of the presentation disclosures.  
 
If the Working Group supports the approach described in this letter, interested parties are willing to work with 
NAIC staff to draft the modifications to SSAP No. 86 to reflect the nonsubstantive changes that would need to be 
adopted by January 1, 2019. We stand ready to provide these changes prior to the Summer 2018 NAIC meeting. 
We also suggest creating a working group comprised of regulators, NAIC staff and industry to address the 
remainder of the changes in ASU 2017-12.  
 
Recommended Action: 
NAIC staff agrees with the suggested approach to bifurcate ASU 2017-12 to allow for timely consideration 
of certain provisions – predominantly those that streamline the effectiveness documentation under U.S. 
GAAP. As noted by interested parties, the efficiencies gained under U.S. GAAP for these provisions would 
be lost if the same provisions were not incorporated under SAP.  
 
NAIC staff has requested the proposed changes from interested parties, as offered in the comment letter. If these 
proposed revisions are received in advance of the National Meeting, NAIC staff would recommend exposure. If 
these proposed revisions are not received in advance, NAIC staff would recommend an interim exposure once 
received and reviewed.   
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With regards to the other comments received, NAIC staff will begin to document assessments for the various 
elements for subsequent consideration. Proposed responses to the interested parties’ comments for Working 
Group consideration are provided below:  

• Incorporation of U.S. GAAP into SSAP No. 86 – NAIC staff agrees that derivative accounting is among 
the most complex topics of U.S. GAAP and statutory accounting, and incorporating ASU 2017-12 (which 
is over 400 pages) will likely require substantial effort on the part of industry and NAIC staff over an 
extended period of time. Although NAIC staff understands that referring to the GAAP guidance, rather 
than incorporating the guidance, may be a suitable approach, the adopted GAAP guidance should be clear 
to avoid confusion or ambiguity in statutory accounting. (For example, the “adoption of the framework” 
currently cited in SSAP No. 86 seems to imply that SAP derivative guidance mostly adopts GAAP, 
however, none of the four GAAP cornerstones for derivative accounting are captured in the adopted SAP 
guidance. This “adoption” reference has proven to be confusing, and results with uncertainty on the 
provisions between SAP and GAAP that are converged and those that are different.)   
 

• Fair value hedging – NAIC staff agrees that fair value hedge accounting is a key concept under SAP, 
particularly if there is a fair value hedge under GAAP, to ensure consistent reporting of the hedging 
relationship. However, the existing guidance does not identify the differences between GAAP and SAP 
on what qualifies as an effective fair value hedge, and there is often no amount reported for these 
derivative assets or liabilities for these hedges under the existing SAP approach. These “amortized cost” 
(zero) value measurement method for these derivatives (matching the measurement method of the hedged 
asset) does not provide suitable information on the derivative positions for regulator assessment, and is 
not in line with the overall premise of derivative concepts reflected under US GAAP. Although 
differences in qualifying hedges may be retained between GAAP and SAP, the SSAP should more 
explicitly identify the differences in these approaches and require better detail on the derivative position.  
 

• Presentation and Disclosures – NAIC staff would also generally support incorporating changes to clarify 
presentation of the hedged item, as well as the additional disclosures. NAIC staff agrees that the 
prescribed income statement format will likely influence the extent the changes are incorporated. With 
regards to fair value hedges, this is a particular area that should be discussed to ensure appropriate 
information is in the financial statements, particularly if the differences in qualifying hedges are retained 
between GAAP and SAP.   

 

Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment Letter 
Page Number  

2018-08 
SSAP No. 21 

(Julie) 

Private Placement Variable 
Annuities (PPVA) 14 

Comments 
Received 

 
Attachment 19 

Separate 
Comment Packet 

ACLI – 1 
IIG – 4 

Nationwide – 7 
Lombard –10 
MBSA – 12 

 
Summary: 
During the May 24 conference call, the Working Group exposed revisions to paragraph 6 of SSAP No. 21—Other 
Admitted Assets, to limit the products captured within scope of that guidance. The exposed revisions limit the 
products that can be captured within as those that qualify as “life insurance” under Internal Revenue Code (IRC) 
§7702, and for which the insurer holder is not subject to investment risk. With this exposure, comments were 
specifically requested on contracts that qualify under IRC §7702 that have varying cash surrender / net realizable 
values based on market changes in underlying investments. Additionally, comments were requested on products 
that do not qualify under IRC §7702, and suggestions for the appropriate accounting and reporting guidance for 
such products. 
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Additional History – This agenda item was initially exposed during the 2018 Spring National Meeting as 
information had been received that certain insurers had issued products (private placements), designed more as 
investment vehicles with minimal death benefits, that were being acquired by other insurers and being reported in 
accordance with the guidance in SSAP No. 21, paragraph 6. The guidance in SSAP No. 21, for when an insurer is 
the owner and beneficiary of a life insurance product, was designed for traditional key man or BOLI/COLI 
products and was not designed for insurance “wrapper” products designed as a mechanism to hold investments. 
With the guidance in SSAP No. 21, paragraph 6, an insurer holder that is the owner and beneficial of a life 
insurance product can admit the net realizable value (e.g., cash surrender value) as an “other than invested asset.” 
With the reporting as an “other than invested asset,” there are no RBC charges and the product may be outside of 
state investment limitations. As the reviewed “insurance product” was designed to hold alternative investment 
products, with the “net realizable value” reflecting the premium paid to acquire the various investments, it was 
noted that revisions were necessary to clarify the intent of the guidance in SSAP No. 21 to prevent these products 
from being classified outside of the investment holdings. During the May 24 conference call, the Working Group 
adopted revisions to capture additional disclosures regarding non-SEC registered product issued by insurers. 
 
Comments Received are summarized below:  
Comments were received from the following and can be reviewed with the attachment of comment letters. All of 
the comment letters received on this topics are combined in Attachment 19.  
 

• American Council of Life Insurers (ACLI) – Page 1 
• Institutional Insurance Group (IIG) -  Page 4 
• Nationwide – Page 7 
• Lombard International – Page 10 
• MB Schoen & Associates (MBSA) – Page 12 

 
The comments received can be grouped into three categories:  
 

• Comments supporting exclusive use of the IRC §7702 to determine whether contracts should be 
captured in scope of SSAP No. 21, paragraph 6. These comments note that the inclusion of market risk 
or investment risk should not exclude products from being reported under SSAP No. 21, paragraph 6 
(These commenters include the ACLI, Institutional Insurance Group and Nationwide.) 
 

• Comments supporting revisions to specifically allow PPVA (as well as Private Placement Life 
Insurance) to be in scope of SSAP No. 21, paragraph 6. These comments indicate that only permitting 
life contracts to be captured would be punitive to those reporting entities currently investing in the 
annuity products. (Lombard International)    
 

• Comments identifying that the current guidance was developed at a time when the amounts of  
Insurance Corporate Owned Life Insurance (ICOLI) were not very significant, and it is 
appropriate to take a look at the issues, with evaluation of the risk-based capital (RBC) framework 
and whether or not the underlying assets should be admitted or nonadmitted. These comments 
identify that it makes economic sense to treat readily available, liquid assets held within a separate 
account ICOLI or PPVA as admitted assets with appropriately calibrated risk-based capital charges. 
These comments note that assets held in separate accounts established by an insurer to support non-
guaranteed variable products it issues are rightly assigned a 0% RBC. But, when the insurer becomes the 
risk-bearing policyholder, this contradicts common sense, however, this is the default outcome of the 
current RBC for life insurers. (MB Schoen & Associates - MBSA)  

Recommended Action: 
NAIC staff identifies that there are a variety of issues involving the use of SSAP No. 21, paragraph 6, 
particularly as assets reported under this guidance are excluded from investment quality assessment and 
RBC. In reviewing the comments received, NAIC staff is most supportive of the comments received from 
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MBSA, as these comments identify the need to consider the quality of the underlying assets held via the 
“wrapping” insurance product for admittance purposes as well as assessments for RBC. NAIC staff has 
concerns of a process that permits “wrapping” investments into an insurance product, where the reporting 
entity holder bears investment risk, if the process results with the underlying investments being excluded 
from appropriate RBC charges and/or from meeting investment admittance requirements. However, NAIC 
staff believes additional information is necessary to further assess the underlying investments in these 
structures that are not IRC §7702 compliant. As noted, as part of the proposal, NAIC staff recommends 
revisions to clarify the intent of holding these structures and to capture additional disclosures.  
 
In order to move forward, NAIC staff proposes the following action:  
 
1) Adopt (or re-expose) revisions to SSAP No. 21, paragraph 6: (Revisions from exposure are shaded.)  

6. The provisions in this paragraph are for life insurance policies, which are in compliance with 
Internal Revenue Code §77021, in which the reporting entity is the owner and beneficiary2, and 
the reporting entity is not subject to investment risk. (Meaning, the net realizable value / cash 
surrender value does not change as a result of market fluctuations.) For these owned products, 
Tthe amount that could be realized on life insurance policies where the reporting entity is the 
owner and beneficiary, or has otherwise obtained the rights to control the policy, is similar to a 
cash deposit that is realizable on demand. As such, the amount that could be realized on a life 
insurance policy as of the date to which premiums have been paid shall be reported as an 
admitted asset. In determining the amount that could be realized, reporting entities shall consider 
the cash surrender value as well as other contractual terms which limit or provide for additional 
realizable amounts. If any of these contractual terms which limit or provide for additional 
realizable amounts allow the owner to pay variable premium (reducing or increasing the premium 
based on the increase or decrease of a variable investment vehicle of the policy), the life 
insurance policies must always remain compliant with IRC §7702 to be an admitted asset under 
this paragraph. Amounts recoverable by the reporting entity at the discretion of the issuing 
company shall not be included. Amounts realizable beyond one year from the surrender date 
shall be discounted. For group policies or a group of individual life policies, reporting entities shall 
assume surrender on a policy by policy or certificate by certificate basis, unless contractual terms 
only allow for surrender of all policies or certificates as a group, in which case the amount that 
could be realized shall be determined on a group basis. Disclosure is required of the amount of 
the cash surrender value that is within an investment vehicle by investment category (e.g., bonds, 
common stock, joint ventures, derivatives, etc.)  

New Footnote 1: In order to be in compliance with IRC §7702:  
 
1.  The contract must be considered “life insurance” under applicable state insurance law. This is a contractual 

definition that includes:  
 

• The contract must be filed and approved as life insurance  
 

• It must be regulated as life insurance under applicable laws and regulations (such as variable life 
insurance regulation and non-forfeiture laws)  

 
• There must be an insurable interest in the continued life of the insured (federal and state law also 

require the consent of the insured to the coverage)  
 

• There must be a significant transfer of mortality risk between the policyholder and the insurance 
company.  

 
2. The contract must meet one of two actuarial tests of the policy’s cash value relation to its death benefit to 

assure that, prior to death / maturity, the policy cash value does not exceed the net single premium required 
to fund the death benefit.  
 

New Footnote 2: These life insurance products shall be acquired with the expectation that the proceeds will be 
utilized to cover employee benefit obligations or costs related to the loss of a keyman. 
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2) Consider guidance for “life insurance” products not compliant with Internal Revenue Code §7702, and 
annuity products. This guidance will be captured in a separate agenda item, but is intended to reflect the 
following concepts:  
 
Note – This proposed language may be available for review / exposure at the Summer National Meeting as an 
additional handout.  
 

• The underlying assets are reported on Schedule BA as an “other invested asset” – in accordance with the 
most appropriate BA category. (For example, if the product held is a bond, this element would be 
reported on Schedule BA as a fixed-income instrument, if the product held a joint venture, this element 
would be reported on Schedule BA as a joint venture.)  
 

• Each of the underlying elements shall be valued and admitted in accordance with the SSAP provisions 
that governs the particular type of underlying assets For example, if the product held a joint venture, then 
admittance would only be permitted under SSAP No. 48 if the value was supported by audited financial 
statements. If the joint venture was not supported by audited financial statements, then the joint venture 
held would be nonadmitted.  

 

Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-15 

INT 18-03 
(Julie) 

Additional Elements Under the Tax 
Cuts and Jobs Act 

15 – Form A 
16 – INT 
(Revised) 

Comments 
Received IP – 24 

 
Summary: 
During the May 24 conference call, the Working Group exposed this agenda item and a new INT 18-03—
Additional Elements under the Tax Cuts and Jobs Act to provide limited-time interpretation guidance for the 
Repatriation Transition Tax (RTT), Alternative Minimum Tax (AMT) Credit, and the Global Intangible Low-
Taxed Income (GILTI) Tax.  
 
Interested Parties’ Comments:  
 
Issue 1 - Repatriation Transition Tax 
Interested parties agree with the statutory accounting and reporting for the RTT proposed in INT 18-03T with two 
minor clarifications: 
 
• Determination of the RTT involves extremely complex calculations and is subject to adjustment after filing of 

the 2017 tax return both through company amendment of its prior calculations and/or upon examination by 
the Internal Revenue Service. In addition, if, for example, a calendar year U.S. shareholder owns a foreign 
corporation that files its foreign jurisdiction tax return on a fiscal year basis, the RTT for the earnings of such 
foreign corporation would be reported on the U.S. shareholder’s 2018 tax return. Accordingly, rather than 
referring to “RTT owed under the TCJA calculated in the 2017 tax return,” interested parties recommend that 
INT 18-03T simply refer to RTT owed under the TCJA. 
 

• INT 18-03 appears to provide that the schedule of the paid and unpaid RTT is not required in 2018 quarterly 
statements filed before the year-end 2018 financial statements. If that is the case, the same rule presumably 
also should apply to disclosure of the RTT itself. Interested parties recommend including a sentence in the 
disclosure requirement to clarify those points.  

 
Our suggested changes are shown in the attached redlines. 
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Issue 2- Alternative Minimum Tax (AMT) Credit 
Interested parties recommend that a number of modifications be made both to Form A and INT 18-03T in regard 
to the AMT credit. First, because the INT proposes allowing the AMT credit to be accounted for either as a 
receivable or a deferred tax asset, we believe that it is unnecessary to conclude that the credit qualifies as a current 
income tax recoverable. By not so concluding, the INT would be consistent with the FASB Staff Q&A which 
effectively concluded that either presentation is acceptable. 
 
Second, with respect to sequestration, interested parties note that while the Internal Revenue Service website 
includes a posting which states that corporations claiming refundable prior year minimum tax liability are subject 
to sequestration, the discussion remains open with U.S. Treasury Department and other Federal government 
officials as to whether that is a proper interpretation of the law. Accordingly, the Form A and the INT should 
reflect the fact that sequestration “may” be required, not that it “will” be. Nevertheless, unless and until it is 
determined by the Federal government that sequestration does not apply, AMT credits expected to be refunded (as 
opposed to offsetting regular tax liability), could be reduced by a sequestration rate. 
 
Third, we believe that the additional disclosures contemplated in the Form A and INT 18-03T with respect to the 
AMT credit carryforward are largely redundant with existing SSAP No. 101 disclosure requirements, are 
unnecessarily detailed and impose a compliance burden disproportionate to any incremental benefit that might be 
derived from the tabular disclosures. We believe that a somewhat expanded narrative disclosure would achieve 
the desired result. 
 
In this regard, we note the following points: 
• SSAP No. 101 already requires disclosures affecting AMT credit carryovers: 

o Paragraph 26.a. requires disclosure of the amounts, origination dates, and expiration dates of 
operating loss and tax credit carryforwards, including the AMT credit carryforward. 

o Paragraph 22 requires detailed disclosure of components of the net DTA or DTL, including AMT 
credit carryovers accounted for as deferred taxes that are material enough for disclosure. 

o Paragraph 24 requires disclosure of the significant components of income taxes incurred and the 
changes in DTAs and DTLs.   

o Paragraph 25 requires disclosure of the nature of significant reconciling items between income taxes 
incurred and the result obtained by applying the federal statutory rate to pretax net income. This 
reconciliation would reflect any material changes in the estimated AMT credit recoverable.    

• TCJA effectively guaranteed recovery of AMT credit carryovers (subject to possible reduction by 
sequestration) no later than 2022. It is not clear what purpose is served by requiring more detailed disclosures 
for a guaranteed amount than were required when the credit was subject to utilization only against future 
regular tax liability. Although the recovery potentially will occur over a period of years, as a receivable from 
the U.S. Government, it is not subject to credit risk. 

• Pursuant to paragraph 21 of SSAP No. 101, statutory financial statement disclosures regarding income taxes 
are to be made in a manner consistent with GAAP, with certain modifications not relevant to accounting for 
the AMT credit carryover. No special modifications have been made, or even proposed, for GAAP 
disclosures with respect to AMT credit carryovers and, accordingly, statutory financial statement disclosures 
should not be drastically expanded either.   

• By the time the disclosures are made in the 2018 Annual Statement, companies will have already recovered at 
least 50% and, potentially, 100% of the carryover existing at the end of 2017. 

• The additional disclosures would not be relevant to the many companies that do not have AMT credit 
carryovers. 

 
As described below, we believe that a few additions to the disclosure required by paragraph 26.a. will provide the 
relevant information. 
 
As indicated in the attached redline, we recommend deletion of the entire disclosure illustration. However, for 
sake of completeness, we note the following with respect to the proposed illustration: 
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• Inclusion of a column for Statutory Valuation Allowance in the tabular disclosure is not an appropriate 
concept for disclosures with respect to the AMT credit carryforward. We presume that this column is directed 
toward potential reduction of the credit by the sequestration rate, because otherwise the credit will be 100% 
collectible in tax years before 2022. Any reduction for potential sequestration would apply whether the credit 
is accounted for as a receivable or as a deferred tax asset. The statutory valuation allowance concept, 
however, applies only to deferred tax assets.   
 

• We do not believe that year-by-year tabular disclosure provides meaningful additional information. The year-
by-year recoveries of the AMT credit carryforward are based in part on projections that will necessarily 
change with the passage of time. A more meaningful disclosure would be the year-to-year change in the 
reporting entity’s expectation of how much of the credit will be recoverable in future years. To make that 
comparison in a tabular disclosure seems an unnecessarily detailed disclosure of projected recoveries.   

 
Accordingly, based on the above, we recommend that the disclosure already required by paragraph 26.a. of SSAP 
No. 101 be expanded with respect to the AMT credit carryover to include the following elements (on either a cash 
or accrual basis): 
• Balance of the AMT credit carryforward as of the beginning of the year 
• Less:  AMT credit recovered during the current year 
• Plus or Minus:  Other adjustments to AMT credit carryforward (which, if material, would be reflected in the 

reconciliation required by paragraph 25 of SSAP No. 101) 
• Balance of the AMT credit carryforward as of the end of the year, with an accompanying disclosure of the 

amount, if any, by which such balance has been reduced by sequestration  
 
In our view, no further changes to the existing disclosure requirements of SSAP No. 101 are necessary. 
 
Our recommendations have been incorporated in the attached redlines.    
 
Issue 3 - Global Intangible Low-Taxed Income (GILTI) 
Although interested parties continue to believe that allowing a separate statutory policy election for accounting for 
GILTI would more closely adhere to U.S. GAAP treatment, we have no objection to the rule proposed in INT 18-
03T. We do have suggestions for some minor wording changes, which are reflected in the attached redlines. 
 
4. Changes in Accordance with INT 18-01 
In our prior comments, we recommended that, when the issues being dealt with in INT-18-03T are approved by 
the Working Group, it be made clear that any accounting changes required as a result should be treated as updated 
tax estimates in accordance with the guidance provided in INT 18-01, and that restatement of prior financial 
statements would not be required. We continue to support that recommendation and have included suggested 
language in the attached redlines to that effect. We also have included language to provide that, if a change in 
accounting is required by INT 18-03 and is not otherwise covered by INT 18-01 (which will be automatically 
nullified on December 31, 2018), it shall be treated as a change in accounting estimate pursuant to SSAP No. 3 - 
Accounting Changes and Corrections of Errors.  
 
Recommended Action: 
NAIC staff has considered the comments from interested parties and recommends adopting INT 18-03, 
with modifications to incorporate the interested parties’ proposed edits, except as noted below:  
 
• Issue 1 – Repatriation Transition Tax: Adopt INT 18-03 with interested parties’ changes.  
 
• Issue 2 – AMT Tax Credit: Adopt INT 18-03 with interested parties’ changes, revised as follows: 

 
o Continue inclusion of guidance indicating that the AMT credit qualifies as a current income tax 

recoverable. This statement is accurate under SSAP No. 101. The election for reporting as a DTA is a 
provision that deviates from the qualifying accounting treatment as a current tax recoverable. This 
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continued inclusion results with the following sentence (proposed to be deleted by interested parties) 
being retained in INT 18-03 (shaded):  

8. The AMT credit qualifies as a current income tax recoverable pursuant to paragraph 9 of 
SSAP No. 101. Although qualifying as a current year recoverable, some companies may 
prefer elect to report the AMT credit as a DTA. Although the AMT refund qualifies as a 
current income tax recoverable, in order to mirror provisions permitted under U.S. GAAP, 
reporting entities may elect to report the AMT credit as either a current year recoverable 
or as a DTA. If reported as a DTA, it would be subject to the statutory accounting 
admittance limitations for DTAs. If the AMT credit accounted for as a DTA exceeds 
statutory admittance provisions, it would be nonadmitted under SSAP No. 101. 

o NAIC staff has heard concerns from reporting entities that the amount to be received under the AMT 
Tax Credit may not ultimately be refunded. (These comments reference the ACA Risk Corridor as an 
example.) Some companies have even identified a preference to nonadmit the recoverable until it is 
guaranteed to be received. Although the NAIC staff has no indication that the AMT Tax Credit will 
not be refunded under the TCJA, reporting entities are generally permitted to nonadmit assets they do 
not believe shall be considered as assets available for policyholder claims. Rather than incorporate a 
statutory valuation allowance for this recoverable, NAIC staff has proposed an additional element to 
the interested parties’ suggested disclosure to identify any nonadmittance of the AMT Tax Credit by 
the reporting entity. Additionally, although the interested parties have suggested to delete the 
disclosure illustration and expand the disclosure required in paragraph 26a, there is no disclosure 
illustration for paragraph 26a. NAIC staff has incorporated a proposed disclosure illustration to assist 
with consistent reporting and comparability in the statutory financial statements.  

9. Reporting entities with an AMT credit shall include the following narrative disclosure as 
 part of the income tax disclosures in note 9:  

a. Identification of whether the AMT credit was recognized as a current year 
recoverable or DTA.  
 

b. The balance of the AMT credit carryforward as of the beginning of the year; the 
amount of the AMT credit recovered during the year; other current year 
adjustments to the AMT credit carryforward; the balance of the AMT credit 
carryforward at the end of the year; and the amount, if any, by which the ending 
balance has been reduced for sequestration; and the amount, if any, by which 
the reporting entity has elected to nonadmit. (This disclosure intends to capture 
any nonadmittance of the AMT Tax Credit by the reporting entity prior to 
application of the DTA admittance limitations reflected in SSAP No. 101.)  

 
(These disclosures shall be made beginning in the 2018 year-end statutory financial 
statements and continuing through the year-end statutory reporting period in which the 
AMT credit is fully utilized / received.)  

 

Gross AMT Credit:  $     
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Ending Balance 
of AMT Credit 
Carryforward 

Reduction 
for 

Sequestration 

Nonadmitted 
by Reporting 

Entity 

Reporting 
Entity 
Ending 
Balance 

2018       
2019       
2020       
2021       
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•  Issue 3 – GILTI: Adopt INT 18-03 with interested parties’ changes. 
 

• Issue 4 – Change in Accordance with INT 18-01: Adopt INT 18-03 with interested parties’ changes.  
 

Rather than including the tracked changes within the Hearing Agenda, the tracked changes to the exposed 
INT 18-03 are shown in Attachment 16. This Attachment includes both the IP suggested revisions and the 
modifications proposed by NAIC staff.  
 
Note – Although the interested parties’ also proposed changes to the Form A, NAIC staff does not 
recommend revising the exposed agenda item. Rather, in the status update, NAIC staff will detail the 
changes made to the tentative INT adopted during the Summer NM.  
 

Ref # Title Attachment 
# 

Agreement 
with Exposed 
Document? 

Comment 
Letter Page 

Number  
2018-16 
A-001 

(Robin) 

Summary Investment Schedule 
Updates 17 – Form A Comments 

Received IP – 42 

 
Summary: 
This agenda item is to address a referral from the Blanks (E) Working Group regarding agenda item 2018-
02BWG which proposed revisions developed by the  Investment Reporting (E)  Subgroup of the Blanks (E) 
Working Group to update the Summary Investment Schedule to allow better cross-checks to the investment 
schedules and more less manual work to develop the reporting schedule. As SSAP No. 1—Accounting Policies, 
Risks & Uncertainties, and Other Disclosures requires the Summary Investment Schedule as  specified by 
Appendix A-001: Investments of Reporting Entities, the proposed revisions were referred to the SAPWG for 
review.  
 
During the May 24 conference call, the Working Group exposed revisions to Appendix A-001, Section 2 of the 
Summary Investment Schedule which proposed to incorporate the majority of the proposed revisions. The 
recommended modifications to the referred revisions were to maintain the prior break-out of public and non-
public unaffiliated common stock, and to use categories based on mortgage loan types in the investment schedules 
instead of mortgage loan payment status. With the exposure, the Working Group requested comments on the 
column headings to determine whether the intent of the schedule is to identify assets that are admitted under 
Accounting Practices and Procedures Manual basis or if the intent was to reflect the gross valuation of assets 
prior to nonadmission as reported in column one of the statutory annual statement assets page. Option one 
maintained the current column headings in the Summary Investment Schedule, Alternatively, option two would 
have incorporated revisions proposed by the Investment Reporting Subgroup of the Blanks (E) Working Group to 
the columns to incorporate a revision to reference the Accounting Practices and Procedures Manual basis of 
accounting. During their June 12 call, the Blanks (E) Working agreed to defer their agenda Item 2018-02BWG 
until the SAPWG had completed their review. 
 
Interested Parties’ Comments:  
Interested parties (“IPs”) appreciate the opportunity to provide comments on the proposed changes to the 
Summary Investment Schedule. We support the changes outlined in Option 1 of the exposure, as this maintains 
the existing columns in the Summary Investment Schedule (“SIS”). Under Option 1, the following columns would 
be in the SIS: 
  

• Gross Investment Holdings 
• Admitted Assets as Reported in the Annual Statement 
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IPs also support the additional breakouts for public and non-public unaffiliated common stock, and for mortgage 
loan type vs mortgage loan payment status as these additional breakouts will allow for better analysis to state 
limits. IPs would also note that if Option 1 is adopted, the currently exposed Blanks proposal 2018-02BWG will 
need to be further modified and re-exposed. 
  
Finally, IPs support the 2019 effective date as companies will need to reprogram their investment systems.  
 
Recommended Action: 
NAIC staff recommends that the Working Group adopt the exposed nonsubstantive revisions to the 
Summary Investment Schedule / Appendix A-001 using Option 1 with an effective date of January 1, 2019. 
In addition, SSAP No. 1 effective date guidance is also illustrated in the agenda item for adoption as 
nonsubstantive revisions are generally effective on adoption unless otherwise specified, and this revision is 
proposed to be effective January 1, 2019. NAIC staff notes that a modified Blanks proposal 2018-02BWG will be 
exposed accordingly to allow for a Jan. 1, 2019 effective date.  

The 43 pages of comment letters (excluding comments on Ref #2018-08) are included in Attachment 18.  
 
The 19 pages of comment letters on Ref #2018-08 are included in Attachment 19.  
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