Revisions to the
As of March 2023 Accounting Practices and Procedures Manual

On May 16, 2023, the Statutory Accounting Principles (E) Working Group adopted the following revisions to the
As of March 2023 Accounting Practices and Procedures Manual. Documents associated with these revisions are
linked to the reference items in bold text.

SSAP/ .
Ref # P Title Summary
INT 22-02: Third Quarter 2022
through Second Quarter 2 023 Adoption of INT 22-02 extends this
Reporting of the Inflation . .

. interpretation for the second quarter 2023

Reduction Act - Corporate .
. .. statutory  financial statements. For

SSAP No. 9 Alternative Minimum Tax L
INT 22-02 application to the second quarter 2023
SSAP No. 101 . . .
SAP Clarificati financial statements, reporting entities
aryication shall follow the guidance in this
Effective Immediately interpretation paragraphs 17 a-c.
(May 16, 2023)
Editorial and Maintenance Re\‘/‘1s1or.1s (?hange S§ AP No. 86‘feferer}ges
Ubdate of “Intrinsic Value” to reflect “Volatility
p Value”. In addition, “percent” is changed
SSAP No. 86 o .. to “%” and all citations to the Purposes and
2023-11EP Various Editorial Revisions Procedures Manual of the NAIC
Effective Immediately Investment Analysis Office are stream11n§d
(May 16, 2023) so they do not reflect a specific location in
’ the Manual or a webpage.

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national meetings/a. national meeting materials/2023/-23/adoptions/adoptions .2023 toc.docx
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Interpretation of the
Statutory Accounting Principles (E) Working Group

INT 22-02: Third Quarter 2022 through First-Second Quarter 2023 Reporting
of the Inflation Reduction Act - Corporate Alternative Minimum Tax

INT 22-02 Dates Discussed

October 6, 2022; October 24, 2022, November 16, 2022; December 13, 2022: April 12, 2023: May 16,2023

INT 22-02 References

Current:

SSAP No. 9—Subsequent Events
SSAP No. 101—Income Taxes

INT 22-02 Issue

Key Provisions of the Inflation Reduction Act

1. The Inflation Reduction Act (Act) was enacted on August 16, 2022, and included a new corporate
alternative minimum tax (CAMT). The Act and the CAMT go into effect for tax years beginning after 2022.
Reporting entities shall refer to the Act and the resulting regulations and other tax guidance to determine
application, but a non-authoritative high-level summary based on information at the time of initial INT
discussion regarding the CAMT is as follows:

a.

The CAMT is 15% of the corporation’s “adjusted financial statement income” for the tax
year, reduced by corporate alternative minimum foreign tax credit.

The CAMT will only apply to “applicable corporations” (determined on an affiliated group
basis) with average adjusted financial statement income in excess of $1 billion for the three
prior tax years. This threshold is reduced to $100 million in the case of certain foreign-
parented corporations. When a corporation becomes subject to the CAMT, it remains an
applicable corporation for purposes of the CAMT, even if its average adjusted financial
statement income is less than $1 billion, unless an exception applies.

A corporation's adjusted financial statement income is the amount of net income or loss the
corporation reports on its applicable financial statement. The income is adjusted for various
purposes including certain adjustments in the case of consolidated returns or for foreign
income.

The Act includes references to the tax codes which provides a hierarchy for determining
the “applicable financial statement.” At a high level, the first choice is U.S. generally
accepted accounting principles (GAAP) financial statements; the second choice is
international financial reporting standards (IFRS) financial statements. If GAAP and I[FRS
financial statements are not available, the financial statements filed by the taxpayer with
any other regulatory or government body is acceptable. If the taxpayer is part of an
affiliated group of corporations filing a consolidated return, the adjustable financial
statement income for the group considers the group's applicable financial statement.

To determine its U.S. federal income tax liability, an applicable corporation will need to
compute taxes under both systems—the regular tax system and the CAMT system. The
CAMT is payable to the extent the tentative CAMT exceeds the regular corporate income
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tax. Any CAMT paid is available indefinitely as a credit carryover that could reduce future
regular tax in future years if the regular tax liability is in excess of CAMT tax liability.

f. The Act directs the Treasury to issue regulations and other guidance relate to implementing
the CAMT, so several issues are pending detailed clarifications including clarifying the
definition of an applicable corporation, and providing guidance on the starting point for,
and adjustments to, adjusted financial statement income, as well as the handling of separate
company tax returns when required under current tax law that are unique to the insurance
industry.

Interpretation Issues

2. This interpretation is focused on addressing third quarter 2022 transition accounting and reporting
aspects of the new CAMT. While most insurers will not be subject to the CAMT, for those that know that
they are subject, and those that could be subject to the CAMT, there are a variety of reporting uncertainties,
particularly regarding reporting for third quarter 2022.

3. The CAMT is effective for the tax years on or after 2023.

4. Both statutory accounting principles and U.S. GAAP require the effects of tax changes on deferred
taxes, including the valuation allowance (future realizability of existing DTAs) in the period in which the
legislation is enacted (third quarter 2022). SSAP No. 101—Income Taxes, paragraph 7.e. requires the
statutory valuation allowance adjustment as a direct reduction in the gross DTA if, based on the weight of
available evidence, it is more likely than not that some or all of the gross DTAs will not be realized. Gross
DTA less the statutory valuation allowance results in adjusted gross DTAs. The statutory valuation
allowance adjustment is not reported as a separate line in the statutory financial statements (it is an off-
balance sheet item that reduces the gross DTAs). The statutory valuation allowance is disclosed.

5. The statutory accounting calculation for admissible DTAs is determined using adjusted gross DTAs
(gross DTAs reduced by the valuation allowance). For statutory accounting, admittance of adjusted gross
DTAs in SSAP No. 101 depends on a three-component calculation, for which the second step limits
admittance of adjusted gross DTAs to those that are expected to be realized in a timeframe that does not
exceed three years. The actual number of years permitted depends on specifics for each reporting entity
(type and other information about the reporting entity), but the maximum timeframe is three years. The last
step admits DTAs which can be offset by DTLs.

6. Guidance in SSAP No. 9—Subsequent Events requires consideration of Type I and Type II'
subsequent events through the date of the statutory financial statements and the date of issuance of the
audited financial statements, or the date in which audited financial statements are available to be issued.
For subsequent events identified after the statutory financial statements are filed (example, March 1), but
before the audited financial statements are issued (example, June 1), reporting entities are generally required
by their domestic state to amend their filed statutory financial statements to ensure that the statutory
financial statements and the audited financial statements are consistent. Under this guidance, as additional
information is made available on the impact of the Act, or information becomes available to update
estimates and assessments, under existing statutory accounting guidance in SSAP No. 9, reporting entities
would need to identify updated estimates as a Type I subsequent event in the audited financial statements.

A Type I subsequent event relates to an event or transaction that provides additional evidence with respect to conditions that
existed at the date of the balance sheet, including the estimates inherent in the process of preparing financial statements. Under
SSAP No. 9, entities shall recognize in the financial statements the effects of all material Type I subsequent events. A Type 11
subsequent event pertains to events or transactions that provide evidence to conditions that did not exist at the balance sheet date
but arose after that date. Type II events are disclosed in the financial statements.

© 2023 National Association of Insurance Commissioners 22-02-2 Page 226 of 240



Third Quarter 2022 through First-Second Quarter 2023 Reporting of the Inflation Reduction Act - INT 22-02
Corporate Alternative Minimum Tax

Issue 1 — Consideration of the Act for Third Quarter 2022 Financial Statements

7. During the period of enactment (third quarter 2022) reporting entities filing statutory financial
statements would normally have to consider the applicability of the CAMT and if applicable, determine the
impact on the statutory valuation allowance as well as assess DTAs for admissibility (e.g., realization
timeframe). These elements will be collectively referred to as “calculations impacted by the Act” or
“calculations impacted by the CAMT.”

8. This interpretation will address the issue for what reporting entities are required to report or disclose
regarding the calculations impacted by the CAMT for September 30, 2022, financial statements.

Issue 2 — Consideration of Subsequent Events for Third Quarter 2022 Financial Statements

9. SSAP No. 9 requires consideration of subsequent events through the date of the statutory financial
statements and the date of issuance of the audited financial statements, or the date in which audited financial
statements are available to be issued.

10. For reporting entities that materially revise or establish calculations impacted by the CAMT
subsequent to September 30, 2022 (including the statutory valuation allowance, the timing of determination
of net admitted DTAs, and the determination of the applicability of the CAMT), this interpretation will
address the extent a Type I or Type II subsequent event assessment is required for third quarter 2022
financial reporting.

INT 22-02 Discussion

11. The Statutory Accounting Principles (E) Working Group consensuses to the noted issues are
included below.

Response: Issue 1 — Consideration of the Act for Third Quarter 2022 Financial Statements

12. Reporting entities that are aware they will be subject to the CAMT would normally reflect the
effects of the Act on the calculations impacted by the CAMT if reasonably estimable for third quarter 2022.
Because of the timing of the adoption of the Act and the considerable number of unknown variables for
September 30, 2022, reporting, the Working Group has determined that a reasonable estimate is not
determinable for third quarter 2022 interim financial statements for the calculations impacted by the CAMT.

13. Because reasonable estimates of calculations impacted by the CAMT are not determinable,
reporting entities shall not recognize impacts related to CAMT for third quarter 2022 financial statements,
but shall make the following disclosures regarding the CAMT and the Act:

a. The Act was enacted during the reporting period on August 16, 2022.
b. A statement regarding whether the reporting entity (or the controlled group of corporations

of which the reporting entity is a member) has determined if it expects to be liable for
CAMT in 2023. For example:

1. The reporting entity (or the controlled group of corporations of which the reporting
entity is a member) has determined that it does not expect to be liable for CAMT
in 2023.

il. The reporting entity (or the controlled group of corporations of which the reporting

entity is a member) has not determined as of the reporting date if it will be liable
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for CAMT in 2023. The third quarter 2022 financial statements do not include an
estimated impact of the CAMT because a reasonable estimate cannot be made.

iii. The reporting entity (or the controlled group of corporations of which the reporting
entity is a member) has determined that it expects to be liable for CAMT in 2023.
The third quarter 2022 financial statements do not include an estimated impact of
the CAMT, because a reasonable estimate cannot be made.

Response: Issue 2 — Consideration of Subsequent Events for Third Quarter 2022 Financial
Statements

14. For third quarter 2022 reporting, CAMT updated estimates or other calculations affected by the Act
determined subsequent to third quarter statutory financial statement or filing date shall not be recognized
as Type I subsequent events. Meaning, amended financial statements are not required to reflect updated
estimates subsequent to the third quarter filing date and prior to the filing the third quarter financial
statements. With the disclosure required under Issue 1, additional subsequent event disclosure (such as what
would be required for Type II event) is not required.

15. Reporting entities shall be working in good faith to complete the accounting for the changes
adopted under the Act.

INT 22-02 Status

16. The consensuses in this interpretation were adopted on October 24, 2022, to provide reporting
guidance regarding the calculations impacted by the CAMT and provide limited-scope, limited-time
exceptions to the valuation allowance and DTA calculations in response to legislation under SSAP No. 101
as well as Type I subsequent event requirements in SSAP No. 9 for September 30, 2022, statutory reporting.
As detailed, the exceptions to SSAP No. 101 and SSAP No. 9 are effective for third quarter 2022.

17. On December 13, 2022, the Working Group adopted a consensus to extend this interpretation for
December 31, 2022, and first quarter 2023 statutory financial statements. For application as of year-end
2022 and first quarter 2023:

a. Consistent with paragraphs 12 and 13, the Working Group has concluded that a reasonable
estimate is not determinable for December 31, 2022, and March 31, 2023, therefore impacts
related to the CAMT in the year-end 2022 and March 31, 2023, financial statements are
not required.
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&b. Consistent with paragraph 14, CAMT updated estimates or other calculations affected by

the Act determined subsequent to filing the December 31, 2022, and March 31, 2023,
financial statements shall not be recognized as Type I subsequent events.

ec. For year-end 2022 financial statements, the subsequent event exception is expanded to
encompass events that occur prior to the issuance of statutory financial statements as well
as events that occur before the date the audited financial statements are issued, or available
to be issued. This provision intends to prevent reporting entities from having to amend
statutory financial statements from material Type I subsequent events as a result of updated
information / estimates received after the reporting date of year-end 2022 statutory
financial statements pertaining to the accounting for the enactment of the Act.

18. On May 16, 2023, the Working Group adopted a consensus to extend this interpretation for the
second quarter 2023 statutory financial statements. For application to the second quarter 2023 financial
statements, reporting entities shall follow the guidance in this interpretation paragraphs 17.a. through 17.c.

18:19.  With the extension, this interpretation will be automatically nullified on June+5:-2023August 16,

023.

19-20. No. further discussion is planned.

https://naiconline.sharepoint.com/teams/frsstatutoryaccounting/national meetings/a. national meeting materials/2023/05-16-23/adoptions/1 int 22-
02-may 23 .docx

© 2023 National Association of Insurance Commissioners 22-02-5 Page 229 of 240




Ref #2023-11EP

NAIC Accounting Practices and Procedures Manual
Editorial and Maintenance Update
May 16, 2023

Maintenance updates provide revisions to the Accounting Practices and Procedures Manual, such as editorial
corrections, reference changes and formatting.

SSAP/Appendix Description/Revision

SSAP No. 86 Paragraph 43.g.ii.: Revise “Intrinsic Value” to reflect “Volatility Value”

All citations to the Purposes and Procedures Manual of the NAIC Investment
Analysis Office (P&P Manual) are proposed to be reviewed and streamlined so they
do not reflect a specific location in the P&P Manual or web page. These references
will be eliminated to prevent inappropriate citations.

P&P Manual References

Instances in which ‘percent’ is spelled out in combination with a number will be
Percent References eliminated with retention of the % sign. This is a consistency change as the usage is
currently inconsistent within the AP&P Manual.

Recommendation:
NAIC staff recommend that the Statutory Accounting Principles (E) Working Group move this agenda item to the
active listing, categorize as a SAP Clarification, and expose editorial revisions as illustrated within.

SSAP No. 86 R—Derivatives

Revise the reference to “Intrinsic Value” to reflect “Volatility Value.” This change was proposed by industry to
clarify the disclosure category for the excluded component to the Blanks (E) Working Group and a corresponding
revision is needed in SSAP No. 86R.

43.a. For hedging instruments with excluded components for determining hedge effectiveness:

i. In the investment schedule, identify hedging instruments with excluded components and
report the current fair value of the excluded component, the fair value of the excluded
component that is reflected in the reported BACV for the hedging instrument (this item
would not be applicable for foreign-currency forwards and currency swaps where the
forward points or cross-currency basis, respectively, are the excluded component), and the
change in fair value reported as an unrealized gain/loss.

ii. In the notes to the financial statements, provide information on the aggregate excluded
components by category: Time Value, rtrinsie-Volatility Value, Forward Points and Cross
Currency Basis Spread. The aggregate amounts reported should include the following (as
applicable): current fair value, recognized unrealized gain/loss, the fair value reflected in
BACV, and for the excluded forward points (e.g., forward spot rates), the aggregate amount
owed at maturity, along with current year and remaining amortization.

Purposes and Procedure Manual References
The following SSAPs will be revised to update references to the P&P Manual.

SSAP No. 25—Alffiliates and Other Related Parties

21.h. The amount deducted from the value of an upstream intermediate entity or ultimate parent owned,
either directly or indirectly, via a downstream subsidiary, controlled, or affiliated entity, in
accordance with SSAP No. 97—Investments in SubSIdIary Contro//ed and Aff///ated Entities. the
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SSAP No. 26R—Bonds

4 .a.

Exchange traded funds (ETFs), which qualify for bond treatment, as identified in Part Fhree-of-the
Purposes and Procedures Manual of the NAIC Investment Analysis Office and published on the

SVO web page-at-https:Heontent-naic-orglindustry/securitiosvatuation-office. (SVO-identified ETFs
are reported on Schedule D — Part 1.)

SSAP No. 30R—Unaffiliated Common Stock

4.c.

4.d.

Shares of SEC registered Investment Companies3 captured under the Investment Company Act
of 1940 (open-end investment companies (mutual funds), closed-end funds and unit investment
trusts), regardless of the types or mix of securities owned by the fund (e.g., bonds or stocks),
including shares of funds referenced in the “NAIC Fixed Income-Like SEC Registered Funds List”
as identified in Part Three-ofthe Purposes and Procedures Manual of the NAIC Investment Analysis
Office and published on the SVO web page.:

Exchange Traded Funds, except for those identified for bond or preferred stock treatment, as
identified in PartThree-of-the Purposes and Procedures Manual of the NAIC Investment Analysis

Office and published on the SVO web page-at-httpsHeontent-naic-orglindustry/securities-valuation-
office;

SSAP No. 32R—Preferred Stock

4 .a.

Exchange Traded Funds, which qualify for preferred stock treatment, as identified in PartThree-of
the Purposes and Procedures Manual of the NAIC Investment Analysis Office and published on

the SVO web page-at-hitps#eontentnaic.org/industry/securities-valuationoffice. SVO-identified
preferred stock ETFs shall follow the accounting provisions for perpetual preferred stock.

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

64.

By August 31 or one month after the audit report date of each year, the NAIC shall initiate a review
of all SCA investments for which new Sub 2 form filings have been received as well as an annual
update review of Sub 2 SCA investments already logged in the VISION database. The NAIC review
shall encompass a review of the most recent annual statutory reporting by the parent insurance
company's Schedule Y (to ascertain the identity of the members of the holding company system
and to ensure that information for all SCA companies has been submitted), a review of the parent's
financial statement blank to review the last reported value for the SCA investments and a review of
the VISION database to determine whether SCA debt and SCA preferred securities have been
assigned NAIC designations. As part of its analysis, the NAIC shall review the portion of the bond
investments carried by the parent or a subsidiary insurer with a Z notation. If the NAIC determines
that the portion of the Z bonds shown on the documentation is significant, the NAIC shall not
process the Sub 2 filing until the insurance company reports the bonds to permit removal of the Z
notation. Beginning with year-end 2019, two new suffixes will apply: YE and IF. YE means that the
security is a properly filed annual update that the SVO has determined will not be assigned an
NAIC designation by the close of the year-end reporting cycle. The symbol YE is assigned by the
SVO pursuant to the carryover administrative procedure described in Part-OneSection-3-H{iih-of
the Purposes and Procedures Manual of the NAIC Investment Analysis Office. When the SVO
assigns the symbol YE it also assigns the NAIC designation in effect for the previous reporting
year. IF means that the security is an initial filing that has been properly filed with the SVO but
which the SVO has determined will not be assigned an NAIC designation by the close of the year-
end reporting cycle. The symbol IF is assigned by the SVO and communicates that the insurer
should self-designate the security for year-end and identify it with the symbol IF. IF, therefore, also
communicates to the regulator that the NAIC designation reported by the insurance company was
not derived by or obtained from the SVO, but has been determined analytically by a reporting
insurance company.
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Percent References

The following SSAPs will be revised to update the percent reference.

SSAP No. SR—Liabilities, Contingencies and Impairment of Assets:

13.

As directed by SSAP No. 1017—Income Taxes, tax loss contingencies (including related interest
and penalties) for current and all prior years, shall be computed in accordance with this SSAP, with
the following modifications:

a. The term “probable” as used in this standard shall be replaced by the term “more likely
than not (a likelihood of more than 50%-percent)” for federal and foreign income tax loss
contingencies only.

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

C. If the estimated tax loss contingency is greater than 50%-percent of the tax benefit originally
recognized, the tax loss contingency recorded shall be equal to 100%—percent of the
original tax benefit recognized.

As noted in SSAP No. 101, state taxes (including premium, income and franchise taxes) shall also be
computed in accordance with this SSAP. These items (as detailed in SSAP No. 101) are not impacted by
the modifications detailed in paragraphs 13.a.-13.c.

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

4.

The aggregate amount of admitted EDP equipment and operating system software (net of
accumulated depreciation) shall be limited to 3% three-percentof the reporting entity’s capital and
surplus as required to be shown on the statutory balance sheet of the reporting entity for its most
recently filed statement with the domiciliary state commissioner adjusted to exclude any EDP
equipment and operating system software, net deferred tax assets and net positive goodwill.(NT 01-
18)

SSAP No. 43R—Loan-Backed and Structured Securities

FN 10: Changes in the interest rate of a “plain-vanilla,” variable-rate beneficial interest (a plain-vanilla,

variable-rate beneficial interest does not include those variable-rate beneficial interests with interest
rate reset formulas that involve either leverage or an inverse floater) generally should not result in
the recognition of an other-than-temporary impairment. For plain-vanilla, variable-rate beneficial
interests, the yield is changed to reflect the revised interest rate based on the contractual interest
rate reset formula. For example, if a beneficial interest pays interest quarterly at a rate equal to
LIBOR plus 2%-percent, the yield of that beneficial interest is changed prospectively to reflect
changes in LIBOR. However, changes in the fair value of a plain-vanilla, variable-rate beneficial
interest due to credit events should be considered when evaluating whether there has been an
other-than-temporary impairment.

SSAP No. 57—Title Insurance

19.9.

An investment in a title plant or plants in an amount equal to the actual cost shall be allowed as an
admitted asset for title insurers. The aggregate carrying value of an investment in a title plant or
plants shall not exceed the lesser of 20% of admitted assets or ferty-percent{40%) of surplus to
policyholders, both as required to be shown on the statutory balance sheet of the insurer for its
most recently filed statement with the domiciliary state commissioner; if the amount of the
investment exceeds the above limits, the excess amount shall be recorded as a nonadmitted asset.
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SSAP No. 60—Financial Guarantee Insurance

10. The contingency reserve shall be the greater of 50%fiftbypercent of premiums written for each
category or the amount provided by applying the following percentages to the principal guaranteed
in each calendar year. The premiums written shall be net of reinsurance if the reinsurer has
established a contingency reserve.

a. Municipal obligation bonds 0.55%percent
b. Special revenue bonds 0.85%-percent
C. Investment grade Industrial Development Bonds (IDBs) secured 1.00%-percent

by collateral or having a term of seven years or less, and utility
first mortgage obligations

d. Other investment grade IDBs 1.50%-pereent
e. Other IDBs 2.50%-percent
f. Investment grade obligations, secured by collateral or having a 1.00%-percent

term of seven years or less

g. Other investment grade obligations not secured 1.50%-percent
h. Non-investment grade consumer debt obligations 2.00%-pereent
i. Non-investment grade asset backed securities 2.00%-pereent
j- All other non-investment grade obligations 2.50%-perecent

SSAP No. 62R—Property and Casualty Reinsurance

116.a. The written premium ceded to the reinsurer by the reporting entity or its affiliates represents fifty
pereent{50%) or more of the entire direct and assumed premium written by the reinsurer based on
its most recently available financial statement; or

116.b. Twenty—five—percent{25%) or more of the written premium ceded to the reinsurer has been
retroceded back to the reporting entity or its affiliates in separate reinsurance contract.

Exhibit C — Assumptions

Premium = $1,000 (assumes no commissions or allowances)

Coverage Period = 1 year

Initial expected recoveries = $225 per year (at end of year) for five years
Initial Implicit rate = 4%-percent®

*present value of $225 per year for five years at 4%-percent = $1,000

At the end of Year 2, the timing of anticipated recoveries under the reinsurance contract changes.
A reevaluation of the implicit interest rate produces a rate of 3.63%-percent and an asset of $640
at the end of the year.

SSAP No. 65—Property and Casualty Contracts

37. If the reporting entity does not hold specific collateral for the policy, amounts accrued for
reimbursement of the deductible shall be billed in accordance with the provisions of the policy or
the contractual agreement and shall be aged according to the contractual due date. In the absence
of a contractual due date, billing date shall be utilized for the aging requirement. Deductible
recoverables that are greater than ninety days old shall be nonadmitted. However, if the reporting
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entity holds specific collateral for the high deductible policy, 10%ten—percent of deductible
recoverable in excess of collateral specifically held and identifiable on a per policy basis, shall be
reported as a nonadmitted asset in lieu of applying the aging requirement; however, to the extent
that amounts in excess of the 10% are not anticipated to be collected they shall also be
nonadmitted. The collateral requirements of this paragraph may be satisfied when an insured
provides one collateral instrument to secure amounts owed under multiple policies, provided that
the reporting entity has the contractual right to apply the collateral to the high deductible policy.
Collateral obtained at a group level that is not supported by an existing pooling agreement requires
a written allocation agreement among all collateral beneficiaries. The terms of such agreement
must be fair and equitable. Documentation supporting any allocation of collateral among reporting
entities must be maintained to allow proper calculation of the nonadmitted amounts and prohibit
double counting of collateral.

SSAP No. 78—Multiple Peril Crop Insurance

3.

15.

Catastrophic insurance is designed to provide farmers with protection against extreme crop losses
for a small processing fee. Buy-up insurance provides protection against more typical and smaller
crop losses in exchange for a policyholder-paid premium. The government subsidizes the total
premium for catastrophic insurance and a portion of the premium for buy-up insurance. Farmers
who purchase buy-up crop insurance must choose both the coverage level (the proportion of the
crop to be insured) and the unit price (such as, per bushel) at which any loss is calculated. With
respect to the coverage level of production, farmers can choose to insure as much as 85%-percent
of normal production or as little as 50%-pereent of normal production at different price levels. With
respect to the unit price, farmers choose whether to value their insured production at FCICs full
estimated market price or at a percentage of the full price.

Companies participate in the MPCI program with FCIC through the Standard Reinsurance
Agreement (SRA) per the terms of which the insurance companies share in the underwriting results
of each policy. The SRA reinsurance terms provide a company the flexibility to limit its exposure
on a state-by-state basis. MPCI premium is not expense loaded, therefore FCIC pays the insurance
companies, on behalf of the policyholder, a percent of premium for administrative expenses
associated with selling and servicing crop insurance policies, including the expenses associated
with adjusting claims.

FCIC pays the insurance companies a percent of premium for administrative expenses associated
with selling and servicing crop insurance policies, including the expenses associated with adjusting
claims. The expense payment associated with the catastrophic coverage shall be recorded as a
reduction of loss expenses whereas the expense payment for the buy-up coverage shall be
recorded as a reduction of other underwriting expenses. The company shall disclose the total
amounts received for each type of coverage.

SSAP No. 86—Derivatives

26.c.

27.c.

The term highly effective describes a cash flow hedging relationship where the change in fair value
of the derivative hedging instrument is within 80 to 125%-pereent of the opposite change in the fair
value of the hedged item attributable to the hedged risk. It shall also apply when an R-squared of
.80 or higher is achieved when using a regression analysis technique. Further guidance on
determining effectiveness can be found within Exhibit A;

The term highly effective describes a cash flow hedging relationship where the change in cash
flows or present value of cash flows of the derivative hedging instrument is within 80 to 125%
pereent of the opposite change in the cash flows or present value of the cash flows of the hedged
item attributable to the hedged risk. It shall also apply when an R-squared of .80 or higher is
achieved when using a regression analysis technique. Further guidance on determining
effectiveness can be found within Exhibit A.

Exhibit A, 19.c.ii. = The variable-rate asset or liability has a floor or cap and the interest rate swap has a floor

or cap on the variable interest rate that is comparable to the floor or cap on the variable-
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rate asset or liability. For purposes of this paragraph, comparable does not necessarily
mean equal. For example, if an interest rate swap's variable rate is based on LIBOR and
an asset's variable rate is LIBOR plus 2%-percent, a 10% percent-cap on the interest rate
swap would be comparable to a 12% percent-cap on the asset.

Exhibit A, 22 The fixed interest rate on a hedged item need not exactly match the fixed interest rate on

an interest rate swap designated as a fair value hedge. Nor does the variable interest rate
on an interest-bearing asset or liability need to be the same as the variable interest rate on
an interest rate swap designated as a cash flow hedge. An interest rate swap’s fair value
comes from its net settlements. The fixed and variable interest rates on an interest rate
swap can be changed without affecting the net settlement if both are changed by the same
amount. That is, an interest rate swap with a payment based on LIBOR and a receipt based
on a fixed rate of 5%-percent has the same net settlements and fair value as an interest
rate swap with a payment based on LIBOR plus 1%-pereent and a receipt based on a fixed

rate of 6%-percent.

SSAP No. 92—Postretirement Benefits Other Than Pensions

49.

75.

As a minimum, amortization of a net gain or loss included in unassigned funds (surplus) shall be
included as a component of net periodic postretirement benefit cost for a year if, as of the beginning
of the year, that net gain or loss exceeds 10%-percent of the greater of the accumulated
postretirement benefit obligation or the fair value of plan assets. If amortization is required, the
minimum amortization shall be that excess divided by the average remaining service period of
active plan participants. If all or almost all of a plan's participants are inactive, the average
remaining life expectancy of the inactive participants shall be used instead of the average remaining
service period.

An employer shall disclose the amount of contributions to multiemployer plans for each annual
period for which a statement of income is presented. An employer may disclose total contributions
to multiemployer plans without disaggregating the amounts attributable to pension plans and other
postretirement benefit plans. The disclosures shall include a description of the nature and effect of
any changes affecting comparability, such as a change in the rate of employer contributions, a
business combination, or a divestiture. This disclosure shall identify whether the contributions
represent more than 5%-pereent of total contributions to the plan as indicated in the plan's most
recently available annual report.

108.b.i Fen10%-percent of the calculated surplus impact as of the transition date; and

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

Exhibit A Assumptions

1.

2.

All cash flows (except initial investment) occur at the end of each year.

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

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

The partnership finances the project cost of $4,000,000 with 50%-percent equity and 50%-percent
debt.

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

The investor's tax rate is 40%-percent.
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Chart Footnotes:

(1)

®)

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

4%Feurpercent tax credit on $200,000 tax basis of the underlying assets.

SSAP No. 100R—Fair Value

52.g.

If a group of investments would otherwise meet the criteria in paragraph 45 but the individual
investments to be sold have not been identified (for example, if a reporting entity decides to sell
20% pereent-of its investments in private equity funds but the individual investments to be sold
have not been identified), so the investments continue to qualify for the practical expedient in
paragraph 39, the reporting entity shall disclose its plans to sell and any remaining actions required
to complete the sale(s).

SSAP No. 101—Income Taxes

2.

3.a.i

7.e.

1.3

For purposes of accounting for federal and foreign income taxes, reporting entities shall adopt
FASB Statement No. 109, Accounting for Income Taxes (FAS 109) with modifications for state
income taxes(NT18-93) the realization criteria for deferred tax assets, and the recording of the impact
of changes in deferred tax balances. One objective of accounting for income taxes is to recognize
the estimated amount of taxes payable or refundable for the current year as a tax liability or asset.
A second objective is to recognize deferred tax liabilities and assets for the future tax consequences
of events that have been recognized in a reporting entity’s statutory financial statements or tax
returns. However, the second objective is realistically constrained because (a) the tax payment or
refund that results from a particular tax return is a joint result of all the items included in that return,
(b) taxes that will be paid or refunded in future years are the joint result of events of the current or
prior years and events of future years, and (c) information available about the future is limited. As
a result, financial statements will recognize current and deferred income tax assets and liabilities
in accordance with the provisions of this statement based upon estimates and approximations. For
purposes of this statement, only adjusted gross deferred tax assets that are more likely than not (a
likelihood of more than 50%-percent) to be realized shall be considered in determining admitted
adjusted gross deferred tax assets.

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

Gross DTAs are reduced by a statutory valuation allowance adjustment if, based on the weight of
available evidence, it is more likely than not (a likelihood of more than 50%-percent) that some
portion or all of the gross DTAs will not be realized. The statutory valuation allowance adjustment,
determined in a manner consistent with paragraphs 20-25 of FAS 109, shall reduce the gross DTAs
to the amount that is more likely than not to be realized (the adjusted gross deferred tax assets).

SSAP No. 101 — Gross DTAs are reduced by a statutory valuation allowance adjustment that is
determined on a separate company, reporting entity basis. Pursuant to paragraphs 2 and 7.e. of
SSAP No. 101, gross DTAs are adjusted to an amount that is more likely than not to be realized (a
likelihood of more than 50%-pereent). Only adjusted gross DTAs shall be considered in determining
admitted adjusted gross DTAs. See Question 2 for further discussion of the statutory valuation
allowance adjustment. See Question 4 for a further discussion of the admissibility test. See
Question 12 for further discussion of presentation and disclosure of the statutory valuation
allowance adjustment.

SSAP No. 101 — FIN 48 is rejected for statutory accounting pursuant to paragraph 31 of SSAP No.
101. SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets provides guidance in
determining the amount of federal and foreign income tax loss contingencies with the following
modifications. The term “probable” as used in SSAP No. 5R is replaced by the term “more likely
than not (a likelihood of more than 50%-percent)”. In determining the amount of a federal or foreign
income tax loss contingency, it shall be assumed that the reporting entity will be examined by the
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tax authority that has full knowledge of all relevant information. If the estimated tax loss contingency
is greater than 50% of the tax benefit originally recognized, the tax loss contingency recorded shall
be equal to 100% of the original tax benefit recognized. See Question 9 for further discussion of
income tax loss contingencies.

2.1 A — An enterprise shall record a gross deferred tax liability or asset for all temporary differences
and operating loss, capital loss and tax credit carryforwards. Temporary differences include
unrealized gains and losses and nonadmitted assets but do not include AVR, IMR, Schedule F
penalties and, in the case of a mortgage guaranty insurer, amounts attributable to its statutory
contingency reserve to the extent that "tax and loss" bonds have been purchased. In general,
temporary differences produce taxable income or result in tax deductions when the related asset
is recovered or the related liability is settled. A deferred tax asset or liability represents the increase
or decrease in taxes payable or refundable in future years as a result of temporary differences and
carryforwards at the end of the current year. Additionally, gross DTAs are reduced by a statutory
valuation allowance adjustment if, based on the weight of available evidence, it is more likely than
not (a likelihood of more than 50%-pereent) that some portion or all of the gross DTAs will not be
realized. The statutory valuation allowance adjustment, determined in a manner consistent with
paragraphs 20-25 of FAS 109, shall reduce gross DTAs to the amount that is more likely than not
to be realized (the adjusted gross deferred tax assets). This answer only addresses the recognition
of adjusted gross DTAs and gross DTLs and does not address the admissibility of such amounts.
See Question 4 for a discussion of the admissibility criteria of SSAP No. 101.

5.12  The temporary difference related to property and casualty unearned premiums is typically twenty
pereent{20%) of the outstanding statutory unearned premium reserve. If a company issues only
one-year policies, it is reasonable to assume that the entire temporary difference will reverse in one
year. If a company writes multi-year contracts, management will be required to estimate the
percentage of the unearned premium that will be earned within each year of the applicable reversal
period and apply these percentages to the outstanding temporary difference.

5.14  For those temporary differences that do not have a defined reversal period, such as unrealized
losses on common stock or deferred compensation liabilities, management will need to determine
when the temporary difference is “expected” to reverse. For instance, assume a company has an
unrealized loss of $200 in its equity portfolio and that, on average, the portfolio turns over twenty
percent(20%) per year. It would be appropriate for the company to conclude that $40 of the
temporary difference will reverse in each year in the applicable reversal period. When determining
when the temporary difference would be “expected” to reverse, management should normally
consider events that are likely to occur using information, facts and circumstances in existence as
of the reporting date. The estimates used in this circumstance should not be extended to other tests
of impairment. For instance, when the entity assumed a 20% turnover in its equity portfolio, it is not
involuntarily required to record an impairment in accordance with paragraph 10 of SSAP No. 30R—
Unaffiliated Common Stock.

10.3  Asan example, assume Company X files its 20X 1 federal income tax return and reports $1,000,000
of taxable income comprised of $800,000 of ordinary income and $200,000 of capital gain income.
Since the company is subject to taxation at a 21%-percent tax rate on all its income, it incurred
federal income tax expense of $210,000. In preparing its 20X1 statutory income tax provision, the
company estimated that its liability for 20X1 federal income tax would be $147,000 based on
$600,000 of ordinary income and $100,000 realized capital gains.

10.8  For example, assume the reporting entity has DTAs of $1,000 relating to temporary differences
other than unrealized losses, and a $100 DTL relating to unrealized gains as of the beginning of
the year. Since the entity is subject to tax at 21%-pereent and all of its DTAs are expected to reverse
within one year, the entity recorded a $900 net admitted DTA as of the beginning of the year.

12.20 The Company has not recognized a deferred tax liability of approximately $30,000 of foreign
withholding taxes for the undistributed earnings of its 100%-pereent owned foreign subsidiaries that
arose in 20X2 and prior years because the Company does not expect those unremitted earnings
to reverse and become taxable to the Company in the foreseeable future. A deferred tax liability
will be recognized when the Company expects that it will recover those undistributed earnings in a

© 2023 National Association of Insurance Commissioners 8 Page 237 of 240



Ref #2023-11EP

taxable manner, such as through receipt of dividends or sale of the investments. As of December
31, 20X2, the undistributed earnings of these subsidiaries were approximately $200,000.

SSAP No. 102—Pensions

22.

79.

As a minimum, amortization of a net gain or loss included in unassigned funds (surplus) shall be
included as a component of net pension cost for a year if, as of the beginning of the year, that net
gain or loss exceeds 10%-percent of the greater of the projected benefit obligation or the fair value
of plan assets. If amortization is required, the minimum amortization shall be that excess divided
by the average remaining service period of active employees expected to receive benefits under
the plan. If all or almost all of a plan's participants are inactive, the average remaining life
expectancy of the inactive participants shall be used instead of average remaining service.

A reporting entity shall disclose the amount of contributions to multiemployer plans for each annual
period for which a statement of income is presented. A reporting entity may disclose total
contributions to multiemployer plans without disaggregating the amounts attributable to pension
plans and other postretirement benefit plans. The disclosures shall include a description of the
nature and effect of any changes affecting comparability, such as a change in the rate of employer
contributions, a business combination, or a divestiture. This disclosure shall identify whether the
contributions represent more than 5%-percent of total contributions to the plan as indicated in the
plan’s most recently available annual report.

93.b.i. Ten10%-perecent of the calculated surplus impact as of the transition date;

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

22.

91.

92.

An exchange of debt instruments with substantially different terms is also considered a debt
extinguishment and shall be accounted for in accordance with paragraph 21. A debtor’s exchange
of debt instruments (in a nontroubled debt situation) is accomplished with debt instruments that are
substantially different if the present value of the cash flows under the terms of the new debt
instrument is at least 10%-percent different from the present value of the remaining cash flows
under the terms of the original instrument. If the difference between the present value of the cash
flows under the terms of the new debt instrument and the present value of the remaining cash flows
under the terms of the original debt instrument is less than 10%-pereent, a creditor should evaluate
whether the modification is more than minor based on the specific facts and circumstances (and
other relevant considerations) surrounding the modification.

The reporting entity shall receive collateral having a fair value as of the transaction date at least
equal to 102%-pereent of the fair value of the loaned securities at that date. If at any time the fair
value of the collateral received from the counterparty is less than 100%-percent of the fair value of
the loaned securities, the counterparty shall be obligated to deliver additional collateral by the end
of the next business day, the fair value of which, together with the fair value of all collateral then
held in connection with the transaction at least equals 102%-pereent of the fair value of the loaned
securities. If the collateral received from the counterparty is less than 100%-pereent at the reporting
date, the difference between the actual collateral and 100%-pereent will be nonadmitted. Collateral
value is measured and compared to the loaned securities in aggregate by counterparty.

In the event that foreign securities are loaned and the denomination of the currency of the collateral
is other than the denomination of the currency of the loaned foreign securities, the amount of
collateral shall be at least equal to 105%-percent of the fair value of the loaned securities at that
date. If at any time the fair value of the collateral received from the counterparty is less than 102%
pereent of the fair value of the loaned securities, the reporting entity must obtain additional collateral
by the end of the next business day, the fair value of which together with the fair value of all
collateral then held in connection with the transaction at least equals 105%-pereent of the fair value
of the loaned securities. If the collateral received from the counterparty is less than 100%-percent
at the reporting date, the difference between the actual collateral and 100%-percent will be
nonadmitted. Collateral value is measured and compared to the loaned securities in aggregate by
counterparty.
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The collateral requirements for repurchase and reverse repurchase agreements are as follows:

Repurchase Transaction

a. The reporting entity shall receive collateral having a fair value as of the transaction date at
least equal to 95%-percent of the fair value of the securities transferred by the reporting
entity in the transaction as of that date. If at any time the fair value of the collateral received
from the counterparty is less than 95%-percent of the fair value of the securities so
transferred, the counterparty shall be obligated to deliver additional collateral by the end of
the next business day the fair value of which, together with the fair value of all collateral
then held in connection with the transaction, at least equals 95%-percent of the fair value
of the transferred securities. If the collateral is less than 95%-percent at the reporting date,
the difference between the actual collateral and 95%-pereent will be nonadmitted.

Reverse Repurchase Transaction

130.

b. The reporting entity shall receive as collateral transferred securities having a fair value at
least equal to 102%-percent of the purchase price paid by the reporting entity for the
securities. If at any time the fair value of the collateral is less than 100%-percent of the
purchase price paid by the reporting entity, the counterparty shall be obligated to provide
additional collateral, the fair value of which, together with fair value of all collateral then
held in connection with the transaction, at least equals 102%-pereent of the purchase price.

Exchanges of debt instruments or debt instrument modifications are considered extinguishments if
the exchange or modification results with substantially different terms or is considered more than
minor. If the cash flows under the terms of the new debt instrument are at least 10%-percent
different from the present value of the remaining cash flows under the terms of the original
instrument, then the exchange of, or modification to, debt instruments is consider substantially
different and/or more than minor.

lllustration 3 Company C originates $1,000 of loans that yield 10%—percent interest income for their

estimated lives of 9 years. Company C transfers the entire loans to an entity and the
transfer is accounted for as a sale. Company C receives as proceeds $1,000 cash, a
beneficial interest to receive 1%-pereent on the contractual interest on the loans (an
interest-only strip receivable), and an additional 1%-pereent of the contractual interest as
compensation for servicing the loans. The fair values of the servicing asset and the interest-
only strip receivable are $40 and $60, respectively.

Illustration 4 — Facts

Transferor’s carrying amount and fair value of security loaned $1,000
Cash “collateral” 1,020
Transferor’s return from investing cash collateral at a 5%-percent annual rate 5
Transferor’s rebate to the securities borrower at a 4%-pereent annual rate 4

SSAP No. 104R—Share-Based Payments

117.a.ii. Any purchase discount from the market price does not exceed the per-share amount of share

122.

issuance costs that would have been incurred to raise a significant amount of capital by a public
offering. A purchase discount of 5%-pereent or less from the market price shall be considered to
comply with this condition without further justification. A purchase discount greater than 5%-percent
that cannot be justified under this condition results in compensation cost for the entire amount of
the discount. Note that an entity that justifies a purchase discount in excess of 5%-percent shall
reassess at least annually, and no later than the first share purchase offer during the fiscal year,
whether it can continue to justify that discount pursuant to this paragraph.

Changes in total employee withholdings during a purchase period that occur solely as a result of
salary increases, commissions, or bonus payments are not plan modifications if they do not
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represent changes to the terms of the award that was offered by the employer and initially agreed
to by the employee at the grant (or measurement) date. Under those circumstances, the only
incremental compensation cost is that which results from the additional shares that may be
purchased with the additional amounts withheld (using the fair value calculated at the grant date).
For example, an employee may elect to participate in the plan on the grant date by requesting that
5%-—pereent of the employee's annual salary be withheld for future purchases of stock. If the
employee receives an increase in salary during the term of the award, the base salary on which
the 5%-percent withholding amount is applied will increase, thus increasing the total amount
withheld for future share purchases. That increase in withholdings as a result of the salary increase
is not considered a plan modification and thus only increases the total compensation cost
associated with the award by the grant date fair value associated with the incremental number of
shares that may be purchased with the additional withholdings during the period. The incremental
number of shares that may be purchased is calculated by dividing the incremental amount withheld
by the exercise price as of the grant date (for example, 85%-pereent of the grant date stock price).

SSAP No. 108—Derivatives Hedging Variable Annuity Guarantees

11. The term “highly effective” describes a fair value hedging relationship where the change in fair
value of the derivative instrument is within 80 to 125%-percent of the opposite change in fair value
of the hedged item attributed to the hedged risk. It shall also apply when an R-squared of .80 or
higher is achieved when using a regression analysis technique.

Status:
On March 22, 2023, the Statutory Accounting Principles (E) Working Group moved this agenda item to the active
listing, categorized as a SAP clarification, and exposed editorial revisions as illustrated within the agenda item.

On May 16, 2023, the Statutory Accounting Principles (E) Working Group adopted, as final, the exposed editorial
revisions, as illustrated above, to the Accounting Practices and Procedures Manual.

https://naiconline.sharepoint.com/teams/FRSStatutory Accounting/National Meetings/A. National Meeting Materials/2023/05-16-23/Adoptions/2 23-11EP -
Spring 2023.docx
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