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NAIC Spring 2019 National Meeting Update  
The National Association of Insurance Commissioners (NAIC) recently held its Spring 2019 National 
Meeting (Spring Meeting).  The following summarizes certain activities of the Statutory Accounting 
Principles (E) Working Group (SAPWG) that took place since the NAIC Fall 2018 National Meeting.  
Activities summarized below are limited to both substantive and non-substantive items addressed as 
part of SAPWG’s Hearing Agenda.  These items were exposed for comment at previous NAIC National 
Meetings with comments received by Interested Parties as of the date of the Spring Meeting.  SAPWG 
Meeting Agenda items exposed at the Spring Meeting for future comment and that will be deliberated at 
subsequent NAIC National Meetings will be addressed in future updates. 

More information is available on the NAIC website at http://www.naic.org/cmte_e_app_sapwg.htm. 

Foreign Mutual Funds 
SAPWG previously exposed revisions to SSAP No. 30R“Unaffiliated Common Stock” (SSAP No. 30R).  
These revisions scope foreign mutual funds into SSAP No. 30R.  This agenda item was drafted at the 
request of Interested Parties as per previous Interested Parties’ comment letter submissions.  These 
revisions scope in only regulated foreign open-ended investment funds.  These funds will be carried at 
fair value with changes in fair value recorded to a reporting entity’s surplus.  The revisions will 
specifically incorporate the term “foreign open-end investment funds” as the term mutual fund is not 
used consistently throughout all foreign jurisdictions.  These changes were adopted during the meeting 
with an effective date of January 1, 2019.  A referral was also sent to the Blanks (E) Working Group 
(Blanks) to include reporting revisions on Schedule D-2-2 to assign a new code to foreign open-end 
investment funds in order to separately identify these investments and to add instruction for foreign 
open-ended investment funds to be included as mutual funds in the Investment Schedules General 
Instructions.  Canadian mutual funds will still be classified as domestic funds.  Blanks adopted these 
revisions at the Spring Meeting. 

Additionally, during deliberation of these revisions certain Interested Parties further commented that 
amendments to the relevant portions of the Supplemental Investment Risk Interrogatory (SIRI) should 
also merit a review as it pertains to exchange traded funds (ETFs) and exclusion of ETFs from line 2 of 
SIRI (i.e., top 10 issuers) along with all other SEC, foreign registered and common trust funds that are 
diversified within the meaning of the Investment Company Act of 1940.  SAPWG believes that the focus 
of line 2 of SIRI is to identify investment concentration risk for which that risk is mitigated through 
investments in diversified funds.  NAIC staff recommended additional guidance to clarify that entities 
must look-through non-diversified funds to identify individual issuer exposures held within those funds 
and add a new disclosure in SIRI to identify the top 10 fund managers and the total amount invested 
with those managers that is in a diversified fund and a non-diversified fund.  SAPWG recommended a 
referral to Blanks regarding these revisions and also recommended notification to the Capital Adequacy 
(E) Task Force (Capital Adequacy) as the information used in Line 2 is used for Risk Based Capital 
asset concentration assessments.  Blanks adopted these revisions to SIRI at the Spring Meeting. 

SAPWG also directed NAIC staff to refer to Blanks a new agenda item to consider revisions to Line 13 
of SIRI.  These revisions are to clarify that when determining the 10 largest equity interests of the 
reporting entity as required on Line 13 that a reporting entity both consider equity funds that qualify 
individually as one of the reporting entities 10 largest equity holdings and looking through investments in 
equity funds in order to determine if there are significant individual holdings by those funds that should 
be included in the 10 largest equity holdings disclosure.  Debate continues as to if such clarification 
should include all equity funds or just non-diversified equity funds when applying the look through 
approach.  A referral regarding these changes was sent to Blanks. 

Extension of Ninety-Day Rule 
SAPWG adopted a sixty-day extension from the ninety-day rule for uncollected premium balances, bills 
receivable and amounts due from agents and policyholders directly impacted by the California fires (i.e., 
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California Camp Fire, Hill Fire and Woolsey Fire).  This extension was adopted in the form of an INT 
consistent with previous temporary extensions granted due to other significant catastrophes.  This 
extension is not to extend past April 24, 2019.  Interested Parties had no comment regarding this 
matter. 

Structured Settlements 
SAPWG adopted accounting and reporting guidance revisions to SSAP No. 21R “Other Admitted 
Assets” (SSAP No. 21R) during the NAIC Fall 2018 National Meeting.  Period certain structured 
settlement income streams are admitted assets if the rights to the future payments have been legally 
acquired in accordance with all state and federal requirements.  Life contingent structured settlement 
income streams are non-admitted regardless if legally acquired.  Guidance was effective for year-end 
2018.  During the Spring Meeting, SAPWG adopted Issue Paper No. 160 “Structured Settlements” 
documenting the revisions to SSAP No. 21R. 

Structured Notes 
SAPWG previously exposed comments to revise guidance pertaining to structured notes.  Revisions 
focus on classifying structured notes as derivatives within the scope of SSAP No. 86 “Derivatives” 
(SSAP No. 86) when the reporting entity assumes a risk of principal loss un-related to the credit risk of 
the issuer.  Revisions are summarized as follows: 

1. Derivative instruments are not reported as cash equivalents or short-term investments regardless of 
maturity date; 

2. Remove securities from the bond definition under SSAP No. 26R “Bonds” (SSAP No. 26R).  This is 
only in circumstances where the contractual amount due is at risk in circumstances other than 
issuer default (i.e., return of principal is contingent upon the performance of an underlying variable 
such as an equity index or performance of an unrelated security).  These revisions also delete the 
structured note disclosure; 

3. Captures mortgage-reference securities in scope of SSAP No. 43R “Loan-backed and Structured 
Securities” (SSAP No. 43R); and 

4. Captures structured notes in scope of SSAP No. 86 when there is a risk of principal loss based on 
the terms of the agreement (in addition to default risk).  

These revisions were adopted by SAPWG effective December 31, 2019.  Additionally, SAPWG sent 
referrals to Blanks and Capital Adequacy regarding consideration of revisions for reporting AVR and 
RBC for structured notes.  A referral was also sent to the Valuation of Securities (E) Task Force (VOS) 
to revise their definition of structured notes to align with the definition adopted for statutory accounting.  
SAPWG also directed NAIC staff to prepare a separate agenda item to determine if additional guidance 
is needed clarifying the accounting for structured notes within SSAP No. 86. 

Mortgage Loans 
SAPWG previously exposed revisions to SSAP No. 37 “Mortgage Loans” (SSAP No. 37) to clarify that 
investments in mortgage loan funds are not in scope of SSAP No. 37 and that a mortgage loan 
participation agreement in scope of SSAP No. 37 is limited to a single mortgage loan agreement with a 
sole borrower.  Interested Parties commented that using the language “sole borrower” is inaccurate as 
many participation agreements include “one or more borrowers.”  NAIC staff clarified its intent and 
adjusted its revisions to exclude the “sole borrower” language and replace its previous revisions with 
revisions to exclude bundled mortgage loans from the scope of SSAP No. 37.  Discussion is ongoing 
with Interested Parties regarding wording revisions to SSAP No. 37.  These discussions include 
revisions to clarify that bundled mortgage loans are not to be confused with “bulk purchases” of 
mortgage loans where a reporting entity’s interest in each mortgage loan is legally separate and 
divisible and the “bulk purchase” facilitates the acquisition of multiple single mortgage loan agreements. 
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Accounting Standards Updates issued by the Financial Accounting 
Standards Board 
SAPWG rejected as not applicable to statutory accounting the following FASB ASU’s recently issued by 
the FASB: 

1. FASB ASU 2017-13 Revenue Recognition (Topic 605), Revenue from Contracts with Customers 
(Topic 606), Leases (Topic 840), and Leases (Topic 842): “Amendments to SEC Paragraphs 
Pursuant to the Staff Announcement at the July 20, 2017 EITF Meeting and Rescission of Prior 
SEC Staff Announcements and Observer Comments” 

2. FASB ASU 2018-02 Income Statement – Reporting Comprehensive Income (Topic 220): 
“Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income”* 

3. FASB ASU 2018-04 Investments - Debt Securities (Topic 320), Regulated Operations (Topic 980): 
“Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 117 and SEC 
Release No. 33-9273” 

4. FASB ASU 2018-05 Income Taxes (Topic 740): “Amendments to SEC Paragraphs Pursuant to SEC 
Staff Accounting Bulletin No. 118”* 

5. FASB ASU 2018-06 Codification Improvements to Topic 942, Financial Services - Depository and 
Lending 

*Tax reform implications to statutory accounting pronouncements are reflected in INT 18-01: Updated 
Tax Estimates under the Tax Cuts and Jobs Act and INT 18-03: Additional Elements under the Tax Cuts 
and Jobs Act. 

SAPWG adopted with modification the following FASB ASU’s recently issued by the FASB: 

1. FASB ASU 2018-7 Compensation - Stock Compensation (Topic 718): “Improvements to 
Nonemployee Share-Based Payment Accounting” - revisions adopted by SAPWG eliminate from 
SSAP No. 104R “Share-Based Payments” the section for nonemployee awards and include 
guidance for nonemployees with the share-based payment guidance for employees, resulting in 
consistent accounting regardless of recipient.  This guidance is effective immediately.  Interested 
Parties had no comment on this matter. 

2. FASB ASU 2018-13 Fair Value Measurement (Topic 820): “Disclosure Framework – Changes to the 
Disclosure Requirements for Fair Value Measurement” - the following revisions were adopted:  1) 
description of the objectives of the disclosure; 2) elimination of information on transfers between 
hierarchy level 1 and level 2 for items measured and reported at fair value; 3) elimination of the 
disclosure of the reporting entity’s policy for timing of transfers between levels; and 4) for 
investments in certain entities that calculate net asset value, additional disclosures concerning the 
timing of the lapse of any restrictions on an investee concerning the redemption of shares (or that 
the timing is unknown) or the period of time in which the underlying assets of the investee are 
expected to be liquidated (or that the timing is unknown) where shares in the investee are 
unredeemable.  This guidance is effective immediately.  A referral to Blanks has been submitted to 
reflect these disclosure changes.  Interested Parties supported these revisions. 

3. FASB ASU 2018-14 - Compensation - Retirement Benefits - Defined Benefit Plans - General 
(Subtopic 715-20): “Disclosure Framework - Changes to the Disclosure Requirements for Defined 
Benefit Plans” - revisions adopted by SAPWG were incorporated in SSAP No. 92 “Postretirement 
Benefits Other Than Pensions” and SSAP No. 102 “Pensions.”  Revisions include the following: 1) 
disclosure for the interest crediting rates 2) deletion of disclosure on the effect of a 1% point 
increase or decrease 3) deletion of disclosure for the approximate amount of future annual benefits 
covered by insurance contracts 4) disclosures on the reasons for significant gains and losses 
related to changes in defined benefit obligations and any other significant change 5) deletion of 
disclosure on the amounts of unassigned funds expected to be recognized as a component of net 
periodic benefit cost and 6) deletion of disclosure of the amount and timing of any plan assets 
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expected to be returned to the employer during the twelve month period that follows the most recent 
annual statement.  A referral was sent to Blanks regarding these revisions.  Interested Parties did 
not challenge these modifications.  These revisions are effective immediately. 

4. FASB ASU 2018-15 Intangibles - Goodwill and Other-Internal-Use Software (Subtopic 350-40): 
“Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That 
Is A Service Contract” - revisions adopted by SAPWG allow implementation costs for a hosting 
arrangement that is a service contract to be capitalized and amortized through the income 
statement over the term of the hosting contract (not to exceed 5 years) versus requiring such costs 
to be expensed immediately.  However, as such capitalized costs do not represent assets available 
for policyholder claims, any costs capitalized are required to be non-admitted for statutory 
accounting purposes.  These revisions are effective January 1, 2020 with early adoption permitted.  
The adoption will occur either prospectively to all implementation costs incurred after the date of 
adoption, or as a change in accounting principle under SSAP No. 3 “Accounting Changes and 
Corrections of Errors.”  Interested Parties had no comment regarding this matter. 

Single Security Initiative 
SAPWG previously exposed a tentative interpretation (i.e., INT 19-0-2) to include a limited scope 
revision to SSAP No. 26R.  This interpretation addresses the accounting for securities exchanged as 
part of the Freddie Mac Single Security Initiative.  SAPWG proposes the continuation of the amortized 
cost value of the old security by the new security received in the exchange.  This restricts the 
recognition of any recognized gains or losses as a result of the exchange.  Interested Parties were 
supportive of these changes.  Finalization of the interpretation will be voted on at a later date. 

Prepayment Penalties 
SAPWG previously exposed revisions to SSAP No. 26R which provides clarification in determining 
prepayment penalty or acceleration fees from realized capital gains or losses for bonds that are called.  
Further revisions were re-exposed at the Spring Meeting to clarify that to the extent a reporting entity 
has a process in place to identify any explicit prepayment penalties or acceleration fees then any 
prepayment penalties or acceleration fees identified are reported as investment income.  Any remaining 
difference is reported as realized capital gains or losses.  Revisions further clarified that to the extent 
that consideration received is less than book adjusted carrying value of the bond that the entire 
difference is reported in investment income.  Interested Parties are still evaluating these revisions. 

Pledges to the Federal Home Loan Bank (FHLB) 
SAPWG adopted revisions to SSAP No. 30R whereby assets pledged by an FHLB member reporting 
entity to the FHLB on behalf of an affiliate are non-admitted.  Revisions also clarify that this type of 
transaction on behalf of an affiliate is scoped into SSAP No. 25 “Affiliates and Other Related Parties.”  
Interested Parties had no comment regarding these revisions. 

Prepayments to Service and Claims Adjusting Providers 
SAPWG previously exposed revisions to SSAP No. 55 “Unpaid Claims, Losses and Loss Adjustment 
Expenses” (SSAP No. 55). The drafted revisions attempted to clarify that prepayment of unpaid losses 
and claims adjustment expenses to providers of claims adjustment services be recognized as 
miscellaneous underwriting expenses and reclassified to claims adjustment expenses as claims are 
paid.  Interested Parties disagreed with this approach and favored recording prepayment of these items 
as a prepaid asset at the time that the amounts are paid to the provider and non-admitted consistent 
with the guidance in SSAP No. 29 “Prepaid Expenses.” The prepayment will then be reclassified 
proportionately to incurred losses and loss adjustment expenses paid based upon the amount of losses 
or claim costs incurred to provide the benefit.  SAPWG incorporated Interested Parties comments into 
the revisions and re-exposed for comment. 
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Interest on Claims 
SAPWG adopted revisions to SSAP No. 55 clarifying that interest paid to claimants on accident and 
health claims is recorded as other claim adjustment expenses and that interest paid to regulatory 
authorities are recorded as regulatory fines and fees.  Interested Parties had no concerns with the 
accounting treatment.  SAPWG adopted revisions with an effective date of January 1, 2020. 

Benchmark Interest Rates 
SAPWG adopted revisions to SSAP No. 86 “Derivatives” to include the Securities Industry and Financial 
Markets Municipal Swap Rate and the Secured Overnight Financing Rate Overnight Index Swap as 
U.S. benchmark interest rates for hedge accounting purposes.  Interested parties had no comment 
regarding this matter. 

Regulatory Transactions 
SAPWG disposed of an agenda item referred to SAPWG by the Reinsurance (E) Task Force without 
statutory accounting revisions concerning the reporting of certain regulatory transactions on Schedule 
D-1.  Since certain regulatory transactions are not permitted to be reported as filing exempt, not 
permitted to be assigned NAIC designations and do not qualify for other NAIC designation reporting 
mechanisms in accordance with the Purposes and Procedures Manual of the NAIC Investment Analysis 
Office (P&P Manual), there are currently no reporting options on Schedule D-1 concerning these 
transactions.  SAPWG therefore sent referrals to both VOS and Blanks to add the codes RTS and RT to 
the P&P Manual and Annual Statement Instructions in order to properly identify and report these types 
of transactions. 

Other Working Groups 
In addition to SAPWG, several other committees, working groups, and task forces met during the Spring 
Meeting.  The following represents selected updates concerning the activities of some of these 
committees, working groups and task forces. 

Health Risk-Based Capital (E) Working Group 
The Working Group reviewed the current “health test” exclusion requirement in order to determine 
whether the degree of health insurance premiums currently being reported by companies that file the life 
annual statement is appropriate. Based on their review, the Working Group plans to revise the existing 
health test language and consider the addition of supplemental health schedules to the Life and 
Property & Casualty (P&C) annual statement blanks. 

Property and Casualty Risk-Based Capital (E) Working Group 
The Working Group discussed the possible changes to the R3 charge and to Schedule F examined by 
the Reinsurance (E) Task Force as a result of the Bilateral Agreement Between the United States of 
America and the European Union on Prudential Measures Regarding Insurance and Reinsurance (the 
Bilateral Agreement).  The Working Group also discussed possible changes to the annual financial 
statement and risk based capital instructions eliminating the different treatments of uncollateralized 
reinsurance recoverable from authorized vs. unauthorized unrated reinsurers as well as adjusting the 
factor for uncollateralized unrated reinsurers. 

Life Risk-Based Capital (E) Working Group 
The Working Group discussed the elimination of the fraternal annual statement blank and that fraternal 
reporting entities will now use the life annual statement blank for reporting purposes.  The Working 
Group also stated that the fraternal risk based capital calculation will also be eliminated, as it is 
predominantly the same as the life risk based capital calculation.  The Working Group discussed three 
areas which needed to be addressed as a result of moving fraternal reporting entities into the life risk 
based capital calculation, which include items in the life formula that were not applicable to fraternal 



NAIC Spring 2019 National Meeting Update 
National Association of Insurance Commissioners  6 
 
 
 
 

 
© 2019 Crowe LLP  www.crowe.com 

 

reporting entities, the annual statement references that are different in the two formulas and changes to 
the life formula needed as a result of changes to the life annual statement blank. 

The Working Group reviewed a proposal to update the risk based capital charge for unaffiliated 
common stock.  It was requested by Interested Parties that a lower charge be evaluated for equities that 
backed structured settlements.  The Working Group discussed their willingness to explore a lower 
charge for common stock but emphasized that there would need to be a good business reason for it and 
that there also must be a good balance between liquidity and the common stock with a liquidity buffer of 
five to seven years before allowing lower charges.  It was suggested that this matter be addressed with 
and reviewed as part of the Investment Risk-Based Capital (E) Working Group’s work on common 
stock. 

The Longevity Risk (A/E) Subgroup exposed a report from the American Academy of Actuaries (The 
Academy) detailing the proposed methodology to address the recognition of longevity risk in the Life 
RBC calculation through the application of a C-2 risk charge to the base statutory reserves for subject 
business. The Academy is also proposing that the updated mortality factors that a separate Academy 
group is working on be implemented concurrently, along with a covariance adjustment within the C-2 
risk charge to reflect the offsetting nature of mortality and longevity risk. 

Reinsurance (E) Task Force 
The Reinsurance (E) Task Force developed and exposed further revisions to the Credit for Reinsurance 
Model Law (#785) and the Credit for Reinsurance Model Regulation (#786). The Task Force had 
previously adopted revisions to each of these NAIC models at the 2018 Fall National Meeting. However, 
subsequent to adoption, it was determined that further technical corrections were needed for 
consistency with the provisions of the Bilateral Agreement. 

The revised reinsurance collateral requirements in Model #785 and Model #786 are intended to be 
applied equally to reinsurers domiciled in the following jurisdictions: 

1. Reciprocal jurisdictions subject to a covered agreement (i.e., the EU and United Kingdom) 

2. Reciprocal jurisdictions not subject to a covered agreement (i.e., Bermuda, Japan and Switzerland) 

3. US jurisdictions (i.e., reinsurers domiciled in a state other than the state of the ceding company) 

4. Interested Parties feedback was received during the Spring Meeting and will be considered when 
developing final revisions to these NAIC models. 

The Qualified Jurisdiction (E) Working Group discussed its intent to develop a new process for the 
review and designation of reciprocal jurisdictions under the terms of the Bilateral Agreement. All 
jurisdictions on the current NAIC List of Qualified Jurisdictions are scheduled to be reviewed in 2019. 
The Reinsurance Financial Analysis (E) Working Group discussed the need to modify its current 
methods of monitoring certified reinsurers domiciled in reciprocal jurisdictions to incorporate the 
changes to state reinsurance collateral requirements resulting from the revisions to Model #785 and 
Model #786. 
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