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Incorporate INTs into SSAPs


Emerging Accounting Issues Working Group

Agenda Submission Form

Form B

Issue:  Consider “2001” INTs For Inclusion Into SSAPs
Description of Transaction/Event/Issue:
This agenda item proposes that the Working Group consider incorporating guidance from existing statutory accounting interpretations from the year 2001 into the SSAPs in accordance with the initiative adopted in Agenda Item 11-03; Incorporate INTs into SSAPs. These proposals are drafted in order to consolidate guidance for particular issues within a single SSAP, as well as to present statutory accounting guidance considered as part of the maintenance process (GAAP issuance) in a manner that is more consistent with current GAAP. With the FASB Codification, all authoritative accounting guidance is captured within the FASB Codification, and is no longer reflected within individual pronouncements. Hence, consensus opinions from previously issued GAAP EITFs have been incorporated within other related GAAP accounting guidance in the FASB Codification. 

The following criteria is used as a guide in recommending revisions:
· Interpretation is specific to a limited number of SSAPs

· Includes scope inclusions/exclusions from particular SSAPs
· Provides direct accounting requirements on particular elements within a SSAP

· Provides disclosure requirements or clarifications for particular SSAPs

· The interpretation guidance is of a format that it will logically fit into to the SSAP text or into an Exhibit for an SSAP. 

· Provides reporting instructions for particular SSAPs/transactions

· Interpretation illustrations are limited to key aspects of an SSAP

· Interpretation identifies rejection of an EITF without (or limited) statutory guidance 

· Interpretation identifies adoption of an EITF without statutory modification (or limited modifications such as for “statutory terms and restrictions”)
The following criteria support retention of a separate INT within Appendix B:

· Interpretation is widely applicable over various SSAPs

· Includes concepts to guide SSAP application, rather than specific accounting guidance 

· Interpretation adopts an EITF with detailed statutory modifications
· Interpretation includes detailed illustrations 

NAIC Staff Recommendation:
It is staff’s recommendation that the Emerging Accounting Issues Working Group expose the proposed revisions to move guidance currently within interpretations directly to SSAP(s) as illustrated in the appendices. 
NAIC Staff Review Completed by:

Julie Gann and Linda Hunsucker – November 2011
Status:

On March 3, 2012, the Emerging Accounting Issues Working Group exposed this agenda item proposing revisions to move guidance from the “2001” series INTs into SSAPs in accordance with the adopted initiative “Incorporate Interpretation Guidance into the SSAPs.” The item identifies the interpretations proposed to be nullified, with guidance included in a SSAP, as well as those interpretations proposed to be retained within Appendix B of the NAIC Accounting Practices and Procedures Manual. Once adopted by the Emerging Accounting Issues (E) Working Group, the recommendations will be forwarded to the Statutory Accounting Principles (E) Working Group for adoption before revisions are made to the SSAPs.
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Summary of Recommendations for “2001” Interpretations

	
	INT
	GAAP Reference
	Recommendation
	SAP Reference

	
	
	
	
	

	The Following Interpretations are Proposed to be Nullified with Guidance Included in a SSAP

	A.1
	INT 01-01
	None
	Incorporate guidance in SSAP No. 6
	Appendix H

	A.2
	INT 01-03
	None
	Incorporate guidance in SSAP No. 4
	Appendix H

	A.3
	INT 01-05
	None
	Incorporate guidance in SSAP No. 49
	Appendix H

	A.4
	INT 01-07
	EITF 98-2
	Incorporate guidance in SSAP No. 97
	Appendix H

	A.5
	INT 01-10
	EITF 00-1
	Incorporate guidance in SSAP No. 48
	Appendix H

	A.6
	INT 01-11
	EITF 00-10
	Move to INT 99-00 as not applicable
	Appendix H

	A.7
	INT 01-12
	EITF 00-14
	Move to INT 99-00 as not applicable
	Appendix H

	A.8
	INT 01-21
	None
	Move to Appendix H as the guidance is no longer relevant
	Appendix H

	A.9
	INT 01-23
	None
	Incorporate guidance from SSAP No. 54 in SSAP No. 53
	Appendix H

	A.10
	INT 01-26
	None
	Incorporate guidance in SSAP No. 51
	Appendix H

	A.11
	INT 01-27
	None
	Incorporate guidance in SSAP No. 3
	Appendix H

	A.12
	INT 01-28
	None
	Incorporate guidance in SSAP No. 55
	Appendix H

	A.13
	INT 01-29
	None
	Incorporate guidance in SSAP No. 59
	Appendix H

	A.14
	INT 01-32
	EITF 01-10
	Move to Appendix H as the guidance is no longer relevant
	Appendix H

	A.15
	INT 01-33
	None
	Move to Appendix H as the guidance is no longer relevant
	Appendix H

	
	
	
	
	

	The Following Interpretations are Proposed to be Retained in Appendix B

	A.16
	INT 01-14
	EITF 00-16
	This item is being separately considered in agenda item #2006-13. It is currently proposed to be nullified in Issue Paper No. 129—Share-Based Payment, A Replacement of SSAP No. 13 
	N/A

	A.17
	INT 01-16
	None
	Already incorporated in SSAP No. 89 and proposed to be nullified with proposed SSAP No. 102 
	N/A

	A.18
	INT 01-18
	None
	Retain 
	N/A

	A.19
	INT 01-25
	None
	Retain
	N/A

	A.20
	INT 01-31
	None
	Retain
	N/A


Tracked changes and staff notes are included for each item in each appendix location.
Staff Note: This is a complete listing of the “2001” interpretations. The listing may look fragmented, but this is due to previous actions taken to list interpretations that identified GAAP guidance as not applicable to statutory accounting within INT 99-00 and to move nullified interpretations to Appendix H.

INT 01-01: Application of SSAP No. 6 Paragraph 9.a. to de minimus Receivable Balances of Group Accident and Health Policies

INT 01-01 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-01 References

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

INT 01-01 Issue

1.
The following guidance is contained in paragraph 9.a. of SSAP No. 6:

9.
Nonadmitted amounts are determined as follows:

a.
Uncollected Premium—To the extent that there is no related unearned premium, any uncollected premium balances which are over ninety days due shall be nonadmitted. If an installment premium is over ninety days due, the amount over ninety days due plus all future installments that have been recorded on that policy shall be nonadmitted;

2.
The last sentence of this paragraph is a new NAIC accounting principle for group accident and health contracts and appears to overlook the situation where the substantial preponderance of an installment has been paid.  This can have an unduly punitive effect in the case of companies engaged in group accident and health business. In this case, insured groups are typically billed on a monthly installment basis.  The amount of the bill is based on the insurer’s records of the customers’ membership.  It is not unusual that a customer will subsequently remit its payment based on its own membership records which, due to frequent changes in the customer’s employee base, may vary from that of the insurer. Such variances are normal in this type of business and are typically resolved through a reconciliation process in the normal course of business. Such reconciliation process is generally the result of:

a.
The addition or deletion of members within the group (i.e., hiring and termination activities of the group policyholder) including collection of information necessary to complete a certificate record (e.g. SSN, HIPAA prior eligibility status, etc.);

b.
Status changes by enrollees due to life events (i.e., marriage, divorce, birth of child, etc.);

c.
Apportionment of remittances related to affiliated multiple legal entities (i.e., large national accounts);

d.
Inadequate documentation from a group policyholder; and

e.
Open enrollment documentation not provided by a group on a timely basis.

3.
This reconciliation process is performed by the insurer and, once agreement is reached, a correcting bill (or credit memorandum) is issued to adjust or clear the residual balance. In certain circumstances, especially for larger groups or for groups with complicated membership records, the reconciliation of membership records will not be completed before the residual balance has aged more than ninety days from the due date of the original billing.  When that is the case, a strict interpretation of SSAP No. 6, paragraph 9.a. requires that the customer’s entire current balance be nonadmitted because of the existence of the de minimus balance.

4.
This result is particularly punitive when, as is often the case, the customer routinely remits payment on a timely basis but where minor residual balances remain on the account aging pending agreement between the insurer and customer in relation to membership reconciliation issues.  It should also be noted that, because billing is typically on a monthly basis in group accident and health business, it is unlikely that there will be a significant unearned premium balance to be applied to the more current receivable balance, thereby increasing the magnitude of the effect described above.

5.
The accounting issue is whether it is appropriate that the existence of a de minimus over ninety-day balance on a group accident and health contract should cause the entire balance of the recorded future installments to be deemed nonadmitted.

INT 01-01 Discussion

6.
The working group reached a consensus that the existence of a nonadmitted de minimus over ninety-day balance would not cause future installments that have been recorded on that policy to also be nonadmitted.  The scope of this interpretation is limited to group accident and health contracts as described in the accounting issue.  For purposes of this interpretation, installment premiums include monthly billed premiums on group accident and health policies. The working group also noted that the de minimus over ninety day balance itself would still be treated as nonadmitted as it is over ninety days old and that pursuant to SSAP No. 6 paragraph 10, the entire current balance is subject to a collectibility analysis.

INT 01-01 Status

7.
No further discussion is planned.

Proposed Revisions to SSAP No. 6 – (Insert new Footnote with INT 01-01 guidance)
Impairment

9.
Nonadmitted amounts are determined as follows:

a. Uncollected Premium—To the extent that there is no related unearned premium, any uncollected premium balances which are over ninety days due shall be nonadmitted. If an installment premium is over ninety days due, the amount over ninety days due plus all future installments that have been recorded on that policy shall be nonadmitted
;

INT 01-03:  Assets Pledged as Collateral or Restricted for the Benefit of a Related Party

INT 01-03 Dates Discussed

December 4, 2000; March 26, 2001; June 11, 2001

INT 01-03 References

SSAP No. 4—Assets and Nonadmitted Assets (SSAP No. 4)

INT 01-03 Issue

1.
Holding companies and their subsidiaries often issue debt securities.  In certain circumstances, the debt is collateralized using the invested assets of a related party (hereafter as defined within SSAP No. 25—Accounting for and Disclosures about Transactions with Affiliates and Other Related Parties). The assets of the subsidiary or sister insurance entity may be pledged as collateral or otherwise restricted for this purpose.
2.
Per review of the Preamble to the Accounting Practices and Procedures Manual and SSAP No. 4, there is no direct reference that requires an entity to nonadmit assets involved in situations described above.

3.
The accounting issue is if a related party pledges as collateral certain assets of the reporting entity should such assets be nonadmitted by the reporting entity?

4.
The working group reached a consensus that if assets of an insurance entity are pledged or otherwise restricted by the action of a related party, the assets are clearly not under the exclusive control of the insurance entity.  It follows that if these assets are pledged for the benefit of others, then the assets are not available to satisfy policyholder obligations.  Although the specific instruction is not given, these assets are unavailable to satisfy policyholder obligations due to encumbrances or other third party interests and therefore should not be recognized on the balance sheet. 

INT 01-03 Status

5.
No further discussion is planned.


Proposed changes to SSAP No. 4:
SSAP No. 4:

2. For purposes of statutory accounting, an asset shall be defined as: probable
 future economic benefits obtained or controlled by a particular entity as a result of past transactions or events. An asset has three essential characteristics: (a) it embodies a probable1 future benefit that involves a capacity, singly or in combination with other assets, to contribute directly or indirectly to future net cash inflows, (b) a particular entity can obtain the benefit and control others’ access to it
., and (c) the transaction or other event giving rise to the entity’s right to or control of the benefit has already occurred These assets shall then be evaluated to determine whether they are admitted. The criteria used is outlined in paragraph number 3 below.

INT 01-05: Classification of Accrued Interest on Policy Loans

INT 01-05 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-05 References

SSAP No. 49—Policy Loans (SSAP No. 49)

INT 01-05 Issue

1.
Paragraph 7 of SSAP No. 49 provides the accounting guidance for recognition of interest income on policy loans. Paragraph 8 of that same statement describes when policy loan accrued interest shall be reclassified from Investment Income Due and Accrued to be included in the unpaid policy loan balance.

7.
Interest income on policy loans shall be recorded as earned and included in investment income consistent with SSAP No. 34—Investment Income Due and Accrued. For interest received before it is earned, unearned interest income shall be recorded as a liability in accordance with SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets.

8.
Accrued interest income on policy loans that is past due 90 days or more shall be reclassified from Investment Income Due and Accrued and included in the unpaid balance of the policy loan as defined in paragraph 4.

2.
The accounting issue is may a company include accrued interest that is less than 90 days past due as a part of the policy loan balance rather than carrying the accrued interest as Investment Income Due and Accrued?

INT 01-05 Discussion

3.
The working group reached a consensus to allow interest to be reclassified from Accrued Investment Income Due and Accrued to be included in the unpaid policy loan balance earlier than when the interest is 90 days past due. All accrued interest that is 90 days past due would be included in the policy loan balance. This is a classification issue and would not result in any amounts being admitted that would otherwise be nonadmitted.

INT 01-05 Status

4.
No further discussion planned.


Proposed revision to SSAP No.49:

8. Accrued interest income on policy loans that is past due 90 days
 or more shall be reclassified from Investment Income Due and Accrued and included in the unpaid balance of the policy loan as defined in paragraph 4.

INT 01-07: EITF 98-2: Accounting by a Subsidiary or Joint Venture for an Investment in the Stock of Its Parent Company or Joint Venture Partner

INT 01-07 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-07 References

SSAP No. 46—Investments in Subsidiary, Controlled and Affiliated Entities (SSAP No. 46)

SSAP No. 88—Investments in Subsidiary, Controlled and Affiliated Entities, A Replacement of SSAP No. 46 (SSAP No. 88)

SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities, A Replacement of SSAP No. 88 (SSAP No. 97)

INT 01-07 Issue

1.
A subsidiary or joint venture may purchase the stock of its parent company or joint venture partner for various reasons, including to provide stock-based compensation to employees of the subsidiary or joint venture, to hedge the cost and cash requirements of stock appreciation rights, or to hold as an investment.

2.
Authoritative guidance addresses the accounting for such an investment in consolidation.  Paragraph 13 of ARB No. 51, Consolidated Financial Statements states that shares of a parent company held by a subsidiary should not be treated as outstanding stock in the consolidated balance sheet of the parent. However, accounting guidance does not directly address the accounting for such an investment in the separate financial statements of the subsidiary or joint venture.

3.
FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities (FAS 115) addresses the accounting and reporting for certain investments in debt and equity securities.  Paragraph 3 of FAS 115 states that "this Statement establishes standards of financial accounting and reporting for investments in equity securities that have readily determinable fair values ...” In addition, paragraph 4 of FAS 115 states that "this Statement does not apply . . . to investments in consolidated subsidiaries.” It does not address the reverse situation, that is, an investment by the subsidiary in the parent.

4.
The issues are:

Issue 1 - How a subsidiary should account for an investment in the stock of its parent company in the separate financial statements of the subsidiary

Issue 2 - How a joint venture should account for an investment in the stock of its joint venture partner in the separate financial statements of the joint venture.

INT 01-07 Discussion

5.
The working group reached a consensus to reject the positions reached in EITF 98-2, Accounting by a Subsidiary or Joint Venture for an Investment in the Stock of Its Parent Company or Joint Venture Partner as these issues are already provided for in paragraphs 15 and 16 of SSAP No. 97. It should be noted that the Securities Valuation Office provides a worksheet for both of these reciprocal ownership elimination computations.

INT 01-07 Status

6.
No further discussion planned.

Proposed revisions to SSAP No. 97: 
Relevant Literature 

1. This statement adopts the Purposes and Procedures Manual of the NAIC Securities Valuation Office.

2. This statement adopts FASB Interpretation No. 35, Criteria for Applying the Equity Method of Accounting for Investments in Common Stock, an Interpretation of APB Opinion No. 18 as guidance to be considered in determining the existence of control. 

3. This statement rejects APB Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock, AICPA Accounting Interpretations, The Equity Method of Accounting for Investments in Common Stock: Accounting Interpretations of APB Opinion No. 18, FASB Technical Bulletin No. 79-19, Investor’s Accounting for Unrealized Losses on Marketable Securities Owned by an Equity Method Investee, FASB Emerging Issues Task Force No. 87‑21, Change of Accounting Basis in Master Limited Partnership Transactions, and FASB Emerging Issues Task Force No. 96-16, Investor’s Accounting for an Investee When the Investor Has a Majority of the Voting Interest but the Minority Shareholder or Shareholders Have Certain Approval or Veto Rights, FASB Emerging Issues Task Force No. 98-2: Accounting by a Subsidiary or Joint Venture for an Investment in the Stock of Its Parent Company or Joint Venture Partner, and FASB Staff Position No. APB 18-1, Accounting by an Investor for Its Proportionate Share of Accumulated Other Comprehensive Income of an Investee Accounted for under the Equity Method in Accordance with APB Opinion No. 18 upon a Loss of Significant Influence.
INT 01-10: EITF 00-1: Investor Balance Sheet and Income Statement Display under the Equity Method for Investments in Certain Partnerships and Other Ventures

INT 01-10 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-10 References

SSAP No. 48—Joint Ventures, Partnerships and Limited Liability Companies (SSAP No. 48)

INT 01-10 Issue

1. ABP Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock  (APB No. 18) addresses only investments in common stock of corporations and does not directly address investments in unincorporated entities.  However, investors in unincorporated entities such as partnerships and other unincorporated joint ventures generally account for their investments using the equity method of accounting by analogy to Opinion 18 if the investor has the ability to exercise significant influence over the investee.  Paragraph 19.c. of APB No. 18 requires investments accounted for by the equity method to be displayed as a single amount in the investor's balance sheet and the investor's share of the investee's earnings or losses to be displayed as a single amount in the investor's income statement. In contrast, if (a) the investor holds an undivided interest in each asset, (b) the investor is proportionately liable for each liability, and (c) no other separate legal entity exists, then the investor's accounting for those rights and obligations is outside the scope of APB No. 18.  In those circumstances, the investor displays, on a proportionate gross basis, those assets and liabilities in the investor's balance sheet and the related results of operations in the investor's income statement.  However, for entities subject to AICPA Statement of Position 78-9, Accounting for Investments in Real Estate Ventures, the guidance in paragraph 11 should be applied. That guidance requires real property owned by undivided interests that is subject to joint control, as defined therein, to be presented in the same manner as investments in noncontrolled partnerships (that is, generally using the equity method).
2.
However, there is a longstanding practice in the construction industry and in the extractive industries of investors displaying investments in separate legal entities (that is, they do not own an undivided interest as described in paragraph 1 accounted for using the equity method of accounting on a proportionate gross basis).  Under that practice, the investor presents its proportionate share of the investee's revenues and expenses in each major revenue and expense caption of the investor's income statement and may also present its proportionate share of the investee's assets and liabilities separately in each major asset and liability caption of the investor's balance sheet.
3.
The issue is whether there are circumstances in which proportionate gross presentation is appropriate under the equity method of accounting for an investment in a legal entity.

INT 01-10 Discussion

4.
The working group reached a consensus to reject the positions reached in EITF 00-01, Investor Balance Sheet and Income Statement Display under the Equity Method for Investments in Certain Partnerships and Other Ventures as this issue is currently addressed in SSAP No. 48.
INT 01-10 Status

5.
No further discussion planned.

Proposed Revisions to SSAP No. 48: 
Relevant Literature

18. This statement is inconsistent with the guidance in paragraph 17 of APB Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock (APB 18), which addresses when control exists. APB 18 is addressed in its entirety and rejected in SSAP No. 97. This statement also rejects AICPA Statement of Position 78-9, Accounting for Investments in Real Estate Ventures and FASB Emerging Issues Task Force No. 00-01, Investor Balance Sheet and Income Statement Display under the Equity Method for Investments in Certain Partnerships and Other Ventures.
INT 01-11: EITF 00-10: Accounting for Shipping and Handling Fees and Costs

INT 01-11 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-11 References

None

INT 01-11 Issue

1.
Shipping and handling costs are incurred by most companies that sell goods; however, diversity in practice exists regarding the income statement classification of amounts charged to customers for shipping and handling, as well as for costs incurred related to shipping and handling.  Many sellers charge customers for shipping and handling in amounts that exceed the related costs incurred.  Some display the charges to customers as revenues and the costs as expenses, while others net the costs and revenues.  

2.
The components of shipping and handling costs, and the determination of the amounts billed to customers for shipping and handling, may differ from company to company.  Some companies define shipping and handling costs as only those costs incurred for a third-party shipper to transport products to the customer.  Other companies include as shipping and handling costs a portion of internal costs, for example, salaries and overhead related to the activities to prepare goods for shipment.  In addition, some companies charge customers only for amounts that are a direct reimbursement for shipping and, if discernible, direct incremental handling costs; however, many other companies charge customers for shipping and handling in amounts that are not a direct pass-through of costs.

3.
For the purpose of this Issue, "shipping" is understood to be those costs that are incurred to physically move the product from the seller's place of business to the buyer's designated location.  Shipping costs generally comprise payments to third-party shippers but may also be costs incurred directly by the seller.  "Handling" is understood to be those costs incurred to store, move, and prepare the products for shipment.  Generally, handling costs are incurred from the point the product is removed from finished goods inventory to the point the product is provided to the shipper and often include an allocation of internal overhead.

4.
The issues are:

Issue 1 - How a seller of goods should classify in the income statement amounts billed to a customer for shipping and handling

Issue 2 - How a seller of goods should classify in the income statement costs incurred for shipping and handling.

INT 01-11 Discussion

5.
The working group reached a consensus to adopt the consensus positions of EITF 00-10, Accounting for Shipping and Handling Fees and Costs (EITF 00-10) with certain modifications.  Although the issues raised in EITF 00-10 are not prevalent in the insurance industry, adoption of the consensus position does not violate any of the principles that define the Statement of Concepts.  The modified EITF consensus is as follows:

6.
The Task Force reached a consensus on Issue 1 that all amounts billed to a customer in a sale transaction related to shipping and handling, if any, represent revenues earned for the goods provided and should be classified as revenue.  The Task Force was not asked to reach a consensus on Issue 2.  

7.
The Task Force reached a consensus that the consensus on Issue 1 should be applied as of January 1, 2001. Upon application of the consensus, comparative financial statements for prior periods should be reclassified to comply with the classification guidelines of this Issue.  If it is impracticable to reclassify prior-period financial statements, disclosure should be made of both the reasons why reclassification was not made and the effect of the reclassification on the current period.

INT 01-11 Status

8.
No further discussion planned.


Please note that the proposed action for INT 01-11 may be considered a change in consensus from the prior conclusion. This INT, which is not referenced as interpreting any SSAP, addresses shipping and handling fees and costs for companies that sell “goods”. This INT specifically notes that the issues raised in EITF 00-10 are not prevalent in the insurance industry, but it was adopted as the GAAP consensus position (how to recognize the amounts billed/costs incurred for shipping in the income statement) did not violate the principles of the Statement of Concepts. Rather than continue to include this INT in Appendix B, particularly as it is not prevalent and does not interpret any SSAP, the recommendation would change the previous consensus position and identify EITF 00-10 as not applicable to statutory accounting. 

It is proposed to move INT 01-11 to INT 99-00: Compilation of Rejected EITFs as shipping and handling fees and costs are not applicable to statutory accounting. 
INT 01-12: EITF 00-14: Accounting for Certain Sales Incentives

INT 01-12 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-12 References

None

INT 01-12 Issue

1.
Existing generally accepted accounting principles do not provide specific guidance on the accounting for sales incentives many companies offer (on either a limited or a continuous basis) to their customers.  Sales incentives offered by companies have various forms including discounts, coupons, rebates, and free products or services.

2.
This Issue addresses the recognition, measurement, and income statement classification for sales incentives offered voluntarily by a vendor without charge to customers that can be used in, or that are exercisable by a customer as a result of, a single exchange transaction.  Sales incentives within the scope of this Issue include offers that can be used by a customer to receive a reduction in the price of a product or service at the point of sale.  This Issue also addresses vendor offers that entitle a customer to receive a reduction in the price of a product or service by submitting a form or claim for a refund or rebate of a specified amount of the purchase price charged to the customer at the point of sale.  This Issue also covers offers by a vendor for a free product or service when the customer purchases another specified item if the vendor will deliver that free product or service to the customer at the point of sale of the specified item.  This Issue also addresses sales incentives offered by manufacturers to customers of retailers or other distributors.

3.
This Issue does not address coupons, rebates, and other forms of rights for free or significantly discounted products or services received by a customer in a prior exchange transaction that were accounted for by the vendor as a separate element in that prior exchange.  The issue of when a discount right on services to be delivered is an element of an exchange transaction is within the scope of a future issue on accounting for multiple-element revenue arrangements.  This Issue does not address vendor offers for free or significantly discounted products or services that become exercisable by the customer as a result of a single exchange transaction but will be delivered by the vendor at a future date.  Free products or services to be delivered by the vendor at a future date may be a separate element in the exchange (and will be addressed in the future issue described above) and not a return or refund of some portion of the purchase price charged to the customer at the point of sale.  This Issue does not address the accounting for offers of free or discounted products or services that are exercisable after a customer has transacted a specified cumulative level of purchases, for example, "point" and loyalty programs.  Incentives that require a customer to transact a specified volume of purchases will be addressed in a future issue on accounting for "point" and other loyalty programs.  Further, this Issue excludes the accounting for sales incentives offered by a company as consideration for goods or services received by the company offering the incentive, for example, the accounting for certain discounts offered to employees.

4.
The issues are:

Issue 1 - For a sales incentive offered voluntarily by a vendor and without charge to customers that can be used in, or that becomes exercisable by a customer as a result of, a single exchange transaction and that will not result in a loss on the sale of a product or service, when to recognize and how to measure the cost of the sales incentive

Issue 2 - For a sales incentive offered voluntarily by a vendor and without charge to customers that can be used in, or that becomes exercisable by a customer as a result of, a single exchange transaction and that will result in a loss on the sale of a product or service, when to recognize and how to measure the cost of the sales incentive

Issue 3 - For a sales incentive offered voluntarily by a vendor and without charge to customers that can be used in, or that becomes exercisable by a customer as a result of, a single exchange transaction, how the cost of the sales incentive should be classified in the income statement.

INT 01-12 Discussion

5.
The working group reached a consensus to reject the consensus positions of EITF 00-14, Accounting for Certain Sales Incentives as most insurance companies are specifically prohibited by state statute from entering into the transactions described in this issue (e.g.; rebating).

INT 01-12 Status

6.
No further discussion planned.


It is noted that this interpretation does not interpret any existing SSAP. As such, and as these types of transactions do not occur within the industry (specifically prohibited under statutes), it is proposed to move INT 01-12 to INT 99-00: Compilation of Rejected EITFs as sales incentives are not applicable to statutory accounting. 
INT 01-21: SSAP Nos. 16R, 19, 68 and 79 – Reestablishment of Previously Expensed Software and Furniture, Fixtures and Equipment and Goodwill

INT 01-21 Dates Discussed

March 26, 2001; June 11, 2001

INT 01-21 References

SSAP No. 16R—Electronic Data Processing Equipment and Accounting for Software (SSAP No. 16R)

SSAP No. 19—Furniture, Fixtures and Equipment; Leasehold Improvements Paid by the Reporting Entity as Lessee; Depreciation of Property and Amortization of Leasehold Improvements (SSAP No. 19)

SSAP No. 68—Business Combinations and Goodwill (SSAP No. 68)

SSAP No. 79—Depreciation of Nonoperating System Software – An Amendment to SSAP No. 16—Electronic Data Processing Equipment and Software (SSAP No. 79)

INT 01-21 Issue

1.
Prior to January 1, 2001, some reporting entities elected to expense software and furniture, fixtures and equipment when these items were purchased. Some of these purchases are material in amount. Under the rules effective prior to Codification, this was acceptable statutory practice. 

2.
The following is excerpted from Chapter 8 of the Accounting Practices and Procedures Manual for Life and Accident and Health Insurance Companies (statutory guidance prior to SSAP Nos. 16R, 19 and 79):

Application systems software, such as language processors, library routines and debugging aids, and other computer software are not considered operating system software and may be expensed when purchased or established as a nonadmitted asset and written off over a period of years not to exceed the software’s expected useful life (See Chapter 9).

3.
The language in the Accounting Practices and Procedures Manual for Property and Casualty Insurance Companies did not mention the option of expensing when purchased; it simply stated that application systems software.... may not be recognized as admitted assets.

4.
The transition guidance in SSAP Nos. 16R, 19 and 79 do not provide for grandfathering of prior purchases of software, and furniture, fixtures and equipment. Therefore, a strict interpretation of these SSAPs would suggest that reporting entities recompute the net asset value (cost less the appropriate depreciation) and report this amount on their 2001 statutory financial statements, and then nonadmit the net asset.

5.
The accounting issue is whether reporting entities are required to recompute the net asset value (cost less the appropriate depreciation) and report this amount on their 2001 statutory financial statements, and then nonadmit the net asset.

INT 01-21 Discussion

6.
The working group reached a consensus that reporting entities who purchased and immediately expensed software and furniture, fixtures and equipment prior to January 1, 2001 shall not be required to compute and reestablish the net asset value of the asset, and nonadmit and subsequently depreciate the asset on the 2001 and subsequent statutory financial statements.

INT 01-21 Status

7.
No further discussion planned.


Propose to nullify and move INT 01-21 to Appendix H as the guidance is no longer relevant. This INT dealt with the 2001 financial statements only.
INT 01-23: Prepaid Legal Insurance Premium Recognition

INT 01-23 Dates Discussed

March 26, 2001; June 11, 2001

INT 01-23 References

SSAP No. 53—Property Casualty Contracts - Premiums (SSAP No. 53)

SSAP No. 54—Individual and Group Accident and Health Contracts (SSAP No. 54)

INT 01-23 Issue

1.
Insurance Company X is a property casualty insurer specializing in insuring and administering prepaid legal expense plans. Insurance Company X is one of a handful of insurance companies, which provide this type of insurance within the United States.   The legal plans are established through group policies purchased by companies who in turn offer coverage to electing employees. The plans are offered as an employee benefit to help certificate holders more cost effectively solves their legal problems.  For a small monthly premium, employees may consult with and/or receive representation from a plan attorney regarding any one of several covered services (such as will preparation, divorce, child adoption etc).

2.
The contracts operate similarly to group health insurance contracts in that:
· the insurance is offered by the sponsoring organization as an elective employee benefit,

· the participating employee are considered the certificate holder, while the employer is considered the policyholder,

· premiums are based on the number of certificate holders,

· the sponsoring company provides regular enrollment information to the insurer,

· 90% of attorneys used in delivery of the plan benefits are ARAG plan attorneys, and 

· employees pay premiums through payroll withholding.

3.
The group policies are written for a set period, generally one year (and can be up to three-years), with the sponsoring company as the group policyholder. Policies may be canceled by the policyholder with 45 days notice. 

4.
Insurance Company X sends monthly premium bills to participating employers based on the previous month’s actual employee count. Monthly premium installments are withheld from the participating employee’s paycheck and are remitted to Insurance Company X, along with a detailed listing of the number of plan participants that month.  Premium amounts vary from month to month depending on the number of employees participating in the plan that month.

5.
The accounting issue is whether premiums for prepaid legal insurance should follow the guidelines of SSAP No. 53 paragraph 5 or SSAP No. 54 paragraph 2?

INT 01-23 Discussion

6.
The working group reached a consensus that the premium recognition requirements of SSAP No. 54 paragraph 2 are more consistent with the operations of prepaid legal insurance as described in this interpretation.  In essence, this consensus represents a “form over substance” opinion.  Prepaid legal is classified in form as property/casualty insurance whereas the substance of the insurance coverage is more analogous to group health business.

INT 01-23 Status

7.
No further discussion planned.


Proposed Revisions to SSAP Nos. 50 and 53, based on SSAP No. 54: 

SSAP No. 50:

Property and Casualty Contracts—Definitions

35. Property and casualty contracts include a variety of types of coverage, including, but not limited to, fire, workers’ compensation, automobile, multiple peril, professional and miscellaneous liability, and fidelity and surety bonds as further discussed below.

36. Types of insurance represent the perils that are insured by property and liability insurance companies and classified as property and casualty contracts. Some of the more important types of insurance are as follows:

a. Fire and allied lines, which include coverage for fire, windstorm, hail, and water damage (but not floods);

b. Ocean marine, which includes coverage for ships and their equipment, cargos, freight or money to be paid for use of the ships, and liability to third parties for damages. This type of insurance includes inland as well as ocean water transportation;

c. Inland marine, which covers property in transit. (It also includes floaters, which are policies that cover movable property, such as a tourist’s personal property);

d. Workers’ compensation, which compensates employees for injuries or illness sustained in the course of their employment;

e. Automobile, which covers personal injury or automobile damage sustained by the insured and the related liability to third parties for losses caused by the insured;

f. Multiple peril, which is a package coverage including most property and liability coverage except workers’ compensation, automobile insurance, and surety bonds;

g. Professional liability, which covers physicians, surgeons, dentists, hospitals, engineers, architects, accountants, attorneys, and other professionals from liability arising from error or misconduct in providing or failing to provide professional service;

h. Miscellaneous liability, which covers most other physical and property damages not included under workers’ compensation, automobile liability, and multiple peril policies. (Damages include death, cost of care, and loss of services resulting from bodily injury, as well as loss of use of property);

i. Fidelity bonds, which cover employers against dishonest acts by employees. Blanket fidelity bonds cover groups of employees;
j. Surety bonds, which provide for monetary compensation to third parties for failure by the insured to perform specifically covered acts within a stated period. (Most surety bonds are issued for persons doing contract construction, persons connected with court actions, and persons seeking licenses and permits. Surety bonds also include financial guarantees.); and
k. Prepaid legal expense plans are established through group policies purchased by companies who in turn offer coverage to electing employees. The plans are offered as an employee benefit to help certificate holders more cost effectively solve their legal problems. For a small monthly premium, employees may consult with and/or receive representation from a plan attorney regarding any one of several covered services (such as will preparation, divorce, child adoption etc). The group policies are written for a set period, generally one year (and can be up to three-years), with the sponsoring company as the group policyholder. Policies may be canceled by the policyholder with 45 days notice. The reporting entity sends monthly premium bills to participating employers based on the previous month’s actual employee count. Monthly premium installments are withheld from the participating employee’s paycheck and are remitted to Insurance Company X, along with a detailed listing of the number of plan participants that month. Similar to group accident and health policies, premium amounts vary from month to month depending on the number of employees participating in the plan that month.
SSAP No. 53:
3.
Except as provided for in paragraphs 4 and 5, written premium is defined as the contractually determined amount charged by the reporting entity to the policyholder for the effective period of the contract based on the expectation of risk, policy benefits, and expenses associated with the coverage provided by the terms of the insurance contract. Frequently, insurance contracts are subject to audit by the reporting entity and the amount of premium charged is subject to adjustment based on the actual exposure. Premium adjustments are discussed in paragraphs 9-12 of this statement.

4.
For workers’ compensation contracts, which have a premium that may periodically vary based upon changes in the activities of the insured, written premiums may be recorded on an installment basis to match the billing to the policyholder. Under this type of arrangement, the premium is determined and billed according to the frequency stated in the contract, and written premium is recorded on the basis of that frequency.
5. Premiums for prepaid legal expense plans shall be recognized as income on the gross basis (amount charged to the policyholder or subscriber exclusive of copayments or other charges) when due from policyholders or subscribers, but no earlier than the effective date of coverage, under the terms of the contract. Due and uncollected premiums shall follow the guidance in SSAP No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts Due From Agents and Brokers (SSAP No. 6), to determine the admissibility of premiums and related receivables.
6. Written premiums for all other contracts shall be recorded as of the effective date of the contract. Upon recording written premium, a liability, the unearned premium reserve, shall be established to reflect the amount of premium for the portion of the insurance coverage that has not yet expired. Flat fee service charges on installment premiums (fees charged to policyholders who pay premiums on an installment basis rather than in full at inception of contract) are reported in the Other Income section of the Underwriting and Investment Exhibit as Finance and Service Charges. Flat fee service charges on installment premiums, which do not meet the requirements outlined in footnote 1 (e.g., policy may be cancelled for non-payment of fee or fee is refundable), shall be recorded as written premium on the effective date of the contract and subject to the unearned premium guidelines included in paragraph 7.

Remaining paragraphs will be renumbered accordingly
This guidance from SSAP No. 54 is provided for information purposes only.

SSAP No. 54:

2.
Premiums shall be recognized as income on the gross basis (amount charged to the policyholder or subscriber exclusive of copayments or other charges related to the receipt of healthcare services) when due from policyholders or subscribers, but no earlier than the effective date of coverage, under the terms of the contract. Due and uncollected premiums shall follow the guidance in SSAP No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts Due From Agents and Brokers (SSAP No. 6), to determine the admissibility of premiums and related receivables. Premiums waived by the reporting entity under disability provisions contained in its policies and contracts, and reported in operations as a disability benefit, are included in premium income. 

INT 01-26: SSAP No. 51 and Reserve Minimum or Required Amount

INT 01-26 Dates Discussed

June 11, 2001; October 16, 2001

INT 01-26 References

SSAP No. 51— Life Contracts (SSAP No. 51)

INT 01-26 Issue

1.
SSAP No. 51 adopts Appendix A-820, Minimum Life and Annuity Reserve Standards (A-820) on minimum standards for life and annuity contracts. 

2.
The accounting issue is if a state requires a higher standard, like a more conservative mortality table, or a company chooses a higher standard even when not required by their state, would the difference between the amount as reported and the reserve required by SSAP No. 51 and Appendix A-820 be included in the footnote reconciliation required by Appendix A-205, Illustrative Disclosure of Differences Between NAIC Statutory Accounting Practices and Procedures and Accounting Practices Prescribed or Permitted by the State of Domicile?

INT 01-26 Discussion

3.
The working group reached a consensus that a difference would have to be disclosed if the reserve amount calculated on the state prescribed or permitted valuation basis is materially different from the reserve amount calculated on the A-820 valuation basis1. The working group is of the opinion that although the A-820 standard is viewed as a minimum one, it nevertheless represents the baseline from which deviations are measured.  The determination of whether difference meets the standard of materiality is subjective.  The Preamble to the Accounting Practices and Procedures Manual provides further guidance on the criterion of materiality. 

INT 01-26 Status

4.
No further discussion planned.

INT 01-26 Footnote 1: This issue applies to contracts issued January 1, 2001 and thereafter.


Proposed Revisions to SSAP No. 51: 
38. Reporting entities shall disclose the relative percentage of participating insurance, the method of accounting for policyholder dividends, the amount of dividends, and the amount of any additional income allocated to participating policyholders in the financial statements.

39. Reporting entities shall disclose if the reserve amount calculated on the state prescribed or permitted valuation basis is materially different from the reserve amount calculated on the A-820 valuation basis1. Although the A-820 standard is viewed as a minimum one, it represents the baseline from which deviations are measured. The determination of whether difference meets the standard of materiality is subjective. Refer to the Preamble regarding further guidance on the criterion of materiality.
40. Refer to the preamble for further discussion regarding disclosure requirements.
INT 01-27: Accounting Change versus Correction of Error

INT 01-27 Dates Discussed

June 11, 2001; October 16, 2001

INT 01-27 References

SSAP No. 3—Accounting Changes and Corrections of Errors (SSAP No. 3)

INT 01-27 Issue

1.
SSAP No. 3 provides accounting guidance defining a change in accounting principle and a correction of an error.  The NAIC Accounting Practices and Procedures Manual (the AP&P manual) authorizes a change resulting from the adoption of a Statement of Statutory Accounting Principles (SSAP) to be accounted for as a change in accounting principle in accordance with SSAP No. 3.  However, the AP&P manual does not define the accounting period in which changes must be adopted.  

2.
The accounting issue is if additional changes related to the adoption of Statements of Statutory Accounting Principles are identified during subsequent quarters in the calendar year that were not recognized during the 1st quarter, should such changes be accounted for as a change in accounting principle or a correction of an error?  

INT 01-27 Discussion

3.
The working group reached a consensus that the cumulative effect of changes in accounting principles shall be reported as adjustments to unassigned funds (surplus) in the fiscal year of the change in accounting principle. The cumulative effect is the difference between the amount of capital and surplus at the beginning of the year and the amount of capital and surplus that would have been reported at that date if the new accounting principle had been applied retroactively for all prior periods.  For example, adjustments to an amount recorded as of January 1, 2001 would be recorded as changes in accounting principle rather than corrections of an error through the period of 2001.

INT 01-27 Status

4.
No further discussion planned.


Proposed revisions to SSAP No. 3:

3. The cumulative1 effect of changes in accounting principles shall be reported as adjustments to unassigned funds (surplus) in the period of the change in accounting principle. The cumulative effect is the difference between the amount of capital and surplus at the beginning of the year and the amount of capital and surplus that would have been reported at that date if the new accounting principle had been applied retroactively for all prior periods.

New Footnote 1: If additional changes are identified in subsequent quarters of a fiscal year related to a change in accounting principles recognized initially during the first quarter, such changes shall be considered part of the cumulative effect of the change in accounting principle. The cumulative effect is the difference between the amount of capital and surplus at the beginning of the year and the amount of capital and surplus that would have been reported at that date if the new accounting principle had been applied retroactively for all prior periods. For example, adjustments to an amount recorded as of January 1, 2001 would be recorded as changes in accounting principle rather than corrections of an error through the period of 2001.
INT 01-28: Margin for Adverse Deviation in Claim Reserve

INT 01-28 Dates Discussed

June 11, 2001; October 16, 2001

INT 01-28 References

SSAP No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses (SSAP No. 55)

INT 01-28 Issue

1.
SSAP No. 55 paragraph 11 directs management to record its “best estimate” of its unpaid claim liability. The term best estimate is generally understood not to prohibit any margin for adverse deviation.  In general, practicing actuaries have included a margin for adverse deviation in their claim reserves for both life and A&H business.  Paragraph 29 of the Preamble to the Accounting Practices and Procedures Manual speaks to conservatism.  It states, “… the concept of conservatism should be followed when developing estimates as well as establishing accounting principles for statutory reporting.”

2.
Actuarial Standard of Practice No. 5, Incurred Health and Disability Claims covers in course of settlement and incurred but unreported (IBNR) liabilities for Accident and Health (A&H) insurance.  A new version of the standard was effective on May 1, 2001.  Section 3.3c states that the actuary should consider “… what margin for uncertainty, if any, might be appropriately included [in the unpaid claim liability].”  

3.
The likely interpretation of SSAP No. 55 paragraph 10 is in conflict with current practice, the concept of conservatism, and actuarial standards of practice. It may lead to confusion and a significant lowering of A&H reserves under codification.

4.
The accounting issue is what is the desired role, if any, of the margin for adverse deviation in the calculation of claim reserves?

INT 01-28 Discussion

5.
The working group reached a consensus that the concept of conservatism is inherent to the estimation of reserves and as such should not be specifically prohibited in the consideration of management’s best estimate.  On the other hand, the working group does not believe there should be a specific requirement to include a provision for adverse deviation in claims as the application of estimates varies greatly from company to company and requires the careful judgment of management.

6.
No further discussion planned.

Proposed revisions to SSAP No. 55:
11. For each line of business and for all lines of business in the aggregate, management shall record its best estimate of its liabilities for unpaid claims, unpaid losses, and loss/claim adjustment expenses. Because the ultimate settlement of claims (including IBNR for death claims and accident and health claims) is subject to future events, no single claim or loss and loss/claim adjustment expense reserve can be considered accurate with certainty. Management’s analysis of the reasonableness of claim or loss and loss/claim adjustment expense reserve estimates shall include an analysis of the amount of variability in the estimate. If, for a particular line of business, management develops its estimate considering a range of claim or loss and loss/claim adjustment expense reserve estimates bounded by a high and a low estimate, management’s best estimate of the liability within that range shall be recorded. The high and low ends of the range shall not correspond to an absolute best-and-worst case scenario of ultimate settlements because such estimates may be the result of unlikely assumptions. Management’s range shall be realistic and, therefore, shall not include the set of all possible outcomes but only those outcomes that are considered reasonable. Management shall also follow the concept of conservatism included in the Preamble when determining estimates for claims reserves. However, there is not a specific requirement to include a provision for adverse deviation in claims.
INT 01-29: SSAP No. 59 and Application to Credit Life

INT 01-29 Dates Discussed

October 16, 2001; December 10, 2001

INT 01-29 References

SSAP No. 59—Credit Life and Accident and Health Insurance Contracts (SSAP No. 59)

INT 01-29 Issue

1.
SSAP No. 59 states the following in paragraph 13:

For all credit contracts in the aggregate, if the premium refund liability exceeds the aggregate recorded reserve, an additional liability shall be established. This premium refund (excess) liability may include consideration of commission, premium tax, and other expenses recoverable.

2.
The accounting issues are:

a.
Does SSAP No. 59 paragraph 13 require an excess reserve for the surrender values (premium refund) in excess of the mortality reserves?

b.
If so, may the surrender values be net of commissions, premium taxes, etc.?

c.
Are any excess reserves to be calculated on a policy by policy basis or aggregated? If aggregated, what policies are to be grouped for comparison?

INT 01-29 Discussion

3.
The working group reached a consensus that SSAP No. 59 paragraph 13 requires an excess reserve to be established for the surrender values (premium refund) in excess of the mortality reserves.  As such, the surrender values may be net of commissions, premium taxes, etc.  Also, the excess reserve is calculated on an aggregated basis by combining all credit life and accident and health policies and certificates.

INT 01-29 Status

4.
No further discussion is planned.


Proposed revisions to SSAP No. 59:

13. For all credit contracts in the aggregate, if the premium refund liability exceeds the aggregate recorded reserve, an additional liability shall be established. This premium refund (excess) liability may include consideration of commission, premium tax, and other expenses recoverable. The excess reserve shall be established for the surrender values (premium refund) in excess of the mortality reserves.  As such, the surrender values may be net of commissions, premium taxes, etc. Additionally, the excess reserve is calculated on an aggregated basis by combining all credit life and accident and health policies and certificates.
INT 01-32: EITF 01-10: Accounting for the Impact of the Terrorist Attacks of September 11, 2001

INT 01-32 Dates Discussed

October 16, 2001; December 10; 2001; March 9, 2003; June 22, 2003; March 10, 2007; June 2, 2007

INT 01-32 References

SSAP No. 1—Disclosure of Accounting Policies, Risks & Uncertainties, and Other Disclosures (SSAP No. 1) 

SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets (SSAP No. 5R)

SSAP No. 65—Property and Casualty Contracts (SSAP No. 65)

INT 01-32 Issue

1.
The terrorist attacks of September 11, 2001 (the September 11 events), resulted in a tremendous loss of life and property. Secondarily, those events interrupted the business activities of many entities and disrupted the U.S. economy at many levels. In the past, businesses have incurred losses as a result of catastrophes such as earthquakes, hurricanes, and even other terrorist attacks. However, the September 11 events are unprecedented in the United States in terms of the magnitude of the losses incurred and the number of entities affected. In fact, as a direct result of the September 11 events, the U.S. Secretary of Transportation issued a Federal ground stop order that closed the U.S. air travel system for over 24 hours. The Task Force noted that the September 11 events have an effect on many companies' financial statements for the period ended September 30, 2001. Clearly, the importance of the accounting for the impact of those events pales in comparison to the gravity of the events themselves. As a result, the Task Force was initially reluctant to address this Issue. However, the Task Force observed that timely accounting guidance would be helpful to companies in capturing data, planning how to communicate with investors, and so forth. The Task Force also noted that without such guidance, financial statement preparers and auditors would be faced with individually resolving the difficult questions in this Issue. Accordingly, the Task Force concluded that it should expeditiously address and resolve this Issue.

2.
The Air Transportation Safety and System Stabilization Act (the Act) was enacted prior to September 30, 2001, in direct response to the September 11 events and the disruption caused by them. The Act provides for:
a.
Compensation to air carriers and victims for direct and incremental losses incurred resulting from the September 11 events, 

b.
Loan guarantees provided to air carriers by the U.S. government,

c.
Reimbursement of increases in certain insurance premiums incurred by air carriers and certain other entities, and 

d.
Limitations on liabilities incurred or to be incurred by air carriers as a result of the September 11 events.

3.
The Act compensates air carriers for direct and incremental losses incurred during the period from September 11, 2001, to December 31, 2001. Each air carrier is entitled to receive the lesser of its direct and incremental losses for the period or its allocation of the aggregate compensation available under the Act. The Act does not specifically define the terms "direct" or "incremental," but states that "the term 'incremental loss' does not include any loss that the President determines would have been incurred if the terrorist attacks on the United States…had not occurred" (Section 107(3)). Initial estimates of an air carrier's losses as a result of the September 11 events are determined by comparing the air carrier's earnings forecast for the period from September 11, 2001, to December 31, 2001, (computed prior to the September 11 events) to its earnings forecast for the same period computed after the September 11 events.

4.
This Issue provides accounting and disclosure guidance for losses incurred as a result of the September 11 events and related insurance and other recoveries and federal assistance (in the form of direct compensation available to air carriers under the Act).

5.
The accounting issues are:


Issue 1—How losses or costs resulting from the September 11 events should be classified in the statement of operations.

Issue 2(a)—When asset impairment losses resulting from the September 11 events should be recognized.

Issue 2(b)—When liabilities for other losses or costs resulting from the September 11 events should be recognized.

Issue 3—How insurance recoveries of costs and losses incurred as the result of the September 11 events should be classified in the statement of operations and when those recoveries should be recognized.

Issue 4—How federal assistance (in the form of direct compensation received by air carriers under the Act) should be classified in the statement of operations and when that assistance should be recognized.

Issue 5—What disclosures should be made in the footnotes to the financial statements regarding the losses and costs incurred as a result of the September 11 events.

INT 01-32 Discussion

6.
At its December 10, 2001 meeting, the working group reached a consensus to adopt the positions in EITF 01-10, Accounting for the Impact of the Terrorist Attacks of September 11, 2001 (EITF 01-10) as follows (the working group reached a consensus to the following amendments to paragraphs 6.a. and 6.b. and the subparagraph on Issue 5 in paragraph 7 at its June 22, 2003 meeting).

a.
Issues 1-5 are applicable in the case where an insurer is an insured that suffered damages, other than losses as an insurer, as a result of the terrorist attacks of September 11;

b. Issue 5 of the EITF 01-10 is applicable to insurers who suffered losses as an insurer; and

c. If both cases are applicable, disclosure of such should be presented independently.

7.
The consensus position of EITF 01-10 is as follows (the response to Issue 5 has been modified to synchronize with statutory accounting terminology):
The Task Force observed that the consensuses reached on this Issue with regard to the classification of losses incurred and related insurance or other recoveries are limited to the September 11 events and should not be applied by analogy in other cases. The Task Force observed that the income statement classification of other catastrophic losses incurred, whether as a result of terrorist attacks or other causes, should be determined after careful consideration of all facts and circumstances and the requirements of Opinion 30. In addition, while the remainder of this Issue prescribes classification in the statement of operations within continuing operations (as opposed to extraordinary classification), that should not be interpreted to preclude costs, losses, and related recoveries from being classified in discontinued operations if the requirements of Opinion 30, paragraphs 13-17, are met.

On Issue 1, the Task Force reached a consensus that losses or costs resulting from the September 11 events should be classified as part of income from continuing operations in the statement of operations. The Task Force observed that if those losses or costs meet the criteria for disclosure of unusual or infrequently occurring items in paragraph 26 of Opinion 30, they should be reported as a separate item in income from continuing operations, either on the face of the statement of operations or in the footnotes to the financial statements. In addition, the disclosures described in paragraph 26 of Opinion 30 should be made.

Task Force members expressed mixed views regarding whether losses or costs incurred as a result of the September 11 events meet the Opinion 30 criteria to be classified as an extraordinary item in the statement of operations. Some Task Force members expressed the view that none of the losses or costs incurred as a result of the September 11 events meet those criteria. Those Task Force members suggested that although the September 11 events were unusual in nature (as described in paragraph 21 of Opinion 30) for many businesses, those events did not meet the infrequency of occurrence criteria (in paragraph 22 of Opinion 30). Those Task Force members noted that terrorist acts have occurred in the U.S. in the past and believe that, unfortunately, they can reasonably be expected to recur in the U.S. in the foreseeable future. They believe that the magnitude of the September 11 events is the only distinguishing factor that might cause one to conclude that certain losses or costs incurred as a result of those events should be classified as an extraordinary item in the statement of operations. However, based on the guidance in Opinion 30, the magnitude of an event has no bearing on whether the related losses or costs are classified as an extraordinary item.

Other Task Force members expressed the view that the magnitude of the September 11 events is an inseparable aspect of the evaluation of whether those events meet the criteria in Opinion 30 to be classified as an extraordinary item. Those Task Force members pointed to a number of facts to support their position that the September 11 events not only meet the unusual nature criteria (in paragraph 21 of Opinion 30) but also meet the infrequency of occurrence criteria (in paragraph 22 of Opinion 30). Those facts include (a) the magnitude of the losses incurred, (b) the number of entities affected, (c) the unprecedented Federal ground stop order that closed the U.S. air travel system for over 24 hours, and (d) the unprecedented cooperative efforts being undertaken by the U.S. and other nations to prevent similar future attacks. As a result of the foregoing considerations, those Task Force members believe that the September 11 events are of a type not reasonably expected to recur in the foreseeable future and that at least some of the losses and costs incurred as a result of those events qualify for classification as an extraordinary item in the statement of operations.

Opinion 30 provides for separate classification of the impact of certain events as extraordinary because the events are so unusual and infrequent that the statement of operations is more meaningful when the complete impact of those events is distinguished from the rest of the activity reflected in the statement of operations. The Task Force concluded that regardless of whether the September 11 events meet the criteria in Opinion 30 to be considered extraordinary, the effects of those events were so wide-ranging and had such a pervasive impact on U.S. businesses and the U.S. economy that the foregoing communication objectives of Opinion 30 with respect to extraordinary items could not be met. The Task Force agreed that despite the incredible nature of the September 11 events, extraordinary item financial reporting treatment would not be an effective way to communicate the financial effects of those events and, therefore, should not be used in this case. The Task Force noted that it would be impossible to isolate and therefore distinguish (in a consistent way) the effects of the September 11 events in any single line item on companies' financial statements because of the inability to separate losses that are directly attributable to the September 11 events from those that are not. For example, impairment of long-lived assets as a result of the September 11 events would in many cases be impossible to measure separately from impairment due to the general economic slowdown that was generally acknowledged to be under way. (The September 11 events probably contributed to the speed and depth of the economic slowdown, but determining the portion of the slowdown directly attributable to the September 11 events would be extremely subjective and difficult if not impossible.) In addition, the Task Force observed that the most significant financial statement impact of the September 11 events to many companies might be lost or reduced revenues. The measurement of an extraordinary item under Opinion 30 does not reflect any estimate of lost or reduced revenues.

The Task Force noted that its primary objective in addressing this Issue was to provide financial statement users with decision useful information about the financial effects of the September 11 events by providing preparers and auditors with operational guidance that would be straightforward and consistently applied. The Task Force observed that it might have been possible to create operational guidance by limiting the losses or costs classified as extraordinary to those that clearly meet the Opinion 30 criteria for extraordinary classification (that is, those that could be clearly measured and irrefutably attributed to the September 11 events). However, the Task Force agreed that investors and financial statement users would not be well served by separately reporting only that part of the effects of the September 11 events as an extraordinary item. Under that approach, a possibly significant portion of the impact of the September 11 events would be classified within income from continuing operations (that is, the amount presented as an extraordinary item would be incomplete and might be only a small part of the total financial statement impact of the September 11 events). The Task Force noted that financial statement users are interested in understanding the whole impact of the September 11 events on each company and concluded that financial statement users would be better served by not separating a part of that impact and reporting it in a separate line item outside of income from continuing operations. That approach also is consistent with the broader objective of providing financial reports that communicate effectively and clearly.

On Issue 2(a), the Task Force observed that Appendix B of Statement 121 includes a table listing the existing FASB and APB authoritative literature that, in addition to Statement 142, provides guidance relating to impairment of assets and disposal of assets. The Task Force agreed that the guidance in that literature should be used to determine when an asset impairment loss resulting from the September 11 events should be recognized and how that impairment loss should be measured.

On Issue 2(b), the Task Force reached a consensus that liabilities for losses and other costs should be recognized when the recognition criteria in paragraph 63 of Concepts Statement 5 have been met. That is, those liabilities should be recognized when:

a.
The item meets the definition of a liability. Paragraph 35 of Concepts Statement 6 defines liabilities as "probable future sacrifices of economic benefits arising from present obligations of a particular entity to transfer assets or provide services to other entities in the future as a result of past transactions or events" (footnote references omitted).

b.
The liability can be measured with sufficient reliability.

c.
The information about the liability is capable of making a difference in user decisions.

d.
The information about the liability is representationally faithful, verifiable, and neutral. 

The Task Force further observed that the provisions of Statement 5 and other applicable literature (including Interpretation 14) should be followed in determining when to recognize losses incurred. The Task Force noted that under that literature, many of the losses and costs that entities expect to incur as a result of the September 11 events will not qualify for immediate recognition as a liability. For example, the costs of restoring a facility (whether capitalizable or not) to a condition suitable for occupancy should be recognized as the restoration efforts occur. Thus, the fact that an entity intends to incur costs as a result of the September 11 events (or may even be compelled to incur those costs to stay in business) does not necessarily mean that those costs should be immediately recognized as a liability.

The Task Force observed that an entity may be required to continue making operating lease payments on equipment or facilities that are temporarily unusable1 as a result of the September 11 events. The Task Force reached a consensus that under the requirements of Statement 5 (and Interpretation 14), an entity should recognize a liability as of September 11 for such operating lease rentals provided that the period of time that the equipment or facilities will be unusable can be reasonably estimated. The Task Force also noted that as a result of the September 11 events an entity may temporarily idle equipment or facilities that are not unusable. The Task Force reached a consensus that operating lease expense (if any) on temporarily idled equipment or facilities should be recognized in accordance with paragraph 15 of Statement 13 and related guidance during the period the equipment or facilities are idled. That is, no change in the recognition principles for operating rentals on such equipment or facilities is appropriate under generally accepted accounting principles even though they have been temporarily idled. The Task Force noted that the foregoing consensuses with respect to recognition of operating lease expenses on temporarily unusable and temporarily idled equipment or facilities are subject to further consideration in EITF Issue No. 99-14, "Recognition by a Purchaser of Losses on Firmly Committed Executory Contracts," and that it will not be constrained in that Issue by the consensuses reached in this Issue. The Task Force observed that entities should continue to recognize depreciation expense on capitalized equipment or facilities that are temporarily unusable or temporarily idled. That is, no change in the recognition principles for depreciation of equipment or facilities is appropriate under generally accepted accounting principles even if they are temporarily unusable or temporarily idled. The examples in Exhibit 01-10A provide additional guidance on when to recognize losses incurred.

On Issue 3, the Task Force noted that in accordance with the guidance in paragraph 4 of Interpretation 30, any insurance recoveries resulting from losses or costs incurred as a result of the September 11 events should be classified in a manner consistent with the related losses (that is, within income from continuing operations). With respect to the timing of recognition of insurance recoveries, the Task Force reached a consensus that entities should follow the guidance in paragraph 3 of Interpretation 30 (for recoveries in connection with property and casualty losses) or paragraphs 140 and 141 of SOP 96-1 (for recoveries in connection with environmental obligations), as applicable. That guidance generally requires that an asset relating to the insurance recovery should be recognized only when realization of the claim for recovery of a loss recognized in the financial statements is deemed probable2 (as that term is used in Statement 5). In addition, under the requirements of paragraph 17 of Statement 5, a gain (that is, a recovery of a loss not recognized in the financial statements or an amount recovered in excess of a loss recognized in the financial statements) should not be recognized until any contingencies relating to the insurance claim have been resolved (see Examples 7 and 8 in Exhibit 01-10A for further guidance regarding recognition of insurance recoveries). The Task Force observed that in some circumstances, costs or losses may be recognized in the statement of operations in a different (earlier) period than the related recovery.

On Issue 4, the Task Force reached a consensus that federal assistance (in the form of direct compensation under the Act) received by air carriers should be classified as part of income from continuing operations in the statement of operations. Further, the Task Force reached a consensus that when recognized in the statement of operations, such federal assistance should not be netted against losses or costs incurred by air carriers as a result of the September 11 events or reported as operating revenue (and thereby included in gross margin). That is, such federal assistance received by air carriers under the Act should be reported on a "gross" basis in the statement of operations (for example, as a separate line item or in other nonoperating income). With respect to the timing of recognition, the Task Force reached a consensus that federal assistance in the form of direct compensation provided under the Act should be recognized by air carriers when the compensated losses are incurred, provided that collection of (and the air carrier's right to retain) the federal assistance is probable (as that term is used in Statement 5). The Task Force noted that because the Act does not define direct and incremental losses, the question of which losses are eligible for compensation, and therefore the amount of federal assistance recognized at any given date, depends on the facts and circumstances and how the Act is interpreted. The Task Force further noted that in any case, the amount of compensation recognized by an air carrier should not exceed the lesser of its actual direct and incremental losses incurred or its maximum allocation of the aggregate compensation under the Act.

At its June 2, 2007 meeting, the working group adopted a consensus that the disclosure required by issue 5 is no longer useful and determined to update paragraph 7 as follows:

On Issue 5, the working group adopted the Task Force’s consensus with certain modifications as indicated below and concluded that entities should follow the guidance set forth in paragraph 26 of Opinion 30 pertaining to presentation and disclosure of unusual items, if applicable to losses suffered as an insured. Additionally, all entities as applicable should, at a minimum, disclose the following information as a separate footnote to the financial statements in all periods affected by the September 11 events: 

a.
A description of the nature and amounts of losses recognized as a result of the September 11 events and the amount of related insurance recoveries (if any), including reinsurance recoveries recognized.

b.
A description of contingencies (in the case of an insured) or unpaid claims or losses (in the case of an insurer) resulting from the September 11 events that have not yet been recognized in the financial statements but that are reasonably expected to impact the entity's financial statements in the near term.  SSAP No. 5 provides further discussion of recognition of contingencies and disclosure guidance as an insured and SSAP No. 55 presents further discussion of recognition of unpaid claims or losses and disclosure guidance as an insurer.

c.
Applicable disclosures related to risks and uncertainties pursuant to SSAP No. 1—Disclosure of Accounting Policies, Risks & Uncertainties, and Other Disclosures, paragraphs 1016.

d.
Applicable disclosures about environmental obligations (and recoveries) pursuant to paragraphs 152, 153, 157, 158, and 159 of AICPA Statement of Position 96-1, Environmental Remediation Liabilities.  
The Task Force observed that the above disclosure requirements are intended to supplement relevant disclosures required by existing authoritative literature and are important to the transparency of the financial statements because of the pervasive effects of the September 11 events. 

INT 01-32 Status

8.
No further discussion is planned.


Proposed to nullify and move INT 01-32 to Appendix H as guidance is no longer relevant.
INT 01-33: Extension of 9-Month Rule in SSAP No. 62R

INT 01-33 Dates Discussed

October 16, 2001; December 10, 2001

INT 01-33 References

SSAP No. 62R—Property and Casualty Reinsurance (SSAP No. 62R)

INT 01-33 Issue

1.
The terrorist attacks of September 11, 2001 (the September 11 events), resulted in a tremendous loss of life and property. Secondarily, those events interrupted the business activities of many entities and disrupted the U.S. economy at many levels. In the past, businesses have incurred losses as a result of catastrophes such as earthquakes, hurricanes, and even other terrorist attacks. However, the September 11 events are unprecedented in the United States in terms of the magnitude of the losses incurred and the number of entities affected. The September 11 events have an effect on many companies' financial statements for the period ended September 30, 2001. Clearly, the importance of the accounting for the impact of those events pales in comparison to the gravity of the events themselves.

2.
Several large reinsurers and reinsurance brokers had either home offices or branch offices located in the World Trade Center or the immediate vicinity; these companies include, but are not limited to, Guy Carpenter, Aon Re, Folksamerica Re, St. Paul Re, Scor Re, Zurich Re, Transatlantic Re, and GE Re. Paragraph 24 of SSAP No. 62R states that a reinsurance contract must be finalized and executed within nine months of the effective date of the contract or become subject to retroactive accounting treatment. All reinsurance contracts effective on January 1, 2001 must be executed by September 30, 2001 to satisfy these requirements. 

3.
The accounting issue is whether the Statutory Accounting Principles WG contemplated the extenuating and catastrophic circumstances, such as the September 11 events, when it established the nine-month rule in SSAP No. 62R paragraph 24.  If not, would it be appropriate to create a one-time extension to the nine-month rule for those entities directly affected by the September 11 events?
INT 01-33 Discussion

4.
The working group reached a consensus that allows an extension until December 31, 2001 of the nine-month rule for the 2001 year. This extension is only granted to those reporting entities who were directly affected by the September 11 events, or to those reporting entities whose reinsurers or reinsurance brokers were directly affected. This extension applies to all contracts which commenced in 2001 and therefore would need to be finalized, reduced to written form, and signed by the parties within nine months of the commencement date or December 31, 2001 whichever is longer.

5.
Further, it is the responsibility of the reporting entity to document in their files the actual date of execution/completion of the reinsurance agreement and the reason for any delay as it relates to the September 11 events.

INT 01-33 Status

6.
No further discussion is planned.

Proposed to nullify and move INT 01-33 to Appendix H as guidance is no longer relevant.
The Following “Year 2001” INTS are proposed for retention within Appendix B. 

INT 01-14: EITF 00-16: Recognition and Measurement of Employer Payroll Taxes on Employee Stock-Based Compensation

Staff Note – No Changes Proposed to this INT. This item is being separately considered in agenda item #2006-13. It is currently proposed to be nullified in Issue Paper No. 129—Share-Based Payment, A Replacement of SSAP No. 13
INT 01-14 Dates Discussed

December 4, 2000; March 26, 2001

INT 01-14 References

SSAP No. 13—Stock Options and Stock Purchase Plans (SSAP No. 13)

INT 01-14 Issue

1.
Topic No. D-83, Accounting for Payroll Taxes Associated with Stock Option Exercises requires that payroll taxes incurred in connection with stock-based compensation be recognized as an expense, but it does not address the timing of that expense recognition. Costs incurred by companies for employer payroll taxes on employee stock-based compensation have become more significant for U.S. companies as a result of the increased use of options as a form of employee compensation and the rapid growth in the fair value of underlying stocks in certain market sectors.  Consequently, the predominant current practice of recognizing those costs when the event that triggers payment to the taxing authority occurs (for an option, that event is employee exercise), has been called into question.

2.
This Issue addresses how an entity should account for employer payroll taxes on stock-based compensation under APB Opinion No. 25, Accounting for Stock Issued to Employees (APB No. 25) and FASB Statement 123, Accounting for Stock-Based Compensation.  That stock-based compensation may be in the form of options to buy the employer entity's stock, restricted stock awards, stock appreciation rights, or other arrangements covered by that literature. This Issue does not address the accounting consequences under APB No. 25 of an employer recovering from employees some or all of the employer's obligation for those payroll taxes.

3.
The issue is when an employer should recognize a liability and corresponding cost for employer payroll taxes on employee stock compensation.

INT 01-14 Discussion

4.
The working group reached a consensus to adopt the position of EITF 00-16, Recognition and Measurement of Employer Payroll Taxes on Employee Stock-Based Compensation (EITF 00-16) as an interpretation of SSAP No. 13. The adopted EITF 00-16 position is as follows:

The Task Force reached a consensus that a liability for employee payroll taxes on employee stock compensation should be recognized on the date of the event triggering the measurement and payment of the tax to the taxing authority (for a nonqualified option in the United States, generally the exercise date).

INT 01-14 Status

5.
No further discussion planned.


INT 01-16: Measurement Date for SSAP No. 8 Actuarial Valuations
Staff Note – No Changes Proposed to this INT. This guidance was already incorporated in SSAP No. 89 and proposed to be nullified with proposed SSAP No. 102
INT 01-16 Dates Discussed

March 26, 2001; June 11, 2001

INT 01-16 References

SSAP No. 8—Pensions (SSAP No. 8)

Note: The guidance from this Interpretation applicable to pensions was incorporated into SSAP No. 89—Accounting for Pensions, A Replacement of SSAP No. 8, in paragraph 16.e.

SSAP No. 14—Postretirement Benefits Other Than Pensions (SSAP No. 14)

INT 01-16 Issue

1.
SSAP No. 8 adopts FASB Statement No. 87, Employers’ Accounting for Pensions (FAS 87) with modifications as noted in paragraph 15 of SSAP No. 8. SSAP No. 8 does not specifically address measurement date. The following is excerpted from FAS 87, paragraphs 52 and 53:

Measurement Dates

52.
The measurements of plan assets and obligations required by this Statement shall be as of the date of the financial statements or, if used consistently from year to year, as of a date not more than three months prior to that date. Requiring that the pension measurements be as of a particular date is not intended to require that all procedures be performed after that date. As with other financial statement items requiring estimates, much of the information can be prepared as of an earlier date and projected forward to account for subsequent events (for example, employee service). The additional minimum liability reported in interim financial statements shall be the same additional minimum liability (paragraph 36) recognized in the previous year-end statement of financial position, adjusted for subsequent accruals and contributions, unless measures of both the obligation and plan assets are available as of a more current date or a significant event occurs, such as a plan amendment, that would ordinarily call for such measurements.

53.
Measurements of net periodic pension cost for both interim and annual financial statements shall be based on the assumptions used for the previous year-end measurements unless more recent measurements of both plan assets and obligations are available or a significant event occurs, such as a plan amendment that would ordinarily call for such measurements.

2.
Is it appropriate to utilize June 30 actuarial valuations in determining the overfunded (asset) or underfunded (liability) portion of the defined benefit plan in the preparation of December 31 NAIC statutory basis financial statements?

INT 01-16 Discussion
3.
The working group reached a consensus that it would not be appropriate to utilize June 30 actuarial valuations in determining the overfunded (asset) or underfunded (liability) portion of the SSAP No. 8 or SSAP No. 14 plan in the preparation of December 31 NAIC statutory basis financial statements.  As such, entities shall perform its actuarial analysis consistent with the three-month guideline contained within FAS 87.  

INT 01-16 Status
4.
No further discussion is planned.

5.
During 2003, the Statutory Accounting Principles Working Group developed SSAP No. 89— Accounting for Pensions, A Replacement of SSAP No. 8 (SSAP No. 89). Paragraph 16.e. of SSAP No. 89 incorporated the guidance of this INT 01-16.
INT 01-18: Consolidated or Legal Entity Level – Limitations on EDP Equipment, Goodwill and Deferred Tax Assets Admissibility

Staff Note – No Changes Proposed to this INT

INT 01-18 Dates Discussed

March 26, 2001; June 11, 2001

INT 01-18 References

SSAP No. 10R—Income Taxes (SSAP No. 10R)
SSAP No. 16R—Electronic Data Processing Equipment and Accounting for Software (SSAP No. 16R)

SSAP No. 19—Furniture, Fixtures and Equipment; Leasehold Improvements Paid by the Reporting Entity as Lessee; Depreciation of Property and Amortization of Leasehold Improvements (SSAP No. 19)

SSAP No. 68—Business Combinations and Goodwill (SSAP No. 68)

SSAP No. 79—Depreciation of Nonoperating System Software – An Amendment to SSAP No. 16—Electronic Data Processing Equipment and Software (SSAP No. 79)

SSAP No. 101—Income Taxes, A Replacement of SSAP No. 10R and SSAP No. 10
INT 01-18 Issue

1.
Case Number 1: The reporting entity has several wholly-owned insurance company subsidiaries. The reporting entity will account for its investment in these subsidiaries at their underlying statutory equity in accordance with SSAP No. 97—Investments in Subsidiary, Controlled and Affiliated Entities, A Replacement of SSAP No. 88 (SSAP No. 97).

2.
Case Number 2: A reporting entity has deferred tax assets (DTAs) in excess of those that are allowed to be admitted in accordance with the guidance in SSAP No. 10R paragraph 10. The reporting entity files a consolidated tax return with one or more affiliates. Those affiliates have deferred tax liabilities (DTLs) that exceed the remaining DTAs available for admission after application of paragraphs 10.a. and 10.b. of SSAP No. 10R at the affiliates’ legal entity level.

3.
The accounting issues are:

Case Number 1:

When applying the limitations described in paragraph 10.b.ii. and 10.e.ii. of SSAP No. 10R, paragraph 4 of SSAP No. 16R, and paragraph 7 of SSAP No. 68 to the parent reporting entity's adjusted capital and surplus, is the reporting entity required to exclude any net deferred tax assets, EDP equipment and operating system software, and net positive goodwill included in its insurance subsidiaries’ valuation? Or, is the limitation calculated solely based on the legal entity's adjusted capital and surplus?

The effect of looking solely at the legal entity is to allow for the "stacking" of intangibles, so that the parent reporting entity may effectively have more than the defined limitations “invested” in deferred tax assets, EDP equipment and operating system software and goodwill. These assets are limited at each subsidiary legal entity level.

Case Number 2:

Can the reporting entity offset it's DTAs against existing gross DTLs of an affiliated entity? This offset would be pursuant to the allowance of an offset against existing DTLs under SSAP No. 10R paragraph 10.c. This offset would occur only after application of sections 10a and 10b for both the reporting entity and the affiliate. The premise for the offset is that both entities file a consolidated federal income tax return and that future deductible items of the reporting entity are, by current tax law, able to offset future income items of the affiliate. The affiliates for this purpose would have to have a tax sharing agreement that required payment from one affiliate to another for loss usage.

INT 01-18 Discussion

4.
The working group reached a consensus as follows:

Case Number 1:

The working group reached a consensus that in applying the limitations described in paragraph 10.b.ii. and 10.e.ii. of SSAP No. 10R, paragraph 4 of SSAP No. 16R, and paragraph 7 of SSAP No. 68 to the parent reporting entity's adjusted capital and surplus, the reporting entity shall not exclude any net deferred tax assets, EDP equipment, operating system software, and net positive goodwill included in its insurance subsidiaries valuation.

Case Number 2:

The working group reached a consensus that the reporting entity shall not offset it's DTAs against existing gross DTLs of an affiliated entity.

INT 01-18 Status

5.
No further discussion planned.

Interpretation of the Emerging Accounting Issues Working Group

INT 01-25: Accounting for U.S. Treasury Inflation-Indexed Securities

Staff Note – No Changes Proposed to this INT

INT 01-25 Dates Discussed

June 11, 2001; October 16, 2001; September 10, 2002; December 8, 2002

INT 01-25 References

SSAP No. 26—Bonds, excluding Loan-backed and Structured Securities (SSAP No. 26)

INT 01-25 Issue

1.
Treasury inflation-indexed securities are direct obligations of the United States government, and are backed by the full faith and credit of the government. The principal is protected against inflation. Since the principal is indexed to the Consumer Price Index and grows with inflation, the investor is guaranteed that the real purchasing power of the principal will keep pace with the rate of inflation (Based on the Reference CPI-U, which has a three-month lag). Although deflation could cause the principal to decline, Treasury will pay at maturity an amount that is no less than the par amount as of the date the security was first issued.

2.
Interest is also protected from inflation. The investor will receive semiannual interest payments, based on a fixed semiannual interest rate applied to the inflation-adjusted principal, so that the investor is guaranteed a real rate of return above inflation.

Summary of the Structure and Index:

Principal amount. The principal amount of Treasury inflation-indexed securities will be adjusted for changes in the level of inflation. The inflation-adjusted principal amount of the securities can be calculated daily. However, the inflation adjustment will not be payable by Treasury until maturity, when the securities will be redeemed at the greater of their inflation-adjusted principal amount or the principal amount of the securities on the date of original issuance (i.e., par).

Index. The index for measuring the inflation rate will be the nonseasonally adjusted CPI-U (U.S. City Average All Items Consumer Price Index for All Urban Consumers). CPI-U was selected by Treasury because it is the best known and most widely accepted measure of inflation.

Interest payments. Every six months Treasury will pay interest based on a fixed rate of interest determined at auction. Semiannual interest payments are determined by multiplying the inflation-adjusted principal amount by one-half the stated rate of interest on each interest payment date.

Payment at maturity. If at maturity the inflation-adjusted principal is less than the par amount of the security (due to deflation), the final payment of principal of the security by Treasury will not be less than the par amount of the security at issuance. In such a circumstance, Treasury will pay an additional amount at maturity so that the additional amount plus the inflation-adjusted principal amount will equal the par amount of the securities on the date of original issuance. Initially, the securities will be issued with a 10-year maturity; however, Treasury expects to issue other maturities over time.

Stripping. The securities will be eligible for the STRIPS program (Separate Trading of Registered Interest and Principal of Securities) as of the first issue date. Unlike the conventional STRIPS program, however, interest components stripped from different inflation-indexed securities, at least initially, will not be interchangeable or fungible with interest components from other securities, even if they have the same payment or maturity date.

3.
The accounting issue is how should changes to inflation-adjusted principal be recorded?

4.
At the September 10, 2002 and December 8, 2002 the working group expanded this interpretation to address specific questions regarding U.S. Treasury Inflation-Indexed Securities purchased at either a premium or discount and how the inflation adjustment interacts with any such premium or discount, as well as the calculation of each of these amounts.

5.
The following example will be used to highlight issues concerning the amortization of premium and inflation adjustment for a typical security:

Assume:

Par value of TIP security



$500,000

Inflation factor at date of purchase


1.12075

Price at date of purchase



102.96875

Original issue date 6/30/X0

Purchase date 06/30/X6

Maturity date 06/30/X10

Amount of inflation adjustment at date of purchase

($500,000 * .12075)




$60,375

Total purchase price

($500,000*1.12075*1.0296875)



$577,011

Premium at date of purchase

($577,011 - $500,000 - $60,375)



$16,636

6.
The issues are:

Issue a. – If accretion or amortization should be recognized over the period of time the security is owned.


Issue b. – Assuming that at the end of the accounting period, 12/31/X6, the inflation factor is 1.13000, what the correct book value of the security would be.

Issue c. – Assuming that at the end of the accounting period, 12/31/X6, the inflation factor is 1.12000, what the correct value of the security would be.

Issue d. – How changes in accounting treatment would be handled.

INT 01-25 Discussion
7.
At its October 16, 2001 meeting, the working group reached a consensus that the inflation adjustment be recognized as an unrealized gain until such time as it is paid, at which time it should be recognized as a realized gain. If there is a deflation adjustment, such amounts should only be recognized to the extent of any previously recognized inflation adjustment for that particular security, (reduce any unrealized gain on that security to zero) as the investor is guaranteed at maturity to receive at least the par amount of the security. (See paragraph 8.c. below for amendments to this paragraph adopted at the December 8, 2002 meeting.)

8.
At its December 8, 2002 meeting, the working group reached a consensus on the following issues related to the purchase of a treasury inflation-indexed security at either a premium or a discount, how the inflation adjustment interacts with any such premium or discount, as well as the calculation of each of these amounts.

Issue a. – The $16,636 premium paid for the security should be amortized over the remaining life of the security. Therefore, if the inflation adjustment factor never changed from the 1.12075 at date of purchase, the security would have a book value at maturity of $560,375, the amount the reporting entity would receive at maturity date ($500,000*1.12075).

Issue b. – The reporting entity should record the unrealized gain/loss based on the difference in the inflation factor times the par amount, and amortize the premium over the remaining life of the security.

Issue c. – In the case where the inflation factor is reduced to a factor not less than 1.0000, the reporting entity should reflect the change in the inflation adjustment as well as amortization of premium. Paragraph 7 of this interpretation is amended as follows:

7.
The working group reached a consensus that the inflation adjustment be recognized as an unrealized gain until such time as it is paid, at which time it should be recognized as a realized gain. If there is a deflation adjustment, such amounts should only be recognized to the extent the inflation factor is not reduced to an amount less than 1.0000 as the investor is guaranteed at maturity to receive at least the par amount of the security.

Issue d. - A change in accounting principle should be recorded per the requirements of SSAP No. 3—Accounting Changes and Corrections of Errors, paragraph 5:

5.
The cumulative effect of changes in accounting principles shall be reported as adjustments to unassigned funds (surplus) in the period of the change in accounting principle. The cumulative effect is the difference between the amount of capital and surplus at the beginning of the year and the amount of capital and surplus that would have been reported at that date if the new accounting principle had been applied retroactively for all prior periods.

In the specific question noted, if the reporting entity is currently recognizing both amortization of premium as well as the change in the inflation adjustment factor as amortization of premium, there should not be a cumulative effect on surplus to record.

INT 01-25 Status
9.
No further discussion planned.
INT 01-31: Assets Pledged as Collateral

INT 01-31 Dates Discussed

October 16, 2001; December 10, 2001; March 18, 2002; September 12, 2004; December 5, 2004

Staff Note – No Changes Proposed to this INT

INT 01-31 References

SSAP No. 4—Assets and Nonadmitted Assets (SSAP No. 4)
SSAP No. 5R—Liabilities, Contingencies and Impairment of Assets (SSAP No. 5R)
SSAP No. 18—Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (SSAP No. 18)

SSAP No. 33—Securitization (SSAP No. 33)

SSAP No. 45—Repurchase Agreements, Reverse Repurchase Agreements and Dollar Repurchase Agreements (SSAP No. 45)
SSAP No. 91R—Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (SSAP No. 91R)

INT 99-02: Accounting for Collateral in Excess of Debt Principal (INT 99-02)
INT 01-31 Issue

1.
Insurers may enter into certain transactions that require the granting of a security interest in certain assets to another party to serve as collateral for their performance under a contract. The arrangement is commonly referred to as a pledge, typically accomplished by delivery of assets to the secured party or to an independent custodian. In these transactions, the pledging insurer typically (1) continues to receive the income on the pledged collateral and (2) can remove and substitute other securities with little or no advance notice to the secured party as long as they comply with related investment quality and market value agreement provisions.  Examples include collateral pledged under investment, derivative, debt obligations and policyholder transactions.

2.
Specific examples of collateral pledged for derivative and investment transactions include but are not limited to: (1) securities posted with a broker as margin for futures and options transactions, (2) securities pledged to secure credit exposure with swap counterparties, (3) securities pledged under reverse repurchase agreements or securitizations that are accounted for as secured borrowing transactions and (4) securities pledged under securities lending transactions.

3.
Specific examples of collateral pledged for debt obligations and policyholder transactions include but are not limited to assets pledged to secure (1) debt borrowings from or insurance contracts issued to banking entities and (2) insurance contracts issued to governmental entities such as municipalities.

4.
Under these transactions, the fair value of the securities pledged as collateral may exceed the contract balance (swap fair value, advance balance, policyholder account balance, etc).  For this interpretation, this excess carrying value of securities pledged over the corresponding asset or contract balance is called the “overcollateralization” amount.

5.
The accounting issue is whether the assets pledged as collateral under the various transactions mentioned above should be considered admitted assets.

INT 01-31 Discussion

6.
The working group reached a consensus that if the collateral had not been pledged in the examples described above, it is assumed the underlying asset would be recorded as an admitted asset under SSAP No. 4 (e.g. they are readily marketable assets available to meet both current and future policyholder obligations). In addition, it is assumed that the asset would not be considered impaired under SSAP No. 5 due to a default, fair value decline, or other loss contingency.

7.
Therefore, for the examples described above, the pledging insurer would record the collateral (including the overcollateralization amount) as an admitted asset until they have committed a contract default that has not been cured in accordance with the contract provisions. This accounting is in accordance with the provisions of SSAP No. 91R. This consensus of reporting collateral as an admitted asset is further supported by SSAP Nos. 4 and 5 since generally, the insurer can readily substitute pledged assets. Additionally, an insurer may typically unwind the transaction allowing the assets to be available to the pledging insurer to meet policyholder obligations. Furthermore, no event has occurred to indicate an impairment or potential loss contingency with respect to such pledged assets. The fact that some pledged assets may constitute an overcollaterlization amount does not change this analysis. Accordingly, all assets pledged in support of these type transactions should also be admitted.

8.
At the time of an uncured default, the provisions of paragraph 14 of SSAP No. 91R shall be used to determine the appropriate accounting treatment for the collateral. If the secured party utilizes collateral to offset all or a portion of the liability owed by the pledging insurer as a result of the default, then the collateral amount utilized to offset the liability shall be removed from the balance sheet.  At the same time, the amount of the liability that was offset should be removed from the balance sheet since that obligation has been satisfied through the secured party’s utilization of that collateral.  To the extent that an uncured default remains without the secured party utilizing the collateral to offset the obligation, the pledging insurer should only record an admitted asset for the amount of collateral that it can redeem.

INT 01-31 Status

9.
As of March 18, 2002, the consensus position of this interpretation is consistent with the position of the NAIC Invested Asset (E) working group. This interpretation will be reviewed by the FAS 140 Subgroup of the NAIC Statutory Accounting Principles (E) working group in conjunction of its consideration of incorporating GAAP pronouncement FAS 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, a replacement of FASB Statement 125 into the statutory accounting model.  As such, this interpretation is subject to amendment pending disposition of the FAS 140 Subgroup’s review of collateral and FAS 140 in its entirety.

10. On September 12, 2004, the working group noted that the review of FAS 140 was complete and INT 01-31 was listed as an interpretation of SSAP No. 91R. 

11.
No further discussion is planned.

� Installment premiums include monthly billed premiums on group accident and health policies. For group accident and health contracts, the existence of a nonadmitted de minimus over ninety-day balance would not cause future installments that have been recorded on that policy to also be nonadmitted. The de minimus over ninety day balance itself shall be treated as nonadmitted as it is over ninety days old, and pursuant to paragraph 10, the entire current balance is subject to a collectibility analysis.








� If assets of an insurance entity are pledged or otherwise restricted by the action of a related party, the assets are not under the exclusive control of the insurance entity and are not available to satisfy policyholder obligations due to these encumbrances or other third party interests. Thus, pursuant to paragraph 2(c), such assets shall not be recognized as an admitted asset on the balance sheet.


�  Interest less than 90 days due is allowed to be reclassified from Investment Income Due and Accrued and included in the unpaid policy loan balance earlier. This is a classification issue and would not result in any amounts being admitted that would otherwise be nonadmitted.





1 This issue applies to contracts issued January 1, 2001 and thereafter.
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