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PURPOSE

Review of Codification project and an update as to activities of the Statutory Accounting Principles WG and the Emerging Accounting Issues WG.  Review of significant changes from the 1999 Accounting Practices and Procedures Manual to the 2000 version.

OBJECTIVES

After completing this topic, the participant will be able to:

· Understand history of Codification

· Understand Maintenance process

· Discuss major current issues to Statutory Accounting

· Understand organization of new Accounting Practices and Procedures Manual

· Understand the significant changes made to the 1999 version of the Accounting Practices and Procedures Manual

· Understand state implementation issues

OUTLINE

1.
Brief History of the Codification Project

2.
Discussion of Maintenance Process

3.
Review of current issues

4.
Review of changes from 1999 version to 2000 version of the Accounting Practices and Procedures Manual

5.
Implementation issues
Contacts for further information or questions concerning presentation:
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Jane Kipper
(816) 783-8126
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Health Insurance Acctg. Specialist
Michele Pope
(816) 783-8140
Mpope@naic.org

National Association of Insurance Commissioners

2301 McGee, Suite 800

Kansas City, Missouri 64108

816.842.3600

1. BRIEF HISTORY OF THE CODIFICATION PROJECT?

Codification consists of:

· 73 Statements of Statutory Accounting Principles (SSAPs)

· 88 Issue Papers (background material for SSAPs)

· 22 Appendices of accounting guidance excerpted from NAIC Model Laws

· 29 Interpretations from the Emerging Accounting Issues Working Group

· 37 Actuarial Guidelines

· All adds up to 2,158 pages of comprehensive accounting guidance

Why did we do codification?

The purpose of the codification of statutory accounting principles was to produce a comprehensive guide to SAP for use by insurance departments, insurers, and auditors. Statutory accounting principles, as they existed prior to codification did not always provide a consistent and comprehensive basis of accounting and reporting. The prescribed or permitted statutory accounting model resulted in practices that could have varied from state to state. Insurance companies were sometimes uncertain about what rules to follow and regulators were sometimes unfamiliar with the accounting rules followed by insurers in other states. As a result, insurers’ financial statements were not always prepared on a comparable basis.

In engaging this project, it was necessary to revisit principles that had been developed over a long period of time and to consider recently identified accounting issues not currently addressed by SAP. In many cases, previously available choices of accounting methods were eliminated. Also considered was the current state of the regulatory environment and the tools more recently developed, such as risk-based capital (RBC). These new financial analytical tools allowed for a reconsideration of the level of conservatism necessary to achieve regulatory objectives.

The Codification project results in more complete disclosures and more comparable financial statements, which will make the insurance departments’ analysis techniques more meaningful and effective. The project provides examiners and analysts with uniform accounting rules against which companies’ financial statements can be evaluated. RBC, an important tool used by the states to measure solvency of insurers, will be reported more consistently with the benefit of codification.

What’s the history behind codification?

· 1989 – SOLVENCY AGENDA ADOPTED.

The NAIC adopted a Solvency Agenda designed to enhance the ability of state regulators to protect insurance consumers from the financial trauma of insurer insolvency. In recognition of the fact that enhancement of solvency regulation is an ongoing process, the agenda was updated in 1991. Since 1991, most major initiatives of the 1991 Solvency Agenda have been accomplished. They include: 1) revision of the NAIC Financial Condition Examiners Handbook, 2) development of a risk-based capital approach to define required levels of capital and surplus, 3) development of a model law on authorized insurer investments, 4) creation of a centralized financial analysis unit to perform comprehensive analysis of insurance companies who may be troubled, 5) development of computerized analytical routines for use by state insurance departments, and 6) creation of a NAIC education fund. The codification project is also a direct result of the 1991 Solvency Agenda. The goal was “evaluation of existing statutory accounting principles as presently outlined in the Accounting Practices and Procedures Manual for purposes of further development, expansion, and codification.”

· 1990- INITIAL CODIFICATION PROJECTS 

This was organized to address the following:

· Comprehensive guidance needed

· Many widely accepted statutory practices are not in the manuals (pensions, business combinations)

· Many areas have never been addressed

· Lack of uniformity among state requirements (no comparability)

· As the industry has grown in size and complexity there has been considerable divergence in accounting practices allowed by states

· Needed a well defined statement of concepts upon which to base decisions

· 1993 - AICPA WHITE PAPER:

· Urged NAIC to complete Codification ASAP

· At that time, it was believed that once Codification was effective, in order for certified public accountants (CPAs) to issue opinions on statutory statements, SAP had to be considered an “Other Comprehensive Basis of Accounting” (OCBOA) by the American Institute of Certified Public Accountants (AICPA).

· NAIC ENHANCES EFFORTS 

1994 - Beginning in 1994, the NAIC’s efforts to codify SAP were strengthened and reorganized recognizing the need for expediency. There was both a commitment of substantial financial resources as well as the selection of a team of dedicated regulators who were willing to commit the time and effort necessary to accomplish one of the most significant undertakings that has been faced by the NAIC.

· RECOGNITION BY AICPA

1995 - Recognition of this effort was given by the AICPA when in 1995 they issued Statement of Position 95‑5—Auditor’s Report on Statutory Financial Statements of Insurance Enterprises (SOP 95-5) so that an auditor’s opinion on a “prescribed or permitted” basis could continue until codification was completed. SOP 95-5 states “The codification is expected to result in a hierarchy of statutory accounting practices that will provide a comprehensive basis of accounting that can be applied consistently to all insurance enterprises.” At that time, it was believed that once Codification was effective, in order for certified public accountants (CPAs) to issue opinions on statutory statements, SAP had to be considered an “Other Comprehensive Basis of Accounting” (OCBOA) by the American Institute of Certified Public Accountants (AICPA).

DECEMBER 1997 — Executive Committee voted to form an Ad Hoc Task Force to address the controversial issues in Appendix A-280 and A-791. EX concluded that these issues need to be resolved before Executive considers the entire Project.

MARCH 1998 —  The Preamble, 72 SSAPs and the Appendix of excerpts of Accounting Guidance from Model Laws adopted by Plenary (54 affirmative votes and 1 abstention)

· Appendix A-280 replaced by Appendix A-001

· Appendix A-791 referred to A Committee for further consideration

· Codification is not intended to preempt state legislative and regulatory authority. While Codification is expected to be the foundation of a state’s statutory accounting practices, it may be subject to modification by practices prescribed or permitted by a state’s insurance commissioner. Statutory financial statements will continue to be prepared on the basis of accounting practices prescribed or permitted by the states. As a result, in 1998 the AICPA’s Insurance Companies Committee determined that it will not be necessary for the Auditing Standards Board to grant the Codification status as an OCBOA since it will not be the sole basis for preparing statutory financial statements. Further, auditors will be permitted to continue to provide audit opinions on practices prescribed or permitted by the insurance department of the state of domicile. 

· NAIC members charged the Ad Hoc Task Force on Codification Implementation to review the variety of implementation issues surrounding the Codification project, and to report back to the Executive Committee with a series of recommendations.

JUNE 1998 —  Ad Hoc Task Force on Codification Implementation (AD Hoc TF) reported its conclusions to the Executive Committee and Plenary. Each group adopted recommendations.

2.
DISCUSSION OF MAINTENANCE PROCESS

See Following Attachments:

A. Policy Statement on Maintenance of Statutory Accounting Principles

B. Policy Statement on Statutory Accounting Principles Maintenance Agenda Process

C. Policy Statement on Emerging Accounting Issues Maintenance Agenda Process

D.
Policy Statement on Impact of SSAPs on NAIC Publications

E.
Policy Statement on Comments on GAAP Exposure Drafts

WEBSITE INFORMATION:

1.
SAPWG


- www.naic.org


- Products and Services



- Financial Data Reporting



- Statutory Accounting Principles WG

2.
EAIWG


- www.naic.org


- Products and Services



- Financial Data Reporting



- Emerging Accounting Issues WG

3.
REVIEW OF CURRENT ISSUES
See following Attachments:

F.
Statutory Accounting Principles WG Maintenance Agenda

G. Emerging Accounting Issues WG Status of Issues

LAYOUT OF 2000 VERSION

See following Attachment::

H.
Table of Contents

4.
CHANGES FROM 1999 VERSION TO MARCH 2000 VERSION

See following Attachments:

I.
Summary of Changes from 1999 Version

J.
INTs that affect SAP

5.
STATE IMPLEMENTATION

See following Attachment:

K.
Chart of State Implementation - 3/00
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