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NOTE

Statements of Position on accounting issues present the
conclusions of at least two-thirds of the Accounting Stan-
dards Executive Committee, which is the senior technical
body of the Institute authorized to speak for the Institute
in the areas of financial accounting and reporting. State-
ment on Auditing Standards No. 69, The Meaning of Pre-
sent Fairly in Conformity With Generally Accepted
Accounting Principles, identifies AICPA Statements of Po-
sition that have been cleared by the Financial Accounting
Standards Board as sources of established accounting prin-
ciples in category b of the hierarchy of generally accepted
accounting principles that it establishes. AICPA members
should consider the accounting principles in this State-
ment of Position if a different accounting treatment of a
transaction or event is not specified by a pronouncement
covered by rule 203 of the AICPA Code of Professional
Conduct. In such circumstances, the accounting treatment
specified by the Statement of Position should be used, or
the member should be prepared to justify a conclusion that
another treatment better presents the substance of the
transaction in the circumstances.
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SUMMARY

This AICPA Statement of Position (SOP) amends AICPA
SOP 94-5, Disclosures of Certain Matters in the Financial
Statements of Insurance Enterprises, as a result of the
completion of the National Association of Insurance Com-
missioners (NAIC) Codification of statutory accounting
practices for certain insurance enterprises.

The amendments to SOP 94-5 included in this SOP require
insurance enterprises to disclose, at the date each balance
sheet is presented, beginning with financial statements for
fiscal years ending on or after December 15, 2001, a de-
scription of the prescribed or permitted statutory account-
ing practice and the related monetary effect on statutory
surplus of using an accounting practice that differs from ei-
ther state prescribed statutory accounting practices or
NAIC statutory accounting practices. Retroactive applica-
tion is not permitted. "

Those disclosures should be made if (a) state prescribed
statutory accounting practices differ from NAIC statutory
accounting practices or (b) permitted state statutory ac-
counting practices differ from either state prescribed statu-
tory accounting practices or NAIC statutory accounting
practices, and the use of prescribed or permitted statutory
accounting practices (individually or in the aggregate) re-
sults in reported statutory surplus or risk-based capital
that is significantly different from the statutory surplus or
risk-based capital that would have been reported had NAIC -
statutory accounting practices been followed.

Those disclosures should be applied by a U.S. insurance
enterprise, a U.S. enterprise with a U.S. insurance sub-
sidiary, or a foreign enterprise with a U.S. insurance sub-
sidiary, if the enterprise prepares U.S. generally accepted
accounting principles (GAAP) financial statements. If a for-
eign insurance enterprise that does not have a U.S. insur-
ance subsidiary prepares U.S. GAAP financial statements
or is included in its parent’s consolidated U.S. GAAP finan-
cial statements, the notes to the financial statements
should disclose permitted regulatory accounting practices




that significantly differ from the prescribed regulatory ac-
counting practices of its respective regulatory authority
and their monetary effects.!

This SOP also includes the following auditing guidance that
has been updated as a result of the completion of the NAIC
Codification: AICPA SOP 95-5, Auditor’s Reporting on
Statutory Financial Statements of Insurance Enterprises;
SOP 94-1, Inquiries of State Insurance Regulators; and
AICPA Auditing Interpretation No. 12, “Evaluation of the
Appropriateness of Informative Disclosures in Insurance
Enterprises’ Financial Statements Prepared on a Statutory
Basis,” of Statement on Auditing Standards (SAS) No. 62,
Special Reports (AICPA, Professional Standards, vol. 1,
AU sec. 9623.60-.77). The included auditing guidance has
been approved by the Auditing Standards Board.

This SOP is effective for annual financial statements for fis-
cal years ending on or after December 15, 2001, and com-
plete sets of interim financial statements for periods
beginning on or after that date and audits of those financial
statements. If comparative financial statements are pre-
sented for fiscal years ending before December 15, 2001,
the disclosure provisions of SOP 94-5 effective prior to this
SOP apply to permitted statutory accounting practices by
the regulatory authority.

1. It should be noted that the language of this Statement of Position (SOP) assumes for
simplicity that the reporting entity is a U.S. insurance enterprise, a U.S. enterprise with
a U.S. insurance subsidiary, or a foreign enterprise with a U.S. insurance subsidiary,
that prepares U.S. generally accepted accounting principles (GAAP) financial state-
ments. Clarification of the disclosure requirements for a foreign insurance enterprise
that does not have a U.S. insurance subsidiary and prepares U.S. GAAP financial state-
ments or is included in its parent’s consolidated U.S. GAAP financial statements, is
noted in footnote 1 of paragraph 8 of the amended SOP 94-5, Auditor’s Reporting on
Statutory Financial Statements of Insurance Enterprises.




FOREWORD

The accounting guidance contained in this document has
been cleared by the Financial Accounting Standards Board
(FASB). The procedure for clearing accounting guidance in
documents issued by the Accounting Standards Executive
Committee (AcSEC) involves the FASB reviewing and dis-
cussing in public board meetings (1) a prospectus for a pro-
ject to develop a document, (2) a proposed exposure draft
that has been approved by at least ten of AcSEC’s fifteen
members, and (3) a proposed final document that has been
approved by at least ten of AcSEC’s fifteen members. The
document is cleared if at least five of the seven FASB mem-
bers do not object to AcSEC undertaking the project, issu-
ing the proposed exposure draft, or after considering the
input received by AcSEC as a result of the issuance of the
exposure draft, issuing a final document.

The criteria applied by the FASB in its review of proposed
projects and proposed documents include the following:

1. The proposal does not conflict with current or pro-
posed accounting requirements, unless it is a limited
circumstance, usually in specialized industry ac-
counting, and the proposal adequately justifies the
departure.

2. The proposal will result in an improvement in practice.
3. The AICPA demonstrates the need for the proposal.

4. The benefits of the proposal are expected to exceed
the costs of applying it.

In many situations, prior to clearance, the FASB will propose
suggestions, many of which are included in the documents.




Amendments to Specific AICPA
Pronouncements for Changes Related
to the NAIC Codification

Background and Basis for Conclusions

1.

In 1999, the National Association of Insurance Commis-
sioners (NAIC) completed a process to codify statutory ac-
counting practices for certain insurance enterprises,
resulting in a revised Accounting Practices and Proce-
dures Manual (the revised Manual), effective January 1,
2001. The insurance laws and regulations of most states re-
quire insurance enterprises domiciled in those states to
comply with the guidance provided in the NAIC Account-
ing Practices and Procedures Manual except as pre-
scribed or permitted by state law.

Prescribed statutory accounting practices are practices in-
corporated directly or by reference in state laws, regula-
tions, and general administrative rules applicable to all
insurance enterprises domiciled in a particular state.
States may adopt the revised Manual in whole, or in part,
as an element of prescribed statutory accounting practices
in those states. If, however, the requirements of state laws,
regulations, and administrative rules differ from the guid-
ance provided in the revised Manual or subsequent revi-
sions, those state laws, regulations, and administrative
rules will take precedence.

Permitted statutory accounting practices include practices
not prescribed by the domiciliary state, but allowed by the
domiciliary state regulatory authority. An insurance enter-
prise may request permission from the domiciliary state
regulatory authority to use a specific accounting practice
in the preparation of the enterprise’s statutory financial
statements (a) if it wishes to depart from the prescribed
statutory accounting practice or (b) if prescribed statutory




accounting practices do not address the accounting for the
transaction. Accordingly, permitted accounting practices
differ from state to state, may differ from company to com-
pany within a state, and may change in the future.

The revised Manual is effective for implementation on Janu-
ary 1, 2001, as the foundation for statutory accounting prac-
tices. It is expected that all states will require insurers to
comply with most, if not all, provisions of the revised Manual.

This Statement of Position (SOP) amends the guidance in
AICPA SOP 94-5, Disclosures of Certain Matters in the Fi-
nancial Statements of Insurance Enterprises, for changes
related to the NAIC Codification. The amendments to SOP
94-5 included in this SOP require a U.S. insurance enter-
prise, a U.S. enterprise with a U.S. insurance subsidiary, or
a foreign enterprise with a U.S. insurance subsidiary, that
prepares U.S. generally accepted accounting principles
(GAAP) financial statements to disclose, at the date each
balance sheet is presented, beginning with financial state-
ments for fiscal years ending on or after December 15,
2001, a description of the prescribed or permitted statu-
tory accounting practice and the related monetary effect
on statutory surplus of using an accounting practice that
differs from either state prescribed statutory accounting
practices or NAIC statutory accounting practices.! The Ac-
counting Standards Executive Committee (AcSEC) be-
lieves that this disclosure is useful because it distinguishes
both prescribed and permitted practices of insurers by
state, and presents statutory surplus of insurers on a com-
parable basis. AcSEC is aware that certain insurance enter-
prises domiciled in Bermuda, the Cayman Islands, and
other foreign jurisdictions may prepare financial state-
ments in accordance with accounting principles generally
accepted in the United States of America even though such

1. The language of this Statement of Position (SOP) assumes for simplicity that the re-
porting entity is a U.S. insurance enterprise, a U.S. enterprise with a U.S. insurance
subsidiary, or a foreign enterprise with a U.S. insurance subsidiary, that prepares U.S.
generally accepted accounting principles (GAAP) financial statements. If a foreign in-
surance enterprise that does not have a U.S. insurance subsidiary prepares U.S. GAAP
financial statements or is included in its parent’s consolidated U.S.GAAP financial
statements, the notes to the financial statements should disclose permitted regulatory
accounting practices that significantly differ from the prescribed regulatory accounting
practices of its respective regulatory authority and their monetary effects.




enterprises do not conduct business in the United States.
Additionally, a U.S.-based enterprise may have a foreign
domiciled insurance subsidiary and a foreign-based enter-
prise may have a U.S.-domiciled insurance subsidiary. Be-
cause foreign insurance operations (whether they are in a
foreign subsidiary of a U.S.-based enterprise, the foreign in-
surance operations of a foreign-based enterprise that has
U.S.-domiciled operations or the foreign insurance opera-
tions of a foreign-based enterprise that does not have U.S.-
domiciled insurance operations) are not subject to the
United States regulatory framework, AcSEC does not be-
lieve it is appropriate for those enterprises to determine
how the NAIC Codification would affect foreign insurance
operations. With respect to their foreign insurance opera-
tions, those enterprises should disclose a description of
and related monetary effect of any permitted regulatory ac-
counting practices granted by their respective regulatory
authority. The disclosure requirements need not apply to a
foreign parent that files financial statements in accordance
with home country GAAP that are reconciled to account-
ing principles generally accepted in the United States.

This SOP also includes the following auditing guidance that
has been updated based on the completion of the NAIC
Codification: AICPA SOP 95-5, Auditor’s Reporting on
Statutory Financial Statements of Insurance Enterprises;
AICPA SOP 94-1, Inquiries of State Insurance Regulators;
and AICPA Auditing Interpretation No. 12, “Evaluation of
the Appropriateness of Informative Disclosures in Insur-
ance Enterprises’ Financial Statements Prepared on a
Statutory Basis,” of Statement on Auditing Standards No.
62, Special Reports (AICPA, Professional Standards, vol.
1, AU sec. 9623.60-.77). The included auditing guidance
has been approved by the Auditing Standards Board.

AcSEC believes it is appropriate to have all accounting and
auditing guidance that changes due to the completion of
the NAIC Codification in one document, because it is eas-
ier for readers to review all relevant changes related to this
topic. This SOP includes complete sets of updated account-
ing and auditing guidance, marked to show additions and
deletions for changes related to the NAIC Codification. In
April 2001, AcSEC issued for public comment an exposure




draft of a proposed SOP, Amendments to Specific AICPA
Pronouncements for Changes Related to the NAIC Codifi-
cation. During the forty-five-day comment period, AcSEC
received two comment letters.

Amendments to SOP 94-5

8.

The following replaces or modifies several paragraphs of
SOP 94-5 as a result of the completion of the NAIC Codifi-
cation. New language is underlined; deleted material is in
strikethrough. The changes are effective for annual finan-
cial statements for fiscal years ending on or after December
15, 2001, and complete sets of interim financial statements
for periods beginning on or after that date. There are no
changes to the original paragraphs 9 and 11; those para-
graphs are included here for completeness.

Introduetion
+  Mest-ef-the-nceounting-prineiplesrelated-to-disele-
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Scope

1.2- This Statement of Position (SOP) applies to annual
and complete sets of interim financial statements pre-
pared in conformity with generally accepted accounting
principles (GAAP) of life and health insurance enter-
prises (including mutual life insurance enterprises),
property and casualty insurance enterprises, reinsur-
ance enterprises, title insurance enterprises, mortgage
guaranty insurance enterprises, financial guaranty insur-
ance enterprises, assessment enterprises, fraternal bene-
fit societies, reciprocal or interinsurance exchanges,
pools other than public-entity risk pools, syndicates, and
captive insurance companies. Farthermore; AFGPAAu-

- 3




Applicability to Statutory Financial Statements

2. AICPA Auditing Interpretation No. 12. “Evaluation
of the Appropriateness of Informative Disclosures in In-
surance Enterprises’ Financial Statements Prepared on a
Statutory Basis.” of Statement on Auditing Standards No.

62. Special Reports (AICPA. Professional Standards.
vol. 1. AU sec. 9623.60-.71). requires auditors to apply

the same disclosure evaluation criteria for statutorv fi-
nancial statements and for financial statements prepared
in conformity with GAAP.

Relationship to Other Pronouncements

3. In some circumstances, the disclosure requirements
in this SOP may be similar to, or overlap, the disclosure
requirements in certain other authoritative accounting
pronouncements issued by the Financial Accounting
Standards Board (FASB), the American Institute of Certi-
fied Public Accountants (AICPA), and-or the Securities
and Exchange Commission (SEC). For example—

¢ FASB Statement of Financial Accounting Standards No.
5, Accounting for Contingencies, requires certain disclo-
sures related to loss contingencies, including catastrophe
losses of property and casualty insurance companies.

e FASB Statement No. 60, Accounting and Reporting
by Insurance Enterprises, requires certain disclo-
sures about liabilities for unpaid claims and claim ad-
justment expenses and statutory capital.

e FASB Statement No. 113, Accounting and Reporting
for Reinsurance of Short-Duration and Long-Dura-
tion Contracts, requires certain disclosures about
reinsurance transactions.

e AICPA SOP 94-6, Disclosure of Certain Significant
Risks and Uncertainties, requires disclosures about
certain significant estimates.




e The SEC Securities Act Guide 6, Disclosures Con-
cerning Unpaid Claims and Claim Adjustment Ex-
penses of Property-Casualty Insurance Underwriters,
requires disclosures of information about liabilities for
unpaid claims and claim adjustment expenses.

The disclosure requirements in this SOP supplement the
disclosure requirements in other authoritative pro-
nouncements. This SOP does not alter the requirements
of any FASB or SEC pronouncement.

Conclusions

4. The disclosure requirements in this section should
be read in conjunction with appendix A, “Illustrative
Disclosures,”_item A-2. and appendix B, “Discussion of
Conclusions,” item B-1. ef-this-SOR

Permitted Statutory Accounting Practices

eounting: The insurance laws and regulations of most
states require insurance enterprises domiciled in those
states to comply with the guidance provided in the Na-
tional Association of Insurance Commissioners (NAIC)
Accounting Practices and Procedures Manual. except as
prescribed or permitted by state law. In 1999. the NAIC
completed a process to codifv statutory accounting prac-
tices for certain insurance enterprises. resulting in a re-
vised Accounting Practices and Procedures Manual (the
revised Manual), effective January 1. 2001. It is expected
that all states will require insurers to comply with most, if




not all. provisions of the revised Manual. Auditors of in-
surance enterprises should monitor the status of the
adoption of the revised Manual by the various state regu-

latory authorities.

6. Prescribed preeedifieatior statutory accounting
practices inelude are those practices that are incorpo-
rated directly or by reference in state laws, regulations,
and general administrative rules applicable to all insur-
ance enterprises domiciled in a particular states, NAES

Gty 2T 3 acasaatacadQ b ALA A aaadiaataa s
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- —A state mav adopt the revised Manual in
whole. or in part, as an element of prescribed statutory ac-
counting practices. If. however. the requirements of state
laws. regulations. and administrative rules differ from the
guidance provided in the revised Manual or subsequent
revisions, those state laws. regulations. and administrative
rules will take precedence. Auditors of insurance enter-
prises should review state laws. regulations. and adminis-
trative rules to determine the specific prescribed
statutory accounting practices applicable in each state,

7. Permitted statutory accounting practices include

practices not prescribed by the domiciliary state as de-
scribed in paragraph 6 above, but allowed by the domi-

ciliary state insuranee-department regulatorv authority.

An linsurance enterprises may request permission from
the domiciliary state insuranee-department regulatory
authority to use a specific accounting practice in the
preparation of their the enterprise’s statutory financial
statements (a) when-the-enterprise if it wishes to depart
from the prescribed statutory accounting practices, or
(b) when if prescribed statutory accounting practices do
not address the accounting for the transaction. Accord-
ingly. permitted accounting practices differ from state to
state. mav differ from companv to company within a

state. and mav change in the future.
8. in this paragraph should be made fes

The disclosures

----- P 516

eentfiseal-year-presented—resardiess-of-when-the-permit-
ted-statutory-necounting-practice-was-initiated- if (a) state
prescribed statutory accounting practices differ from NAIC

statutory accounting practices or (b) permitted state statu-




torv accounting practices differ from either state pre-
scribed statutory accounting practices or NAIC statutorv
accounting practices. The disclosures should be made if
the use of prescribed or permitted statutorv accounting
practices (individually or in the aggregate) results in re-
ported statutory surplus or risk-based capital that is signif-
icantlv different from the statutorv surplus or risk-based
capital that would have been reported had NAIC statutory
accounting practices been followed. If an insurance enter-
prise’s risk-based capital would have triggered a regulatorv
event had it not used a permitted practice. that fact should
be disclosed in the financial statements. Insurance enter-
prises should disclose. at the date each financial statement
is presented, a description of the prescribed or permitted
statutorv accounting practice and the related monetary ef-
fect on statutorv surplus of using an accounting practice
that differs from either state prescribed statutory account-
ing practices or NAIC statutorv accounting practices.! Ha-
. hould—disel : RTIN

1. Disclosures in this paragraph should be applied by a U.S. insurance en-
terprise. a U.S. enterprise with a U.S. insurance subsidiarv. or a foreign
enterprise with a U.S. insurance subsidiarv. if the enterprise prepares
U.S. generallv accepted accounting princinles (GAAP) financial state-
ments. If a foreign insurance enterprise that does not have a U.S. insur-
ance subsidiarv prepares U.S. GAAP financial statements or is included
in its parent’s consolidated U.S.GAAP financial statements. the notes to
the financial statements should disclose permitted regulatory account-
ing practices that significantlv differ from the prescribed regulatory ac-
counting practices of its respective regulatorv authoritv and their

monetarv effects.




Liability for Unpaid Claims and Claim
Adjustment Expenses

9.  The liability for unpaid claims and claim adjust-
ment expenses represents the amounts needed to pro-
vide for the estimated ultimate cost of settling claims
relating to insured events that have occurred on or be-
fore a particular date (ordinarily, the statement of finan-
cial position date). The estimated liability includes the
amount of money that will be required for future pay-
ments of (a) claims that have been reported to the in-
surer, (b) claims related to insured events that have
occurred but that have not been reported to the insurer
as of the date the liability is estimated, and (c) claim ad-
justment expenses. Claim adjustment expenses include
costs incurred in the claim settlement process such as
legal fees; outside adjuster fees; and costs to record,
process, and adjust claims.

10. Financial statements should disclose for each fiscal
year for which an income statement is presented the fol-
lowing information about the liability for unpaid claims
and claim adjustment expenses:

a. The balance in the liability for unpaid claims and
claim adjustment expenses at the beginning and end
of each fiscal year presented, and the related amount
of reinsurance recoverable

b. Incurred claims and claim adjustment expenses with
separate disclosure of the provision for insured
events of the current fiscal year and of increases or
decreases in the provision for insured events of prior
fiscal years

c. Payments of claims and claim adjustment expenses
with separate disclosure of payments of claims and
claim adjustment expenses attributable to insured
events of the current fiscal year and to insured events
of prior fiscal years

Also, insurance enterprises should discuss the reasons

for the change in €he-previsien—Hfor incurred claims and
claim adjustment expenses recognized in the income




statement attributable to insured events of prior fiscal
years and should indicate whether additional premiums
or return premiums have been accrued as a result of the
prior-year effects.

11. In addition to the disclosures required by FASB
Statement No. 5 and other accounting pronouncements,
insurance enterprises should disclose management’s
policies and methodologies for estimating the liability for
unpaid claims and claim adjustment expenses for diffi-
cult-to-estimate liabilities, such as for claims for toxic
waste cleanup, asbestos-related illnesses, or other envi-
ronmental remediation exposures.

Effective Dates and Transition

12. TFhis The provisions of this SOP as originally issued
in 1994 are is effective for annual and complete sets of

interim financial statements for periods ending after De-
cember 15, 1994. Disclosures of information required by
paragraph 10 should be included for each fiscal year for
which an income statement is presented.

13. The provisions of this SOP as amended bv AICPA SOP
01-5. Amendments to Specific AICPA Pronouncements
for Changes Related to the NAIC Codification. are effec-
tive for annual financial statements for fiscal vears ending
on or after December 15. 2001. and complete sets of in-
terim financial statements for periods beginning on or
after that date. Disclosures of information required by
amended paragraph 8 and item A-2 in appendix A should

be included for each fiscal vear for which a balance sheet

is presented. In the initial vear of implementation of those
disclosures. prior vear amounts for the effect of permitted
practices and prescribed practices should be disclosed as
required by the SOP prior to those amendments. Retroac-

tive application of the amendments is not permitted.

Amendments o SOP 94-5, Appendix A

9.

The following is from SOP 94-5, appendix A, “Illustrative
Disclosures.” There are no changes to the original paragraph
A-4. That paragraph is included here for completeness. The
changes require insurance enterprises to disclose informa-
tion per item A-2, for annual financial statements for fiscal
years ending on or after December 15, 2001, and complete




sets of interim financial statements for periods beginning
on or after that date. New language is underlined; deleted
material is in strikethrough.

Ilustrative Disclosures

A-1. The illustrations included in this appendix are
guides to implementation of the disclosures required by
this SOP. Insurance enterprises are not required to dis-
play the information contained herein in the specific
manner or in the degree of detail illustrated. Alternative
disclosure presentations are permissible if they satisfy
the disclosure requirements of this Statement of Posi-
tion (SOP).

Prescribed or Permitted Statutory
Accounting Practices

A-2. The4Following is-ar are two examples of illustra-
tiveen—ef disclosures that an insurance enterprise wettld

could make before-the-codifieation—is-ecomplete; to meet
the requirements of paragraph 8_item 8. of this SOP.

Note X. Rermiitted Statutory Accounting Practices

The Companv’s statutorv financial statements are
presented on the basis of accounting practices pre-
scribed or permitted by the [state of domicile] Insur-
ance Department. [State of domicile] has adopted the

National Association of Insurance Commissioners’
statutory accounting practices (NAIC SAP) as the
basis of its statutorv accounting practices. except that
it has retained the prescribed practice of writing off

goodwill immediatelv to statutorv surplus in the year
of acauisition.

In addition. the commissioner of {state of domicile]
Insurance Department has the right to permit other
specific practices that mav _deviate from prescribed
practices. The commissioner has permitted the Com-
panv to record its home office propertv at estimated
fair value instead of at depreciated cost. as required
by NAIC SAP. This accounting practice increased
statutorv capital and surplus bv 2.5 million and $2.3
million at December 31. 20X2 and 20X1. respectivelv.
over what it would have been had the permitted prac-
tice not been allowed. The Companv’s statutorv capi-




tal and surplus. including the effects of the permitted

practice, was £30.0 million and $27.9 million at De-
cember 31. 20X2 and 20X1. respectively.

Had the Companv amortized its goodwill over ten
vears and recorded its home office propertv at depre-
ciated cost. in accordance with NAIC SAP. the Com-

panvy’s capital and surplus would have been $29.9
million and $27.7 million at December 31. 20X2 and

20X1. respectively.

Note X. Statutorv Accounting Practices

The Company’s statutory financial statements are pre-
sented on the basis of accounting practices prescribed
or permitted bv the [state of domicile] Insurance De-
partment. [State of domicilel has adopted the National

Association of Insurance Commissioners’ statutorv ac-
counting practices (NAIC SAP) as the basis of its statu-
torv accounting practices. except that it has retained
the prescribed practice of writing off goodwill immedi-
atelv to statutorv surplus in the vear of acquisition.




In addition. the commissioner of the [state of domi-
cile] Insurance Department has the right to permit
other specific practices that mav deviate from pre-
scribed practices. The commissioner has permitted
the Companv to record its home office propertv at es-

timated fair value instead of at depreciated cost. as re-
auired by NAIC SAP.

The monetary effect on statutory capital and surplus
of using accounting practices prescribed or permit-
ted by the [state of domicile] Insurance Department

is as follows:

December 31
20X2 20x1
Sm fm
Statutory capital and surplus per 830.0 $27.9
statutorv financial statements
Effect of permitted practice of (2.5) (2.3)
recording home office propertv at
estimated fair value
Effect of [state of domicile’s 2.4 21

prescribed practice of immediate

write-off of goodwill!

Statutory capital and surplus in $29.9
accordance with the NAIC statutory
accounting practices?

e
)
~
~

1. This amount compared to the prior vear reflects the net impact
of an additional vear’s amortization and the fact that admitted

goodwill is based on the level of statutorv capital and surplus and

thus can fluctuate.

2. In the initial vear of implementation of this disclosure. prior vear
amounts for the effect of permitted practices and prescribed prac-
tices should be disclosed as required under the original SOP 94-5.

Liability for Unpaid Claims and Claim
Adjustment Expenses

A-3. The following is an illustration of information an in-
surance enterprise would disclose to meet the require-
ments of paragraph 10 of this SOP. (This illustration
presents amounts incurred and paid net of reinsurance.
The information may also be presented before the effects
of reinsurance with separate analysis of reinsurance re-
coveries and recoverables related to the incurred and
paid amounts.)




Note X. Liability for Unpaid Claims and Claim
Adjustment Expenses

Activity in the liability for unpaid claims and claim
adjustment expenses is summarized as follows.

19X5 19X4
20X2 20X1
Balance at January 1 $7,030 86,687
Less reinsurance recoverables 1.234 987
Net Balance at January 1 5.796 5.700
Incurred related to:
Current year 2,700 2,600
Prior years 171 96
Total incurred 2.529 2.696
Paid related to:
Current year 781 800
Prior years 2.000 1.800
Total paid 2.781 2.600
Net Balance at December 31 5,544 5,796
Plus reinsurance recoverables 1.255 1.234
Balance at December 31 86,799 87,030

As a result of changes in estimates of insured events in
prior years, the previsien-of claims and claim adjustment
expenses (net of reinsurance recoveries of $X and 8X in
I9X520X2 and 39%420X1, respectively) decreased by
171 million in $9%520X2 beeause-of reflecting lower-
than-anticipated losses on Hurricane Howard, and in-
creased by %96 million in 39X420X1 beeause—of
reflecting higher-than-anticipated losses and related ex-
penses for claims for asbestos-related illnesses, toxic
waste cleanup, and workers’ compensation.

A-4. The following is an illustration of an insurance enter-
prise disclosure designed to meet the requirements of para-
graph 11 of this SOP. (Additional disclosures about the
liabilities for unpaid claims and claim adjustment expenses
may be required under FASB Statement No. 5, FASB Inter-
pretation No. 14, Reasonable Estimation of the Amount of
a Loss, AICPA SOP 94-6, and SEC requirements.)

Note X. Environmental-Related Claims

In establishing the liability for unpaid claims and
claim adjustment expenses related to asbestos-related




illnesses and toxic waste cleanup, management con-
siders facts currently known and the current state of
the law and coverage litigation. Liabilities are recog-
nized for known claims (including the cost of related
litigation) when sufficient information has been devel-
oped to indicate the involvement of a specific insur-
ance policy, and management can reasonably
estimate its liability. In addition, liabilities have been
established to cover additional exposures on both
known and unasserted claims. Estimates of the liabili-
ties are reviewed and updated continually. Developed
case law and adequate claim history do not exist for
such claims, especially because significant uncer-
tainty exists about the outcome of coverage litigation
and whether past claim experience will be representa-
tive of future claim experience.

Amendments fo SOP 94-5, Appendix B

10.

The following is from SOP 94-5, appendix B, “Discussion of
Conclusions,” when the SOP was originally issued in 1994.
Sections B-1, B-4, B-5, B-6, B-7, and B-14 have been re-
vised as a result of the completion of the NAIC Codifica-
tion. The remaining sections are included for background
information about prior AcSEC discussions. New language
is underlined; deleted material is in strikethrough.

Discussion of Conclusions

B-1. In 1999. the National Association of Insurance
Commissioners (NAIC) completed a process to codify
statutorv accounting practices for certain insurance en-

terprises, resulting in a revised Accounting Practices
and Procedures Manual (the revised Manual), effective

January 1, 2001. This SOP was updated in 2001 to con-
form to the revised Manual. This section discusses fac-
tors that were deemed significant by members of the
Accounting Standards Executive Committee (AcSEQ)
in reaching the conclusions in this SOP when it was
originally issued in 1994. It includes reasons for accept-
ing certain views and rejecting others. Individual
AcSEC members gave greater weight to some factors
than to others.




B-2. The business and regulatory environment of insur-
ance enterprises has become more complex and volatile,
and therefore riskier. Accordingly, AcSEC believed the
need existed to reconsider the disclosures made in the fi-
nancial statements of insurance enterprises.

B-3. Financial Accounting Standards Board (FASB)

Statement of Financial Accounting Concepts Statement
No. 1, Objectives of Financial Reporting by Business
Enterprises, states financial reporting should “provide
information that is useful to present and potential in-
vestors and creditors and other users in making rational
investment, credit, and similar decisions” (paragraph
34). Further, the Concepts Statement says that to sup-
port that decision-making process, financial reports
should help such users “assess the amounts, timing, and
uncertainty of prospective net cash inflows to the related
enterprises” (paragraph 37) by providing “information
about the economic resources of an enterprise, the
claims to those resources. . . and the effects of transac-
tions, events, and circumstances that change resources
and claims to those resources” (paragraph 40).

B-4. AcSEG considered a wide variety of potential disclo-
sures, and tried to identify the areas of importance to insur-
ance enterprises for which the current disclosures were
lacking. AcSEC concluded that additional disclosures in the
financial statements of insurance enterprises about regula-
tory risk-based capital, the liability for unpaid claims, and
certain accounting methods permitted by state insuranee
departments_regulatory authorities would help insurance
enterprises better meet the objectives of financial reporting
in their financial statements. After the completion of the
NAIC codification. AcSEC concluded that additional disclo-

sures reconciling statutory surplus between statutory finan-
cial statements (including permitted practices). state
prescribed basis. and in accordance with NAIC statutory ac-
counting practices would be useful to the reader of generally
accepted accounting principles (GAAP) financial state-
ments. AcSEC is aware that certain insurance enterprises
domiciled in Bermuda. the Cavman Islands. and other for-
eign jurisdictions may prepare financial statements in ac-
cordance with accounting principles generallv accepted in
the United States even though such enterprises do not con-

duct business in the United States. Additionally. a U.S.-

based enterprise may have a foreign-domiciled insurance




subsidiarv and a foreign-based enterprise mav have a U.S.-
domiciled insurance subsidiary. Because the foreign insur-
ance operations of such enterprises (whether they are in a
foreign subsidiarvy of a U.S.-based enterprise. the foreign in-
surance operations of a foreign-based enterprise that has
U.S.-domijciled operations or the foreign insurance opera-
tions of a foreign-based enterprise that does not have U.S.-
domiciled insurance operations) are not subject to the
United States regulatorv framework. AcSEC does not be-
lieve it is appropriate for those enterprises to determine
how the NAIC codification would affect foreign insurance
operations. With respect to their foreign insurance opera-
tions. those enterprises should disclose a description of and
related monetary effect of anv permitted regulatorv ac-
counting practices granted by their respective regulatory
authority. The disclosure requirements need not applv to a
foreign parent that files financial statements in accordance
with home country GAAP that are reconciled to accounting
principles generallv accepted in the United States.

Risk-Based Capital

B-5. Insurance enterprises operate in a highly regulated
environment directed primarily toward safeguarding pol-
icyholders’ interests and maintaining public confidence
in the safety and soundness of the insurance system. His-
torically, regulation of insurance enterprises has moni-
tored solvency by focusing on their capital. One of the
primary tools used by state insuranece-departments regu-
latorv authorities for ensuring that their objectives are
being met is risk-based capital (RBC).

B-6. The NAIC has developed an RBC program that is
used by state regulatory authorities insuranee-depart-
ments to enable them to take appropriate and timely reg-
ulatory actions relating to insurers that show signs of
weak or deteriorating financial conditions. This program
is encompassed in the RBC Model Acts for life and prop-
erty and casualty insurers, which have been or are in-
tended to be adopted by most of the states. RBC is a
series of dynamic surplus-related formulas set forth in the
NAIC’s RBC instructions for life and health and for prop-
erty and casualty insurance enterprises. The formulas
contain a variety of weighing factors that are applied to fi-
nancial balances or to levels of activity based on the per-
ceived degree of certain risks, such as asset risk, credit




risk, interest rate risk (life insurance enterprises only),
underwriting risk, and other business risks, such as risks
related to management, regulatory action, and contingen-
cies. The amount determined under such formulas, the
authorized control level risk-based capital, is required to
be disclosed in life insurance enterprises’ statutory filings
starting for the year ended December 31, 1993, and in
property and casualty insurance enterprises’ statutory fil-
ings starting for the year ended December 31, 1994,

B-7. The exposure draft of the SOP_that was originallv
issued in 1994 contained a requirement that insurance
enterprises that are required to calculate RBC should
disclose in their financial statements the ratio of total
adjusted capital to authorized control level RBC and
the amount of total adjusted capital for each fiscal year
for which a statement of financial position is presented.

B-8. However, the NAIC’s RBC Model Acts for both life
and property and casualty insurers have a confidentiality
provision, which states:

[E]xcept as otherwise required under the provisions
of this Act [that is, in the annual financial reports filed
with state insurance departments], the making, pub-
lishing, disseminating, circulation, or placing before
the public, or causing, directly or indirectly to be
made, placed before the public, in a newspaper, maga-
zine or other publication . . . with regard to the
RBC levels of any insurer . . . would be misleading
and is therefore prohibited.

B-9. Prior to issuing the exposure draft, based on discus-
sions with the drafters of the RBC Model Acts and some
state insurance regulators, and based on the fact that the
information is already in the public domain, AcSEC be-
lieved that the confidentiality provisions were not intended
to apply to disclosures in financial statements. However, a
number of respondents to the exposure draft stated that
they believe disclosing RBC levels in financial statements
would be illegal in states that have enacted the RBC Model
Acts. They point out that words in the RBC Model Acts ap-
pear to be intended to restrict all other disclosure of RBC
levels, including in insurers’ financial statements.

B-10. AcSEC continues to believe, because of the im-
portance of RBC in the regulatory oversight of insur-
ance enterprises, that its disclosure would improve the




relevance and usefulness of insurance enterprises’ finan-
cial statements, and, therefore, it should be disclosed in
the financial statements. Nevertheless, AcSEC con-
cluded the legal issues require further consideration.

B-11. AcSEC decided that this SOP should not be de-
layed while the legal issues regarding RBG disclosures
are considered. A separate SOP on RBC disclosures will
be considered at a later date.

B-12. Nevertheless, AcSEC encourages insurance en-
terprises to disclose RBC levels if they are domiciled in
states that have not adopted the RBC Model Acts, or if
they have otherwise determined that it is legal to make
such disclosures in their financial statements.

B-13. The exposure draft also required insurance en-
terprises whose level of RBC has triggered a regulatory
event?l to disclose certain information in their financial
statements. Delaying the issuance of the RBC guidance
does not change the fact that under Statement on Audit-
ing Standards (SAS) No. 59, The Auditor’s Consideration
of an Entity’s Ability to Continue as a Going Concern,
auditors must consider the need for disclosures about
the principal conditions and events that triggered the
regulatory event and the possible effects of such condi-
tions and events, as well as management’s plans.

21.Under the NAIC’s RBC Model Acts, when the ratio of total adjusted
capital to authorized control level RBC is less than or equal to 2 or
less than or equal to 2.5 with negative trends for life insurance en-
terprises, a regulatory event exists—that is, the insurance enter-
prise would fail to meet the minimum RBC requirements. There are
four types of regulatory events, ranging from least to most serious:
company action level event, regulatory action level event, autho-
rized control level event, and mandatory control level event.

Permitted Statutory Accounting Practices

B-14. Permitted statutory accounting practices historically
have not been disclosed in the notes to the financial state-
ments, except to the extent that they have been disclosed in
the accounting practices and procedures note to the statu-
tory financial statements. With increasing frequency, insur-
ance enterprises have transactions that are not explicitly
addressed by prescribed accounting practices, or for which
no analogous prescribed accounting practices exist. Fur-
thermore, insurance enterprises often request exceptions
from certain prescribed accounting practices. Permitted




statutory accounting practices may differ from state to
state, and from company to company within a state, and
may change in the future. Moreover, permitted statutory ac-
counting practices have been used to enhance insurance en-
terprises’ surplus positions. For example, some state
insuranee-departments-regulatory authorities have permit-
ted certain insurance enterprises to adjust home office facil-
ities to appraised values even though the states’ prescribed
statutory accounting practices require that such assets be
carried at depreciated historical cost.

B-15. AcSEC believes the required disclosure of permit-
ted statutory accounting practices will enhance the rele-
vance of the financial statements and fulfill the financial
reporting objective of providing current and potential in-
vestors, creditors, policyholders, and other users of an
insurance enterprise’s financial statements with useful
information. Not only will such disclosures identify situ-
ations in which permitted statutory accounting practices
enhance an insurance enterprise’s statutory capital and
RBG position, but they also will improve the comparabil-
ity of insurance enterprises’ financial statements.

Liability for Unpaid Claims and Claim
Adjustment Expenses

B-16. Insurance enterprises estimate their liability for
unpaid claims and claim adjustment expenses for re-
ported and unreported claims incurred as of the end of
the accounting period in accordance with FASB State-
ment No. 60, Accounting and Reporting bv Insurance
Enterprises. The liability is estimated based on past loss
experience, adjusted for current trends and other factors
that will modify past experience. The liability may be
calculated using a variety of mathematical approaches
ranging from simple arithmetic projections using loss de-
velopment factors to complex statistical models.

B-17. FASB Concepts Statement No. 1, paragraph 21, states:

The information provided by financial reporting largely re-
flects the financial effects of transactions and events that
have already happened. Management may communicate in-
formation about its plans or projections, but financial state-
ments and most other financial reporting are historical . . . .
Estimates resting on expectations of the future are often
needed in financial reporting, but their major use, especially




of those formally incorporated in financial statements, is to
measure financial effects of past transactions or events or
the present status of an asset or liability . . . . To provide
information about the past as an aid in assessing the future
is not to imply that the future can be predicted merely by
extrapolating past trends or relationships. Users of the in-
formation need to assess the possible or probable impact of
factors that may cause change and form their own expec-
tations about the future and its relation to the past.

B-18. AcSEC believes that disclosures about an insur-
ance enterprise’s liabilities for unpaid claims and claim
adjustment expenses development are useful in under-
standing the insurance enterprise’s liabilities and results
of operations. Furthermore, AcSEC notes the disclosures
are the same as some of the loss reserve development
disclosures that the SEC requires registrants to file with
the commission under Securities Act Guide 6.

B—19 Paragraph 60(a) of FASB Statement No. 60;Ae-
56 : a1 e requires
all insurance enterprlses to dlsclose the bas1s for estimating
the liabilities for unpaid claims and claim adjustment ex-
penses. Furthermore, FASB Statement No. 5, Accounting
Jor Contingencies, requires disclosure of loss contingencies
not accrued, for which it is at least reasonably possible that
a loss has been incurred. Because of the relatively high de-
gree of coverage litigation and the lack of historical informa-
tion regarding the amount and nature of both known and
unasserted claims relating to difficult-to-estimate liabilities
(such as those related to environmental related illness
claims and toxic-waste cleanup claims), traditional loss re-
serving techniques may not be used in estimating such lia-
bilities. Therefore, a high degree of judgment is needed in
estimating the amount of losses, and practice is developing
in the area. Accordingly, AcSEC believes financial statement
users will benefit from disclosure of the policies and meth-
ods management has used for estimating these amounts.

.._..

Discussion of Comments Received on Exposure Draft

B-20. An exposure draft of ar Setatement of Pposition
(SOP), Disclosure of Certain Matters in the Financial State-
ments of Insurance Enterprises, was issued on April 20, 1994,
and distributed to a variety of interested parties to encourage
comment by those that would be affected by the proposal.
Forty comment letters were received on the exposure draft.




Risk-Based Capital

B-21. A number of comments were received on the
risk-based capital disclosures. As discussed in para-
graphs B-5 through B-13, AcSEC decided to consider a
separate SOP at a later date on risk-based capital disclo-
sures. The comments will be addressed at that time.

Permitted Statutory Accounting Practices

B-22. A number of respondents to the exposure draft of
the SOP requested that the disclosure requirements for
permitted statutory accounting practices be postponed
until after the codification is complete. AcSEC believes
that the disclosures are especially important before cod-
ification to improve understanding of the factors that af-
fect comparability among the statutory capital of
insurance enterprises.

B-23. Respondents asked for clarification of how disclo-
sure of the monetary effect of statutory surplus would be
calculated, particularly when there is no prescribed ac-
counting practice to compare with the permitted prac-
tice. AcSEC agreed and revised the exposure draft to
state that for permitted statutory accounting practices
used when prescribed accounting practice is silent, a de-
scription of the transaction is sufficient. Respondents
also asked for clarification about whether there should
be disclosure of GAAP-permitted practices when there is
no prescribed statutory accounting. If an insurance com-
pany uses a GAAP practice in its statutory financial
statements when there is no prescribed practice, that is
still considered a permitted statutory accounting prac-
tice. However, AcSEC agreed that no disclosures should
be made for GAAP practices that are used when pre-
scribed statutory practices do not specify the accounting
for the transaction.

B-24. Respondents suggested that the requirement in
the exposure draft to make a statement about the codifi-
cation be eliminated. AcSEC agreed the disclosure might
be confusing to users of financial statements, and elimi-
nated the requirement.

Liability for Unpaid Claims and Claim
Adjustment Expenses

B-25. The exposure draft would have required disclo-
sure of information about actuarial adjustments made for




nonrecurring or abnormal experience. A number of re-
spondents suggested that that disclosure requirement be
eliminated. AcSEC was persuaded that such actuarial ad-
justments are a normal part of making estimates that
should not be disclosed in the financial statements and
eliminated the requirement.

Amendments to SOP 95-5

11.

The following replaces or modifies several paragraphs of SOP
95-5 as a result of the completion of the NAIC Codification, as
well as other conforming changes, including SAS No. 87, Re-
stricting the Use of an Auditor’s Report (AICPA, Professional
Standards, vol. 1, AU sec. 532), and SAS No. 93, Omnibus
Statement on Auditing Standards—2000 (AICPA, Profes-
sional Standards, vol. 1, AU secs. 315, 508, and 622). New
language is underlined; deleted material is in strikethrough.
The changes are effective for audits of statutory financial
statements for fiscal years ending on or after December 15,
2001. There are no changes to the original paragraph 23; that
paragraph is included here for completeness.

Introduction and Background

1. All states require domiciled insurance enterprises to
submit to the state insurance commissioner an annual
statement on forms developed by the National Associa-
tion of Insurance Commissioners (NAIC). The states also
require that audited statutory financial statements be
provided as a supplement to the annual statements. Guz-
renthy—sStatutory financial statements are prepared
using accounting principles and practices “prescribed or

permitted by the insuranee-department regulatorv au-
thority of the state of domicile,” referred to in this State-

ment of Position (SOP) as presertbed—or—perniitied
statutory accounting practices. Statutory accounting
practices are considered an other comprehensive basis
of accounting (OCBOA) as described in Statement on

Auditing Standards (SAS) No. 62. Special Reports
(AICPA. Professional Standards. vol. 1. AU sec. 623).




eeunting: The insurance laws and regulations of most
states require insurance companies domiciled in those

states to complv with the guidance provided in the NAIG

Accounting Practices and Procedures Manual except as
otherwise prescribed by state law. In 1999. the NAIC com-

leted a process to codify statutorv accounting practices

for certain insurance enterprises. resulting in a revised Ac-

counting Practices and Procedures Manual (the revised
Manual). effective Januarv 1. 2001. It is expected that all

states will require insurers to comply with most. if not all.
provisions of the revised Manual. Auditors of an insurance
enterprise should monitor the status of the adoption of the
revised Manual by the various state regulatory authorities.

Prescribed-or-Permitted Statutory
Accounting Practices

3.4 Prescribed statutory accounting practices ewrrently
are those practices that are incorporated directly or by ref-
erence ineluded in state laws, regulations, and general ad-
ministrative rules applicable to all insurance enterprises
domiciled in a particular state.s+t—Fhe-NAIGAnnual-State-
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States mav adopt the revised Manual in whole or in part as
an element of prescribed statutorv accounting practices in
those states. If. however, the requirements of state laws.
regulations, and administrative rules differ from the guid-
ance provided in the revised Manual or subsequent revi-
sions. those state laws. regulations. and administrative
rules will take precedence. Auditors of insurance enter-
prises should review state laws, regulations, and adminis-




trative rules to determine the specific prescribed statutorv
accounting practices applicable in each state.

4. 5= Permitted statutory accounting practices include
practices not prescribed in-the-setrees bv the domicil-
iary state as described in paragraph 4 3, above, but al-
lowed by the domiciliary state insuranee-department
regulatorv authoritv. An ¥insurance enterprises may re-
quest permission from the domiciliary state insuranee
department regulatorv authority to use a specific ac-
counting practice in the preparation of the enterprise’s
statutory financial statements (a) whes if it wishes to de-
part from the state prescribed statutory accounting prac-
tices, or (b) when if prescribed statutory accounting
practices do not address the accounting for the transac-

tion{sy. Accordingly. permitted accounting practices dif-

fer from state to state. may differ from companv to

companyv within a state. and may change in the future.




Other Relevant AICPA Pronouncements

5.% During 1994, the AICPA issued the following two
pronouncements that address statutory accounting prac-
tices and statutory financial statements. These docu-
ments were amended bv SOP 01-5. Amendments to

Specific AICPA Pronouncements for Changes Related to
the NAIC Codification.

a. SOP 94-1, Inquiries of State Insurance Regulators,
requires, for each audit, auditors to obtain sufficient
competent evidential matter to corroborate manage-
ment’s assertion that permitted statutory accounting
practices that are material to an insurance enter-
prise’s financial statements are permitted by the ia-
suranee-department regulatorv authority of the state
of domicile.

b. SOP 94-5, Disclosures of Certain Matters in the Fi-
nancial Statements of Insurance Enterprises, re-
quires insurance enterprises to disclose information
about prescribed and permitted statutory accounting
practices in their financial statements.

Applicability

6.8: This SOP applies to all audits of statutory financial
statements of insurance enterprises that file financial state-
ments with state regulatory authorities insuranee-depart-
ments, including stock and mutual insurance enterprises.
Insurance enterprises that prepare statutory financial
statements include life and health insurance enterprises,
property and casualty insurance enterprises, title insur-
ance enterprises, mortgage guaranty insurance enter-
prises, assessment enterprises, fraternal benefit societies,
reciprocal or interinsurance exchanges, pools, syndicates,
captive insurance companies, financial guaranty insurance
enterprises, health maintenance organizations, and hospi-
tal, medical, and dental service or indemnity corporations.

7.9- This SOP supersedes SOP 90-10, Reports on Audited Fi-
nancial Statements of Property and Liability Insurance Com-
panies. It also amends the AICPA Audit and Accounting
Guides Audits of Property and Liability Insurance Compa-
nies and Life and Health Insurance Entities ~the-AJCRA Indus-




Conclusions

Superseding Statement of Position 90-10, Reports on
Audited Financial Statements of Property and Liability
Insurance Companies

8.36- Auditors should not issue reports on statutory financial
statements as to fair presentation in conformity with he
statutory accounting practices basis-ef-aeeounting that in-

clude a disclaimer of opinion as to fair presentation in confor-

mity with generallv accepted accounting principles (GAAP).

General-Use Pistribution Reports
931 Under-SASNe—62; ilf an insurance enterprise’s

statutory financial statements are intended for distribution
other than for filing with the regulatorv authorities insus
anee-departments to whose jurisdiction the insurance en-
terprise is subject, the auditor of those statements should
use the general-use distribution form of report for financial
statements that lack conformity with GAAP (SAS No. 62.

Special Reports [AICPA, Professional Standards. vol. 1, AU
sec. 623]).-Parasraph—04-in-SAS No. 1, Codification of Au-

diting Standards and Procedures (AICPA. Professional
Standards. vol. 1. AU sec. 544.04. “Lack of Conformity

Wlth General]v Accepted Accountlng Pr1nc1ples”)£aek—ef

reqmres the audltor to use the standard form of report de-
scribed in SAS No. 58, Reports on Audited Financial State-
ments (AICPA, Professional Standards, vol. 1, AU sec. 508),
modified as appropriate because of departures from GAAP.

1042 Although it may not be practicable to determine the
amount of difference between GAAP and ¢he statutory ac-
counting practices basis-efseeounting, the nature of the differ-
ences is known. The differences generally exist in significant
financial statement items, and are believed to be material and
pervasive to most insurance enterprises’ financial statements.
Therefore, there is a rebuttable presumption that the differ-
ences between GAAP and ¢he statutory accounting practices

basis-ef-aeeounting are material and pervasive. Therefore;

eAuditors should express an adverse opinion with respect to

conformity with GAAP (referto-SASNo—58—parasraph-67)

(AU sec. 508.58). unless the auditor determines the differ-
ences between GAAP and ke statutory accounting practices

‘basis-of aeeounting are not material and pervasive.




ar The auditor, when expressing an adverse opinion, js
required to disclose in a separate explanatory para-
graph(s) preceding the opinion paragraph in his or her
report (a) all of the substantive reasons for the adverse
opinion, and (b) the principal effects of the subject mat-
ter of the adverse opinion on financial position, results
of operations, and cash flows, if practicable® (AU sec.
508.59 and .60). If the effects are not reasonably deter-
minable, the report should so state, and also should
state that the differences are presumed to be material.
Furthermore, the notes to the statutory financial state-
ments should discuss the statutory accounting practices

basis-of-aceounting and describe how those practices
differ from GAAP.

12.34- After expressing an sdverse—er—qualified-opin-
ion on the statutory financial statements as to confor-
mity with GAAP, auditors may express an opinion on
whether the statutory financial statements are pre-
sented in conformity w1th the statutory accountmg

1-a-g-l-y—lf s-u—eh departures from statutory accounting

practices are found to exist and are considered to be
are material, the auditors should express a qualified or

adverse opinion on the statutory financial statements
just as they would under SAS No. 58 regarding confor-
mity with GAAP.+

31 SAS No. 32, Adequacy of Disclosure in the Financial Statements
(AICPA. Professional Standards, vol. 1, AU sec. 431), defines prac-
ticable as “the information is reasonably obtainable from manage-
ment’s accounts and records and that providing the information in
his report does not require the auditor to assume the position of a
preparer of financial information.” For example, if the information
can be obtained from the accounts and records without the auditor
substantially increasing the effort that would normally be required
to complete the audit, the information should be presented in the
auditor’s report.

4 Seefootnote-




13.35- Following is an illustration of an independent au-

ditor’s report on the general-use distribution-statutory-fi-

nancial statements of an insurance enterprise prepared in
conformity with—preseribed-orpersaitted statutory ac-
counting practices, which contains an adverse opinion as to
conformity with GAAP, and an unqualified opinion as to
conformity with ke statutory accounting practices basis-of
aeeounting. In this illustrative report, it is assumed that the
effects on the statutory financial statements of the differ-
ences between GAAP and the statutory accounting prac-
tices basis-ofaecounting are not reasonably determinable.

Independent Auditor’s Report

To the Board of Directors
ABC Insurance Company

We have audited the accompanying statutory state-
ments of admitted assets, liabilities, and surplus of
ABC Insurance Company as of December 31, $920X2
and $920X1, and the related statutory statements of
income and changes in surplus, and cash flows for the
years then ended. These financial statements are the
responsibility of the Company’s management. Our re-
sponsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with genersly
aeeepted auditing standards generallv accepted in the
United States of America. Those standards require
that we plan and perform the audit to obtain reason-
able assurance about whether the financial state-
ments are free of material misstatement. An audit

includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the financial state-
ments. An audit also includes assessing the
accounting principles used and significant estimates
made by management, as well as evaluating the over-
all financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

As described more fully in Note X to the financial
statements, the Company prepared these financial
statements using accounting practices prescribed or
permitted by the Insurance Department of the State of
[state of domicile],® which practices differ from gener-
ally accepted accounting principles. The effects on the
financial statements of the variances between #he




statutory accounting practices basis-ef-eeeeunting and
generally-neeepted accounting principles generally ac-

cepted in the United States of America, although not
reasonably determinable, are presumed to be material.

In our opinion, because of the effects of the matter dis-
cussed in the preceding paragraph, the financial state-
ments referred to above do not present fairly, in
conformity with generally-aeeepted accounting princi-
ples generally accepted in the United States of America,

the financial position of ABC Insurance Company as of
December 31, 2049X2 and 2039X1, or the results of its
operations or its cash flows for the years then ended.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the ad-
mitted assets, liabilities, and surplus of ABC Insur-
ance Company as of December 31, 2049X2 and
2039X1, and the results of its operations and its cash
flows for the years then ended, on the basis of ac-
counting described in Note X.

Limited-Use Distribution Reports

14.36- Prescribed-or-permitted statutory accounting
practices for insurance enterprises earrenthy—is are con-
sidered an OCBOA as described in SAS No. 62. If an in-
surance enterprise’s statutory financial statements are
intended solely for filing with state regulatory authorities
insuranece—departments to whose jurisdiction the insur-
ance enterprise is subject, the auditor may use the form
of report for financial statements prepared in accordance
with a comprehensive basis of accounting other than
GAAP. Parasraph—05f-0f-SASNe—62—reeegnizesthatSuch
reporting is appropriate even though the auditor’s report
may be made a matter of public record (AU sec. 623.05f).
However, that paragraph further states that limited-use
distribution reports may be used only if the financial
statements and report are intended solely for filing with
the regulatory agencies to whose jurisdiction the insur-
ance enterprise is subject. The auditor’s report should
contain a statement that there is a restriction on distrib-
ution the use of the statutory financial statements to




those within the insurance enterprise and for filing with

the state regulatory authorities insuranee-departments

to whose jurisdiction the insurance enterprise is subject.

15.3+ Although auditing standards do not prohibit an
auditor from issuing limited-use éeistribution and
general-use distribution reports on the same statutory fi-
nancial statements of an insurance enterprise, it is
preferable to issue only one of those types of reports.
Few, if any, insurance enterprises that do not prepare fi-
nancial statements in aeeerdanee conformity with GAAP
will be able to fulfill all of their reporting obligations with
limited-use distributien statutory financial statements.

1638 Following is an illustration, adapted from para-
graph 8 of SAS No. 62, of an unqualified auditor’s report
on limited-use d-te-t-ﬂ-baﬂeﬁ—s-m-e&eepy financial state-
ments prepared in conformity with preseribed-er-pes-

mitted statutory accounting practices.

Independent Auditor’s Report

To the Board of Directors
XYZ Insurance Company

We have audited the accompanying statutory state-
ments of admitted assets, liabilities, and surplus of
XYZ Insurance Company as of December 31, 2039X2
and 2039X1, and the related statutory statements of
income and changes in surplus, and cash flows, for the
years then ended. These financial statements are the
responsibility of the Company’s management. Our re-
sponsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally
aeeepted auditing standards generally accepted in the
United States of America. Those standards require
that we plan and perform the audit to obtain reason-
able assurance about whether the financial state-
ments are free of material misstatement. An audit
includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the financial state-
ments. An audit also includes assessing the
accounting principles used and significant estimates
made by management, as well as evaluating the over-
all financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.




As described more fully in Note X to the financial state-
ments, these financial statements were prepared in con-
formity with accounting practices prescribed or permitted
by the Insurance Department of the State of [state of
domicile],* which is a comprehensive basis of accounting
other than generally accepted accounting principles.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the admitted as-
sets, liabilities, and surplus of XYZ Insurance Company
as of December 31, 2049X2 and 2049X1, and the results
of its operations and its cash flows for the years then
ended, on the basis of accounting described in Note X.

This report is intended solely for the information and
use of the board of directors and the management of
XYZ Insurance Company and state insurance depart-
ments to whose jurisdiction the company is subject
and is not intended to be and should not be used by
anyone other than these specified parties.

General-Use and Limited-Use Distributiorn Reports

17. The notes accompanying an insurance enterprise’s
statutory financial statements should contain a summary
of significant accounting policies that discuss statutory
accounting practices and describe how this basis differs
from GAAP (AU sec. 623.10). In general-use statutory fi-
nancial statements. the effects of the differences should
be disclosed. if quantified. However. in limited-use statu-
tory financial statements, the effects of the differences

need not be quantified or disclosed.

18.26- The auditor should consider the need for an ex-
planatory paragraph (or other explanatory language)

under the circumstances described in paragraph—i—of




SAS No. 58 (AU sec. 508.11) and parasraph-3+ef-SAS No.
62 (AU sec. 623.31) regardless of any of the following:

a. The type of report—general-use or limited-use distribution

b. The opinion expressed—unqualified, qualified, or adverse

c. Whether the auditor is reporting as to conformity
w1th GAAP or conformity with the statutory account-

ing practices basis-ef-aceounting

For example, in a general-use distribstion report, an audi-
tor may express an adverse opinion as to conformity with
GAAP and an unqualified opinion as to conformity with
the statutory accounting practices basis-ef-seeounting,
and also conclude there is a need to add an explanatory
paragraph regarding substantial doubt about the insur-
ance enterprise’s ability to continue as a going concern,
such paragraph should follow both opinion paragraphs.

euda-ters—repeﬁe—ej:hg audltor may vmsh to emphas1ze a mat-

ter in a separate paragraph of the auditor’s report (AU secs.
508.37 and 623.31). When an insurance enterprise prepares

its financial statements using accounting practices pre-
scribed or permitted by the insuranee-department regula-
tory authority of the state of domicile and has significant
transactions that it reports using permitted accounting prac-
tices that materially affect the insurance enterprise’s statu-
tory capital * the auditor is strongly encouraged to include
an emphasis-of-a-matter paragraph in the report describing
the permitted practices and their effects on statutory capital.

20.22- An example of an emphasis-of-a-matter para-
graph follows:

As discussed in Note X to the financial statements, the
Company received permission from the Insurance Depart-
ment of the [state of domicile] in 2039XX to write up its
home office property to appraised value; under prescribed
statutory accounting practices home office property is car-
ried at depreciated cost. As of December 31, 2049X5, that
permitted accounting practice increased statutory surplus
by XX million over what it would have been had the pre-
scribed accounting practices been followed.

J—l-ﬁ-ee—a-ﬂ-&etpﬁed—bﬁﬂ-G—eedﬁﬁ t } th
Y SFep e-p
seribed-or-permitted-otat £ mting—gueh-permitted-practices
seribed-or-permitted y-basie-of o




21. If subsequent to the initial adoption of the revised
Manual there has been a change in accounting principles or
in the method of their application that has a material effect
on the comparability of the company’s financial statements.
the auditor should refer to the change in an explanatory
paragraph of the report (AU sec. 508.16). The explanatory
paragraph (following the opinion paragraph) should identifv
the nature of the change and refer to the note in the finan-
cial statements that discusses the change. The auditor’s
concurrence with a change is implicit. unless the auditor
takes exception to the change in expressing the opinion as
to the fair presentation of the financial statements in con-
formity with GAAP or the statutory accounting practices.

22. An example of an explanatorv paragraph follows:

As discussed in Note X to the financial statements. the

Companv changed its method of accounting for guar-

antv funds and other assessments.

Mutual Life Insurance Enterprises

23. In April 1993, the Financial Accounting Standards Board
(FASB) issued Interpretation No. 40, Applicability of Generally
Accepted Accounting Principles to Mutual Life Insurance and
Other Enterprises, which concludes that mutual life insurance
enterprises can no longer issue statutory financial statements
that are described as “in conformity with generally accepted
accounting principles.” Interpretation No. 40, as amended by
FASB Statement of Financial Accounting Standards No. 120,
Accounting and Reporting by Mutual Life Insurance Enter-
prises and by Insurance Enterprises for Certain Long-Dura-
tion Participating Contracts, is effective for financial
statements issued for fiscal years beginning after December 15,
1995S. (FASB Statement No. 120 does not change the disclosure
and other transition provisions of Interpretation No. 40.) For
statutory financial statements of mutual life insurance enter-
prises issued before that effective date, auditors may report on
the statutory financial statements as being in conformity with
generally accepted accounting principles.

Effective Dates

24. TFhisThe_provisions of this SOP as_originally issued in
1995 should be applied to audits of statutory financial state-

ments for years ended on or after December 31, 1996. The
amendments to this SOP are effective for audits of statutory fi-




nancial statements for fiscal vears ending on or after Decem-
ber 15. 2001. Retroactive application is not permitted.

Amendments to SOP 94-1

12.

The following replaces or modifies several paragraphs of SOP 94-1
as a result of the completion of the NAIC Codification. New lan-
guage is underlined; deleted material is in strikethrough. The
changes are effective for audits of statutory financial statements for
fiscal years ending on or after December 15, 2001. There are no
changes to the original paragraphs 1 and 4; those paragraphs are in-
cluded here for completeness.

Introduction

1.  This Sstatement of Pposition (SOP) addresses the au-
ditor’s consideration of regulatory examinations as a source
of evidential matter in conducting an audit of an insurance
enterprise’s financial statements and the auditor’s evalua-
tion of material permitted statutory accounting practices.

Applicability

2. This SOP applies to audits of financial statements of
life insurance enterprises,! property and casualty insur-
ance enterprises, title insurance enterprises, mortgage
guaranty insurance enterprises, assessment enterprises,
fraternal benefit societies, reciprocal or interinsurance ex-
changes, pools other than public-entity risk pools, syndi-
cates, and captive insurance companies. It amends
chapters 2 (“Audit Considerations”) of the AICPA Audit
and Accounting Guides Audits of Property and Liability In-
surance Compames and sze and Health Insurance Entiti-

1. FASB Intrepretation No. 40, Applicability of Generally Accepted Ac-
counting Principles to Mutual Life Insurance and Other Enterprises,
clarifies that FASB Statements and Interpretations and Accounting
Principles Board (APB) Opinions apply to mutual life insurance enter-
prises, except when specifically exempted, that prepare financial
statements in conformity with generally accepted accounting princi-
ples. This SOP applies to audits of mutual life insurance enterprises.




3.  The insurance laws and regulations of most states re-
quire insurance companies domiciled in those states to com-
plv with the guidance provided in the NAIC Accounting
Practices and Procedures Manual except as prescribed by
state law. In 1999. the NAIC completed a process to codifv
statutorv accounting practices for certain insurance enter-
prises. resulting in a revised Accounting Practices and Proce-
dures Manual (the revised Manual), effective January 1.
2001. It is expected that all states will require insurers to com-
ply with most. if not all. provisions of the revised Manual. Au-
ditors of an insurance enterprise should monitor the status of
the adoption of the revised Manual by the various state regu-

latorv authorities.

Auditor’s Consideration of State
Regulatory Examinations

4.3- Statement-onAuditingStandards{(SAS) Ne—SFAw-
ditingAecconntinsRotimates—states—that—+The auditor
should consider evaluating “information contained in
regulatory or examination reports, supervisory corre-
spondence, and similar materials from applicable regula-

tory agencies:” (Statement on Auditing Standards [SAS]
No. 57. Auditing Accounting Estimates [AICPA. Profes-
sional Standards. vol. 1. AU sec. 342]). SASNe—54—Hie-
sal—Aets—by—Clients;—rotes—that—tThe auditor may

encounter specific information that may raise a question
concerning possible illegal acts, such as . . . violations of
laws or regulations cited in reports of examinations by regu-
latory agencies that have been available to the auditors”
(SAS No. 54. Illegal Acts bv Clients [AICPA. Professional
Standards. vol. 1. AU sec. 317]). Accordingly, it is appropri-
ate that the auditor review examination reports and related
communications between regulators and the insurance en-
terprise to obtain competent evidential matter.

5.4- The auditor should review reports of examinations
and communications between regulators and the insur-
ance enterprise and make inquiries of the regulators.
The auditor should—

® Request that management provide access to all reports
of examinations and related correspondence including
correspondence relating to financial conditions.

* Read reports of examinations and related correspon-
dence between regulators and the insurance enterprise
during the period under audit through the date of the
auditor’s report.




¢ Inquire of management and communicate with the
regulators, with the prior approval of the insurance
enterprise, when the regulators’ examination of the
enterprise is in process or a report on an examination
has not been received by the insurance enterprise re-
garding conclusions reached during the examination.

6.5~ A refusal by management to allow the auditor to
review communications from, or to communicate with,
the regulator would ordinarily be a limitation on the
scope of the audit sufficient to preclude an unqualified
opinion. (See SAS No. 58, Reports on Audited Financial
Statements, [AICPA. Professional Standards. vol. 1. AU
sec. 508]). A refusal by the regulator to communicate
with the auditor may be a limitation on the scope of the
audit sufficient to preclude an unqualified opinion, de-
pending on the auditor’s assessment of other relevant
facts and circumstances.

Auditor’s Consideration of Permitted Statutory
Accounting Practices

1.6- Prescribed statutory accounting practices esrrently
irelude are those practices incorporated directly or by
reference in state laws, regulations, and general adminis-
trative rules applicable to all insurance enterprises domi-

ciled in a partxeular state, +—the-National-Association—-of

Hemdbeek— States mav adopt the revised Manual in
whole. or in part. as an element of prescribed statutory
accounting practices in those states. If. however. the re-
quirements of state laws, regulations. and administrative
rules differ from the guidance provided in the revised
Manual or subsequent revisions. those state laws. regula-

tions. and administrative rules will take precedence. Au-

ditors of insurance enterprises should review state laws.

regulations. and administrative rules to determine the

specific prescribed statutory accounting practices ap-
plicable in each state.

8.+ Permitted statutorv accounting practices include
practices not prescribed_byv the domiciliary state. as de-




scribed in paragraph 6-7 above, but allowed by the domi-
ciliary state insuranee-department regulatorv authorityv.

An insurance enterprises may request permission from
the domiciliary state insuranee-department regulatory
authoritv to use a specific accounting practice in the
preparation of ¢heir the enterprise’s statutory financial
statements (a) when-the-entesprise if it wishes to depart
from the prescribed statutory accounting practices, or
(b) when if prescribed statutory accounting practices do
not address the accounting for the transaction¢sy. Ac-
cordingly, permitted accounting practices differ from
state to state, may differ from company to company
within a state, and may change in the future.

9.8 Auditors should exercise care in concluding that an
accounting treatment is permitted, and should consider
the adequacy of disclosures in the financial statements
regarding such matters.® For each examination, auditors
should obtain sufficient competent evidential matter to
corroborate management’s assertion that permitted
statutory accounting practices that are materiat-signifi-
cant to an insurance enterprise’s financial statements
are permitted by the domiciliary state insuranee-depart
ment regulatorv authority.

10.9- Sufficient competent evidential matter consists of
any one or combination of—

e Written acknowledgment sent directly from the regu-
lator to the auditor. (This type of corroboration in-
cludes letters similar to attorneys’ letters and
responses to confirmations.)

e Written acknowledgment prepared by the regulator,
but not sent directly to the auditor, such as a letter to
the client.

¢ Direct oral communications between the regulator
and the auditor, supported by written memorandum.
(If the auditor, rather than the regulator, prepares the
memorandum, the auditor should send such memo-
randum to the regulator to make sure it accurately
reflects the communication.)




Auditors should use judgment to determine the type of
corroboration that is necessary in the circumstances.

11.46- If the auditor is unable to obtain sufficient com-
petent evidential matter to corroborate management’s
assertion regarding a permitted statutory accounting
practice that is material to the financial statements, the
auditor should qualify or disclaim an opinion on the
statutory financial statements because of the limitation
on the scope of the audit- (See-SAS No. 58;.-Reports-on
Aundited-Rinameial-Staterents:).

Effective Dates

1234 FhisThe provisions of this SOP as originally is-
sued in 1994 should be applied to audits of financial
statements performed for periods ending on or after De-
cember 15, 1994. The amendments to this SOP are ef-
fective for audits of statutorv financial statements for
fiscal years ending on or after December 15, 2001.
Retroactive application is not permitted.

Amendments to Interpretation No.12
of SAS No. 62

13.

The following replaces or modifies several paragraphs of In-
terpretation No. 12, “Evaluation of the Appropriateness of
Informative Disclosures in Insurance Enterprises’ Finan-
cial Statements Prepared on a Statutory Basis,” of SAS No.
62, Special Reports, as a result of the completion of the
NAIC Codification. New language is underlined; deleted
language is in strikethrough.

Evaluation of the Appropriateness of Informative
Disclosures in Insurance Enterprises’ Financial
Statements Prepared on a Statutory Basis

.60 Question—Insurance enterprises issue financial
statements prepared in accordance with accounting
practices prescribed or permitted by insurance regula-
tors (a “statutory basis”) in addition to, or instead of, fi-
nancial statements prepared in accordance with
generally accepted accounting principles (GAAP). Effec-
tive Januarv 1. 2001, most states are expected to adopt a
comprehensivelv updated Accounting Practices and




Procedures Manual. as revised bv the National Associa-

tion of Insurance Commissioners’ (NAIC’s) Codification
project. The updated Accounting Practices and Proce-
dures Manual. along with anv subsequent revisions. is
referred to as the revised Manual. The revised Manual
contains extensive disclosure requirements. As a result,
after a state adopts the revised Manual. its statutory basis
of accounting will include informative disclosures appro-
priate for that basis of accounting. The NAIC Annual
Statement Instructions prescribe the financial state-
ments to be included in the annual audited financial re-
port. Some states may not adopt the revised Manual or
mayv adopt it with significant departures. How should au-

ditors evaluate whether informative disclosures in finan-
cial statements prepared on a statutory basis are
appropriate?!

.61 Interpretation—Financial statements prepared on a
statutory basis are financial statements prepared on a
comprehensive basis of accounting other than GAAP ac-
cording to seetien—623 SAS No. 62, Special Reports
(AICPA, Professional Standards, vol. 1, AU sec. 623.04).
Seetion623-09-SAS No. 62 (AU sec. 623.09) states that
“When reporting on financial statements prepared on a
comprehensive basis of accounting other than generally
accepted accounting principles, the auditor should con-
sider whether the financial statements (including the ac-
companying notes) include all informative disclosures
that are appropriate for the basis of accounting used. The
auditor should apply essentially the same criteria to fi-
nancial statements prepared on an other comprehensive
basis of accounting as-he-er-she-dees-as those applied to
financial statements prepared in conformity with gener-
ally accepted accounting principles. Therefore, the audi-
tor’s opinion should be based on his or her judgment
regarding whether the financial statements, including the
related notes, are informative of matters that may affect
their use, understanding, and interpretation as discussed
in section 411, The Meaning of Present Fairly in Confor-
mity With Generally Accepted Accounting Principles,
paragraph .04.

1. It is possible for one of three different situations to occur: The state
adopted the revised Manual without significant departures. adonted the

revised Manual with significant departures. or has not vet adooted the

revised Manual.




.62 SAS No. 62 Seetier (AU sec. 623.02) states that
generally accepted auditing standards apply when an au-
ditor conducts an audit of and reports on financial state-
ments prepared on an other comprehensive basis of
accounting. Thus, in accordance with the third standard
of reporting, “informative disclosures in the financial
statements are to be regarded as reasonably adequate
unless otherwise stated in the report.”

.63 Question—What types of items or matters should
auditors consider in evaluating whether informative dis-
closures are reasonably adequate?

.64 Interpretation—Seetion SAS No. 62 (AU sec.
1 623.09 and .10) indicates that financial statements pre-
pared on a comprehensive basis of accounting other than
GAAP should include all informative disclosures that are
appropriate for the basis of accounting used;. That in-
cludes ineluding a summary of significant accounting
policies that discusses the basis of presentation and de-
scribes how that basis differs from GAAP. Seetien-SAS
No. 62 (AU sec. 623.10) also states that when “the finan-
cial statements [prepared on an other comprehensive
basis of accounting] contain items that are the same as,
or similar to, those in financial statements prepared in
conformity with generally accepted accounting princi-
ples, similar informative disclosures are appropriate.”




65-6% Question—How does the auditor evaluate whether
“similar informative disclosures” are appropriate for—

a. Items and transactions that are accounted for essen-
tially the same or in a similar manner under a statu-
tory basis as under GAAP?

b. Items and transactions that are accounted for differ-
ently under a statutory basis than under GAAP?

¢. Items and transactions that are accounted for differ-

ently under requirements of the state of domicile
than under the revised Manual?

.66-68 Interpretation—Disclosures in statutory basis
financial statements for items and transactions that are
accounted for essentially the same or in a similar man-
ner under a-the statutory basis as under GAAP should be
the same as, or similar to, the disclosures required by
GAAP unless the revised Manual specificallv states the
NAIC Codification rejected the GAAP disclosures. Dis-
closures should also 1nclude those regulred by the re-

.67-+#6 Disclosures in statutory basis financial state-
ments for items or transactions that are accounted for
differently under a-the statutory basis than under GAAP,
but in accordance with the revised Manual. should be-the
same-as the disclosures requlred by the rev1sed Manual.




If the accounting required by the state of domicile for an
item or transaction differs from the accounting set forth
in the revised Manual for that item or transaction. but it
is in accordance with GAAP or superseded GAAP. the
disclosures in statutorv basis financial statements for
that item or transaction should be the applicable GAAP
disclosures for the GAAP or superseded GAAP. If the ac-
counting required by the state of domicile for an item or
transaction differs from the accounting set forth in the
revised Manual. GAAP or superseded GAAP. sufficient
relevant disclosures should be made.




094+ When evaluating the adequacy of disclosures,
the auditor should also consider disclosures related to
matters that are not specifically identified on the face of
the financial statements, such as (a) related party trans-
actions, (b) restrictions on assets and owners’ equity, (¢)
subsequent events, and (d) uncertainties. Other matters
should be disclosed if such disclosures are necessary to
keep the financial statements from being misleading.

10 Question—There mav also be instances in which
state requirements have not been revised to reflect a new
GAAP disclosure requirement. What are the disclosure
requirements in those situations?

11 Interpretation—Until state requirements are deter-
mined. the statutory basis financial statements should




include disclosures required by new GAAP requirements
that are relevant and significant to the statutorv basis of
accounting. pending acceptance or rejection for inclu-

sion in the revised Manual.

Effective Date and Transition

14.

This SOP is effective for annual financial statements for fis-
cal years ending on or after December 15, 2001, complete
sets of interim financial statements for periods beginning
on or after that date, and audits of those financial state-
ments. Disclosures of information required by the amend-
ment of SOP 94-5, in paragraph 8, item 8, and paragraph 9,
item A-2 of this SOP, should be included for each fiscal year
for which a balance sheet is presented. Retroactive applica-
tion is not permitted. If comparative financial statements
are presented for fiscal years ending before December 15,
2001, the disclosure provisions of SOP 94-5, as effective
prior to this SOP, apply to permitted statutory accounting
practices by the domiciliary state regulatory authority.
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