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Summary

Why Is the FASB Issuing This Accounting Standards
Update (Update)?

The Board undertook this project with the objective of making targeted
improvements to the existing recognition, measurement, presentation, and
disclosure requirements for long-duration contracts issued by an insurance entity.
Stakeholders including investors and other users provided feedback that the
existing accounting model does not provide sufficient decision-useful information
in a timely or transparent manner. To achieve the Board's objective, the
amendments in this Update:

1. Improve the timeliness of recognizing changes in the liability for future
policy benefits and modify the rate used to discount future cash flows

2. Simplify and improve the accounting for certain market-based options or
guarantees associated with deposit (or account balance) contracts

3. Simplify the amortization of deferred acquisition costs

4. Improve the effectiveness of the required disclosures.

Although the amendments in this Update target specific aspects of the accounting
for long-duration contracts, the Board anticipates that the amendments will achieve
the objective of providing meaningful improvements to the financial reporting of an
insurance entity.

Who Is Affected by the Amendments in This Update?

The amendments in this Update apply to all insurance entities that issue long-
duration contracts as defined in Topic 944, Financial Services—Insurance. The
amendments do not apply to (1) holders (or policyholders) of long-duration
contracts and (2) noninsurance entities.

What Are the Main Provisions and How Do They Differ
from Current Generally Accepted Accounting Principles
(GAAP)?

The amendments in this Update affect aspects of the guidance in Topic 944 as
described in the following table.



Area for Improvement

Summary of Amendments

Assumptions used to
measure the liability for future
policy benefits for traditional
and limited-payment contracts

Original assumptions used to
measure the liability for future
policy benefits are locked at
contract inception and held
constant over the term of the
contract. The liability includes a
provision for risk of adverse
deviation, and assumptions are
unlocked if a premium deficiency
arises.

An unobservable discount rate
(a rate based on an insurance
entity’s expected yield on its
invested assets) is used to
discount future cash flows.

The amendments in this Update require
an insurance entity to (1) review and, if
there is a change, update the
assumptions used to measure cash flows
at least annually and (2) update the
discount rate assumption at each
reporting date. The provision for risk of
adverse deviation and premium deficiency
(or loss recognition) testing are
eliminated.

The change in the liability estimate as a
result of updating cash flow assumptions
is required to be recognized in net
income. The change in the liability
estimate as a result of updating the
discount rate assumption is required to be
recognized in other comprehensive
income.

The amendments require that an
insurance entity discount expected future
cash flows at an upper-medium grade
(low-credit-risk) fixed-income instrument
yield that maximizes the use of
observable market inputs.

Measurement of market risk
benefits

Certain market-based options or
guarantees associated with
deposit (or account balance)
contracts share common risk
characteristics that expose an
insurance entity to capital
market risk, but two different
measurement models exist (a
fair value model and an
insurance accrual model).

The amendments require that an
insurance entity measure all market risk
benefits associated with deposit (or
account balance) contracts at fair value.

The portion of any change in fair value
attributable to a change in the instrument-
specific credit risk is required to be
recognized in other comprehensive
income.




Area for Improvement Summary of Amendments

Amortization of deferred
acquisition costs

Multiple amortization methods The amendments simplify the amortization
exist, some of which are of deferred acquisition costs and other
complex and require numerous balances amortized in proportion to

inputs and assumptions. premiums, gross profits, or gross margins

and require that those balances be
amortized on a constant level basis over
the expected term of the related contracts.

Deferred acquisition costs are required to
be written off for unexpected contract
terminations but are not subject to an
impairment test.

Disclosures

There are limited requirements The amendments require that an

to disclose information about insurance entity provide disaggregated
long-duration contracts. rollforwards of beginning to ending

balances of the liability for future policy
benefits, policyholder account balances,
market risk benefits, separate account
liabilities, and deferred acquisition costs.

The amendments also require that an
insurance entity disclose information
about significant inputs, judgments,
assumptions, and methods used in
measurement, including changes in those
inputs, judgments, and assumptions, and
the effect of those changes on
measurement.

What Are the Transition Requirements?

Liability for Future Policy Benefits and Deferred Acquisition
Costs

For the liability for future policyholder benefits for traditional and limited-payment
contracts and deferred acquisition costs, an insurance entity should apply the
amendments in this Update to contracts in force as of the beginning of the earliest



period presented on the basis of their existing carrying amounts, adjusted for the
removal of any related amounts in accumulated other comprehensive income.

An insurance entity may elect to apply the amendments in this Update
retrospectively (with a cumulative catch-up adjustment to the opening balance of
retained earnings as of the beginning of the earliest period presented) using actual
historical experience information as of contract inception. For consistency, the
same transition method should be applied to both the liability for future policy
benefits and deferred acquisition costs. The election to apply the amendments
retrospectively should be made at the same contract issue-year level for both the
liability for future policy benefits and deferred acquisition costs and should be
applied entity wide (that is, applied to all products and contracts) for that contract
issue year and all subsequent contract issue years. Estimates of historical
experience may not be substituted for actual historical experience.

Market Risk Benefits

An insurance entity should apply the amendments in this Update retrospectively
as of the beginning of the earliest period presented. An insurance entity may use
hindsight in instances in which assumptions in a prior period are unobservable or
otherwise unavailable and cannot be independently substantiated. The cumulative
effect of changes in the instrument-specific credit risk between contract inception
date and the beginning of the earliest period presented should be recognized in
the opening balance of accumulated other comprehensive income. The difference
between fair value and carrying value at the transition date, excluding the effect of
changes in the instrument-specific credit risk, requires an adjustment to the
opening balance of retained earnings.

When Will the Amendments Be Effective?

For public business entities, the amendments in this Update are effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15,
2020. For all other entities, the amendments are effective for fiscal years beginning
after December 15, 2021, and interim periods within fiscal years beginning after
December 15, 2022. Early application of the amendments is permitted.



Amendments to the
FASB Accounting Standards Codification®

Introduction

1.  The Accounting Standards Codification is amended as described in
paragraphs 2—41. In some cases, to put the change in context, not only are the
amended paragraphs shown but also the preceding and following paragraphs.
Terms from the Master Glossary are in bold type. Added text is underlined, and
deleted text is struck-out.

Amendments to Master Glossary

2.  Supersede the following Master Glossary terms, with a link to transition
paragraph 944-40-65-2, as follows:

3.  Amend the following Master Glossary terms, with a link to transition
paragraph 944-40-65-2, as follows:

Guaranteed Minimum Income Benefit

A guarantee that, regardless of account balanceseparate—account-investment

performance, the contract holder will be able to annuitize after a specified date and
receive a defined minimum periodic benefit. These benefits are available only if
the contract holder elects to annuitize.

Net Premiums

For traditional_and limited-payment long-duration insurance contracts, the net
premium is that portion of the gross premium required to provide for all benefits




and expenses, excluding acquisition costs or any costs that are required to be
charged to expense as incurred. For long-duration participating life insurance
contracts that meet the criteria in paragraph 944-20-15-3, the net premium is a
constant ratio of guaranteed maximum gross premiums. The ratio is calculated at
issue, so that the present value of all guaranteed death and endowment benefits
is equal to the present value of all net premiums.

Risk of Adverse Deviation

A concept (also referred to as I‘ISk Ioad) used by h#eumsurance entltles meshmahng

ad%#se—dewatienthat aIIows for p053|ble unfavorable dewahons from
assumphons—sueh—as—esWxate%—ef—e*peeted—mwestmenHﬂelds—mertdw

4. Add the new Master Glossary term Market Risk Benefit, with a link to
transition paragraph 944-40-65-2, as follows:

Market Risk Benefit

A contract or contract feature in a long-duration contract issued by an insurance
entity that both protects the contract holder from other-than-nominal capital market
risk and exposes the insurance entity to other-than-nominal capital market risk.

Amendments to Subtopic 944-20

5.  Supersede paragraph 944-20-05-23 and amend paragraphs 944-20-10-3,
944-20-15-11, 944-20-15-13, and 944-20-15-24, with a link to transition paragraph
944-40-65-2, as follows:

Financial Services—Insurance—Insurance Activities
Overview and Background

Long-Duration Contracts
> Nontraditional Fixed and Variable Annuity and Life Insurance Contracts

944-20-05-22 Annuity and life products with nontraditional terms may combine
fixed and variable features and are sold as general account or separate account
products. The features of such contracts are many and complex, and may be
offered in different combinations, such that there are numerous variations of the
same basic products being sold in the marketplace.



944-20-05-23 Paragraph superseded by Accounting Standards Update No. 2018-
12.Examples2,-3,-and-4{see-paragraphs-944-20-55-16-through-55-26)-illustrate
such-products:

Objectives

944-20-10-3 The insurance model does not override, nor is it inconsistent with, the
basic recognition and measurement principles of Subtopic 450-20. Rather, the
insurance model is a specialized application of those principles that estimates and
allocates revenues and costs that have a future economic benefit over the period
in which services are provided or received. For example, that Subtopic prohibits
recognition of a loss unless it is probable that a loss has been incurred, and
requires recognition of the full amount of a loss that has been incurred in the period
of the loss. Likewise, paragraphs 944-40-25-32, 944-40-35-7,-944-60-25-2, 944-
60-25-9, 944-60-30-1 through 30-2, and 944-60-35-3 through 35-5 require
recognition of losses in the period the loss occurs.

Scope and Scope Exceptions

Long-Duration Contracts
> Instruments

944-20-15-11 The guidance in the Long-Duration Contracts Subsections of this
Subtopic applies, in part, to all-ef-the following classes of long-duration contracts
issued:

a. Universal life-type contracts, that is, long-duration insurance contracts
with terms that are not fixed and guaranteed

b. Limited-payment contracts, including limited-payment participating and
limited-payment nonguaranteed-premium contracts that are not, in
substance, universal life-type contracts

c. Except as noted in paragraph 944-20-15-3, participating life insurance
contracts

d. Whole-life eontractcontracts, that is, insurance contracts that may be
kept in force for a person’s entire life by paying one or more premiums

e. Term life insurance_contracts, that is, insurance contracts that
provideprovides a benefit if the insured dies within the period specified in
the contract.

Stock life insurance entities with participating life insurance contracts described in
(c) are permitted to account for those contracts in accordance with the Long-
Duration Contracts Subsections of this Subtopic. The same accounting policy shall
be applied consistently to all those participating life insurance contracts.



944-20-15-12 If insurance contracts have characteristics significant to the
contracts cited in (a) or (b) of the preceding paragraph those contracts are within
the scope of the Long-Duration Contracts Subsections of this Subtopic. For
example, universal disability contracts that have many of the same characteristics
as universal life-type contracts, with the exception of providing disability benefits
instead of life insurance benefits, shall be accounted for in a manner consistent
with universal life-type contracts.

944-20-15-13 The Long-Duration Subsections of this Subtopic also apply to certain
eentraetcontracts or features not covered elsewhere in the Codification, including
asset, liability, revenue, and expense recognition. Examples of such
eentraetcontracts or features include the following:

a. Contracts offered through an insurance entity’s separate accounts

b. Variable annuities with a minimum guaranteed death benefit_or a
guaranteed minimum accumulation benefit

c. Variable annuities with a guaranteed minimum income benefit

d. Contracts providing multiple account balances

e. Contracts with sales inducements.

> Other Considerations

> > Distinguishing Investment Contracts from Universal Life-Type
Insurance Contracts

944-20-15-24 The determination of the significance of mortality or morbidity risk
shall be based on a comparison of the following amounts:

a. [Excess payments. The present value of expected excess payments to be
made under insurance benefit features—that is, insurance benefit
amounts and related incremental claim adjustment expenses in excess
of the account balances.

b. Revenue. The present value of all amounts expected to be assessed
against the contract holder_and the expected investment margin.

6. Amend paragraphs 944-20-55-13 through 55-14 and supersede paragraphs
944-20-55-15 through 55-26 and their related headings, with a link to transition
paragraph 944-40-65-2, as follows:

Implementation Guidance and lllustrations

Long-Duration Contracts

> Implementation Guidance



> > Long-Term Care Benefit

944-20-55-13 A long-term care benefit should be evaluated and accounted for in
accordance with paragraphs 944-20-15-20 through 15-25, 944-40-25-35 through
25-39, 944-40-30-20 through 30-2436-25, 944-40-35-9 through 35-+4-35-10, 944-
40-35-17 through 35-18, and 944-605-30-1 through 30-2.

> > Earnings Protection Benefit

944-20-55-14 An earnings protection benefit is a death benefit and should be
evaluated and accounted for in accordance with paraqraph 944-40 25-

944-20-55-15 Paraqraph superseded bv Accounting Standards Update No. 2018-
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- [Content amended and moved to paragraph

944-40-55-29A]

944-20-55-18 Paragraph superseded by Accounting Standards Update No. 2018-
12.At-the-specified-anniversary-date-thecontract-holder's—account-balance-has

13



[Content amended and moved to
paragraph 944-40-55-29B]

944-20-55-19 Paraqraph superseded bv Accountlnq Standards UDdate No 2018-

- [Content amended and mc;ved
to paragraph 944-40-55-29C]

944-20 55-22 Paraqraph superseded bv Accountlnq Standards Update No 2018-

14



amended and moved to paragraph 944-80-55- 19]
944-20-55-25 Paraqraph superseded by Accountlnq Standards UDdate No. 2018-

as—separ—ate—aeeeem—eentraets— [Content moved to paragraph 944 80 55-20]
944-20 55-26 Paraqraph superseded by Accountlnq Standards Update No. 2018-

[Content moved to paragraph 944 80 55-21]

Amendments to Subtopic 944-30

7. Amend paragraphs 944-30-15-6, 944-30-25-1B, 944-30-25-6 and its related
heading, 944-30-25-8 through 25-9, and 944-30-30-2 and supersede the heading
preceding paragraph 944-30-25-3 and paragraph 944-30-25-10 and its related
heading, with a link to transition paragraph 944-40-65-2, as follows:

15



Financial Services—Insurance—Acquisition Costs
Scope and Scope Exceptions

Long-Duration Contracts
> Instruments

944-30-15-6 The guidance in the Long-Duration Contracts Subsections of this
Subtopic applies only to long-duration insuranee—contracts. For guidance on
identifying a long-duration insuranee-contract, see the Long-Duration Contracts
Subsection of Section 944-20-15.

Recognition

General

944-30-25-1B To associate acquisition costs with related premium revenue, for
acquisition costs that are charged to expense in proportion to premium revenue
recognized under Subtopic 944-605, capitalized acquisition costs shall be
allocated by groupings of insurance contracts consistent with the entity’s manner
of acquiring, servicing, and measuring the profitability of its insurance contracts.

Long-Duration Contracts
Uni | Life-Tvpe Contract

944-30-25-3 This guidance does not define the costs to be included in acquisition
costs but does describe those that are not eligible to be capitalized.

>>> Sales Inducements

944-30-25-6 Fhefollowing—paragraphParagraph 944-30-25-7 addresses sales
inducement-amountssales inducements that may be deferrable if the insurance
entity can demonstrate that the sales inducement amounts have both of the
following characteristics:

a. The amounts are incremental to amounts the entity credits on similar
contracts without {remove glossary link}sales inducements{remove
glossary link}.

b. The amounts are higher than the contract’s expected ongoing crediting
rates for periods after the inducement, as applicable; that is, the crediting
rate excluding the inducement should be consistent with assumptions

used in estimated—gross—profits;—contract illustrations;illustrations and

interest-crediting strategies.

Due to the nature of day-one bonuses and persistency bonuses, the criteria in
items (a) and (b) generally are met for such sales inducements.

16



> Limited-Payment Contracts

944-30-25-8 Costs related to the acquisition of new and renewal business that are
not capitalized (because they do not meet the criteria for capitalization in
paragraphs 944-30-25-1A through 25-1AA) and costs that are required to be
charged to expense as incurred, such as those relating to investments, general
administration, policy maintenance costs, product development, market
research, and general overhead (see paragraphs 944-40-30-15 and 944-720-25-
2) are period costs that shall be recognized when incurred. Such costs shall not
be included in the calculation of net premium used in determining the profit to be
deferred on limited-payment contracts because the inclusion of such costs in the
calculation of net premium would result in their deferral.

944-30-25-9 Costs that would be included in the determination of net premium

under this Subtopic fersuch-contracts-andforpurposes-of- determiningthe-deferred
profit-for-limited-payment-contracts-are policy-related costs that are not primarily
related to the acquisition of business (such as pelicy-administration,-maintenance;
andtermination or settlement costs; see paragraph 944-40-30-15)-and-acquisition

costs-that-are-capitalized-under-this-Subtopic for such-contracts.
c in_Particioating_Life c I
944-30-25-10 Paraqraph superseded bv Accounting Standards Update No 2018-

Initial Measurement

Long-Duration Contracts

944-30-30-2 IncurredActual acquisition costs for long-duration contracts shall be

used in determlnlng ach|S|t|on costs to be capltallzed-as—leng—asgmss—ppenmmns

Acqwsmon costs
including future contract renewal costs, shaII not be capitalized or amortized before
the incurrence of those costs.

17



8.  Amend paragraphs 944-30-35-3 through 35-3A and their related heading,
944-30-35-18 through 35-20, 944-30-35-36, 944-30-35-46 through 35-52 and the
related heading, 944-30-35-61, and 944-30-35-63 through 35-64, add paragraphs
944-30-35-3B through 35-3C, and supersede paragraphs 944-30-35-4 through 35-
17 and their related headings, 944-30-35-21 through 35-22, 944-30-35-41 through
35-45 and their related heading, and 944-30-35-62, with a link to transition
paragraph 944-40-65-2, as follows:

Subsequent Measurement

Long-Duration Contracts
> Traditional Long-Durationlnsurance Contracts

944-30-35-3 Capitalized acquisition costs shall be charged to expense using
methods—that-include—the—same assumptions consistent with those used in
estimating the liability for future policy benefits (or any other related balance)
for the corresponding contracts (see Subtopic 944-40), as applicable (for example,
terminations). For contracts with accumulation and payout phases, the payout
phase shall be viewed as a separate contract under this Topic and shall not be
combined with the accumulation phase for amortization of capitalized acquisition
costs.

944-30-35-3A Acquisition costs capitalized under paragraphs 944-30- 25 1A
through 25-1AA: 1AA25—4—B shall be charged to expense i

-on a constant level basis—either on
an individual contract basis or on a grouped contract basis—over the expected
term of the related contract(s) as follows:

a. Individual contracts. Capitalized acquisition costs shall be charged to
expense on a straight-line basis.

b. Grouped contracts. Capitalized acquisition costs shall be charged to
expense on _a constant-level basis that approximates straight-line
amortization on an individual contract basis. Contracts shall be grouped
consistent with the grouping used in estimating the liability for future
policy benefits (or any other related balance) for the corresponding
contracts.

The resulting amortization amount shall not be a function of revenue or profit
emergence. The amortization method shall be applied consistently over the
expected term of the related contract(s).

944-30-35-3B The balance of capitalized acquisition costs shall be reduced for
actual _experience in_excess of expected experience (that is, as a result of
unexpected contract terminations). The effect of changes in future estimates (for
example, revisions of mortality or lapse assumptions as required in paragraph 944-

18



40-35-5(a)) shall be recognized over the remaining expected contract term as a
revision of the future amortization amounts.

944-30-35-3C No interest shall accrue on the unamortized balance of capitalized
acquisition _costs. In_determining amortization expense, future deferrable costs
shall not be included before the incurrence and capitalization of those costs.

Uni L Life-Tvpe G

19



944- 30 35 6 Paraqraph superseded by Accountlnq Standards Update No 2018-

20



944-30-35-11 Paraqraph superseded bv Accounting Standards Update No 2018-

21



944-30-35-16 Paragraph superseded by Accountlnq Standards Update No. 2018-

> Sales Inducements

944-30-35-18 Sales inducements deferred under paragraph 944-30-25-7 shall be
amortized using the same methodology and assumptions used to amortize
capitalized acquisition costs. No interest shall accrue to the unamortized balance
of deferred sales inducements. In determining the amortization expense, future
deferrable sales inducements shall not be included before the incurrence and
capitalization of those sales inducements. The payout phase is viewed as a
separate contract under this Topic and shall not be combined with the {remove
glossary link}accumulation phase{remove glossary link} for amortization of
deferred sales inducements.

> Investment Contracts

944-30-35-19 The amortization method described beginning-inparagraph-944-30-
35-4—foruniversal-life-type—contractsin_paragraphs 944-30-35-3 through 35-3C
shall be used to amortize acquisition costs deferred under paragraphs
944-30-25-1A through 25-1AA25-1B for investment contracts that include
significant {add glossary link}surrender charges{add glossary link} or that yield
significant revenues from sources other than the investment of contract holders’
funds.

944-30-35-20 Acquisition costs deferred under paragraphs 944-30-25-1A through
25-1AA25-1B for other investment contracts shall be amortized using an
accounting method that recognizes acquisition-and-interest-costs as expenses at
a constant rate applied to net policy liabilities and that is consistent with the
interest method under Subtopic 310-20. Under—the—interest-method,—theThe
incidence of surrenders (if they are probable and can be reasonably estimated)
can be anticipated for purposes of determining the amortization period. The rate
of amortization shall be adjusted for changes in the incidence of surrenders to be
consistent with the handling of principal prepayments under Subtopic 310-20.
[Content amended as shown and moved from paragraph 944-30-35-21(b)]

22



944-30-35-21 Paraqraph superseded bv Accountlnq Standards Update No 2018-

340—2& [Content amended and moved to paragraph 944 30- 35 -20]
944-30- 35-22 Paragraph superseded by Accountlnq Standards Update No. 2018-

944-30-35-23 Under some methods, the contract liabilities may be calculated net
of deferred acquisition costs. In that event, the amounts of deferred acquisition
costs and contract liabilities have to be determined separately.

Internal Replacement Transactions
> Contract Modifications Involving Integrated Contract Features

944-30-35-36 For contract modifications involving integrated contract features or
coverages (other than those contract modifications described in paragraphs 944-
30-35-26 through 35-29) the insurance entity shall review the conditions set forth
in the—following-paragraph 944-30-35-37 to determine whether the contract has
changed substantially as a result of the modification. As a result of that review,
either of the following actions shall be taken:

a. Continuation. A contract modification meeting all of the conditions in the
following-paragraph 944-30-35-37 results in a replacement contract that
is substantially unchanged from the replaced contract, and shall be
accounted for as a continuation of the replaced contract in accordance
with paragraphs 944-30-35-38 through 35-40 and 944-30-35-46 through
35-60.

b. Extinguishment. A contract modification that fails any of the conditions in
thefollowing-paragraph 944-30-35-37 results in a replacement contract
that is substantially changed from the replaced contract, and shall be
accounted for as an extinguishment of the replaced contract in
accordance with paragraphs 944-30-40-1 through 40-4.

23



| D ion-C (N iti )
944-30-35-41 Paraqraph superseded by Accounting Standards Update No 2018-

[Content moved
to paragraph 944-30-35-48]

944-30-35-43 Paraqraph superseded by Accountlnq Standards UDdate No 2018-

- [Content amended and moved to
paragraph 944-30-35-51]

944- 30 35-44 Paraqraph superseded bv Accountlnq Standards UDdate No. 2018-

amended and moved to paragraph 944 30 35-47]

944-30-35-45 Paraqraph superseded bv Accountlnq Standards Update
No 2018 12.4n A

m—a—smtar—manner— [Content amended and moved to paragraph 944 30- 35-49]

24



> > > Long-Duration Contracts-(Fraditional)

944-30-35-46 For traditional—long-duration contracts_other than investment
contracts described in paragraph 944-30-35-48, thea replacement contract that is
substantially unchanged shall be viewed as a prospective revision of the replaced
contract with future amortization of unamortized deferred acquisition costs
adjusted, accordingly, on a prospective basis. Under the prospective revision
methodology _for long-duration contracts other than certain investment contracts,

the unamortized deferred acquisition costs and-benefitliabilitybalaneesbalance at

the time of replacement areis unchanged. [Content amended as shown and
moved from paragraph 944-30-35-47]

areunehanged— [Content amended and moved to paragraph 944 30- 35-46] If it
is not reasonably practicable for an insurance entity to account for;-in-the-manner

; a contract exchange that
has resulted in a replacement contract that is substantlally unchanged from the
replaced contract, the insurance entity shall determine the balance of unamortized
deferred acquisition costs related to the replaced contract to carry forward to the
replacement contract and utilize-estimated-gross—profits-only-of-the-replacement
eontractto-determine future amortization on a prospective basis. The total balance
of unamortized deferred acquisition costs before the internal replacement shall be
allocated between replaced contracts and contracts remaining in the original book
of busmess based on a reasonable and systematlc aIIocatlon process.-Example—4
- [Content

amended as shown and moved from paragraph 944 30 -35-44]
944 30 35-48 Future—mereases—and—deereases—te—the—unamemzed—defe#ed

-For contracts
to which the interest method amortization methodology discussed in Subtopic 310-
20 is applied, the replacement contract represents revisions to the cash flows of
the replaced contract, and unamortized deferred acquisition costs and deferred
sales inducement assets are adjusted accordingly. [Content moved from
paragraph 944-30-35-42]

944 30 35-49 lhrs—appreaeh—presewes—theJeeIHrkpmeerple—and—r&eensrsteanrth

gu+danee—+n—the—preeed+ng—paragﬁaph—theThe balance of unamortlzed deferred

acquisition costs and other contract-related balances shall be updated based on
the most current assumptlons at the time of the |nternal repIacement—AH—related

amended as shown and moved from paragraph 944 30- 35-45]
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944-30-35-50 Any related liability for future policy benefits or market risk benefits
for a substantially unchanged contract shall be updated as described in Subtopic

944 40 on claim costs and Irabrlltles for future DO|ICV benefrtslhe—prespeetwe

prespee%revr&en—Other balances that are determlned based on actrvrty over the
life of the contract, such as aan additional liability for minimum-guaranteed-death
or other insurance benefits (which, under this Subtopic, is determined based on
assessments and benefit costs) shall be calculated considering the entire revised
life of the contract, including activity during the term of the replaced contract.
[Content amended as shown and moved from paragraph 944-30-35-43]

> > > Short-Duration Contracts

944-30-35-52 Si
rn—paragraph—944—39—35—46—aA revision to a short duratron contract is vrewed as a
prospective revision with future recognition of unearned premium and amortization
of unamortized deferred acquisition costs adjusted, accordingly, on a prospective
basis.

> Contract Assessments

944-30-35-61 Front-end fees assessed in connection with an internal
replacement of a long-duration contract shall be evaluated for deferral in
accordance with the guidance in Subtopic 944-605 on revenue recognition944-20.

944-30- 35 62 Paraqraph superseded bv Accountlnq Standards Update No. 2018-

> Recoverability

944-30-35-63 Unamortized deferred acquisition costs for short-duration contracts
and the present value of future profits continue to be subject to premium deficiency
testing in accordance with the provisions of Subtopic 944-60.

Reinsurance Contracts

944-30-35-64 Proceeds from reinsurance transactions that represent recovery of
acquisition costs shall reduce applicable unamortized acquisition costs in such a
manner that net acquisition costs are capitalized and charged to expense in

accordance with the amortization guidance in
this Section that applies to those unamortized acquisition costs.
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9.  Amend paragraphs 944-30-40-3, 944-30-50-4, 944-30-55-2 and its related
heading, 944-30-55-7 and its related heading, 944-30-55-11 through 55-14, 944-
30-55-36, 944-30-55-39 through 55-40, 944-30-55-56, 944-30-55-58, 944-30-55-
65 through 55-66, and 944-30-55-76, supersede paragraphs 944-30-50-2 and its
related heading, 944-30-50-3 and its related heading, 944-30-55-3 through 55-6,
944-30-55-8 through 55-10, and 944-30-55-15 through 55-32 and their related
headings, and add paragraphs 944-30-50-2A through 50-2B and 944-30-55-7A
through 55-7B, with a link to transition paragraph 944-40-65-2, as follows:

Derecognition

Internal Replacement Transactions
> Contracts That Are Substantially Changed

944 30-40 3 Other balances associated with the replaced contract such as any

beneﬂtsllabllltv for future pollcv beneflts or market risk beneflts shaII be
accounted for based on an extinguishment of the replaced contract and issuance
of a new contract.

Disclosure

Long-Duration Contracts

c in_Particioating_Life c I
944- 30 50-2 Paraqraph superseded by Accountlnq Standards Update No. 2018-

944-30-50-2A For annual reporting periods, and to the extent required by Topic

270 on interim reporting, an insurance entity shall disclose the following
information about deferred acquisition costs and sales inducements:

The nature of the costs deferred

Information about the inputs, judgments, assumptions, and methods used
to determine amortization amounts and changes in those inputs,
judgments, and assumptions.

o |®
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944-30-50-2B For annual and interim reporting periods, an insurance entity shall
disclose the following:

a. A year-to-date disaggregated tabular rollforward of the beginning to the
ending balance of unamortized deferred costs—and balances amortized
on a basis consistent with deferred acquisition costs, to the extent that
such balances are not included in the tabular rollforwards required in
Section 944-40-50—disaggregated in a manner that is consistent with the
disaggregation of the related liability disclosures

b. Areconciliation of the disaggregated rollforwards to the aggregate ending

carrying amount in the statement of financial position.

> Sales-Inducements
944- 30 50-3 Paraqraph superseded by Accounting Standards Update No. 2018-

Internal Replacement Transactions

944-30-50-4 The notes to financial statements shall describe the accounting policy
applied to internal replacements, including whether or not the entity has availed
itself of the alternative application guidance outlined in paragraphs 944-30-35-47
and 944-30-35-49944-30-35-44—through—35-45 and, if so, for which types of

internal replacement transactions.

Implementation Guidance and lllustrations

Long-Duration Contracts
> |llustrations

> > Example 1: Disclosure of Information about Deferred Acquisition

CostsCapitalized-Acquisition-Cost-for Portfolio-of Universal-Life-Type
Contracts

944-30-55-2 This Example illustrates the_tabular roliforward that an insurance
entity should disclose in_its financial statements to meet the requirements of

Daraqraph 944 30 50- 2B(a) aeeeunhngiepeapﬂal&ed—aequﬁmelmmeu#ed
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a. Subparagraph superseded by Accounting Standards Update No. 2018-
12.Amertizing-that-ameunt-as-gross—profits-and-surrender-charges-are
realized

b. Subparagraph superseded by Accounting Standards Update No. 2018-
12.Revising—estimates—of gross—profit-expected-to-be realized (see
paragraphs-944-30-35-4-through-35-7):

Note X: Deferred Acquisition Costs

The balances of and changes in deferred acquisition costs as of and for the
years ended December 31, 20X2, and December 31, 20X1, respectively,
follow.

[For ease of readability, the new illustration is not underlined.]

As of December 31, 20X2

Universal Variable
Whole Life Life Universal Life Total
Balance, beginning of year $ YYY $ YYY $ YYY $ YYY
Capitalizations XXX XXX XXX XXX
Amortization expense (XXX) (XXX) (XXX) (XXX)
Experience adjustment (XXX) (XXX) (XXX) (XXX)
Balance, end of year $ 77z $ 77z $ ys44 $ Y74

As of December 31, 20X1

Universal Variable
Whole Life Life Universal Life Total
Balance, beginning of year $ www $ www $ wWww $ Www
Capitalizations XXX XXX XXX XXX
Amortization expense (XXX) (XXX) (XXX) (XXX)
Experience adjustment (XXX) (XXX) (XXX) (XXX)
Balance, end of year $ YYY $ YYY $ YYY $ YYY

944-30-55-3 Paragraph superseded by Accounting Standards Update No. 2018-
12.This-Example-has-all-of the following-assumptions:
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944-30-55-4 Paraqraph superseded by Accountlnq Standards Update No. 2018-

lnvestment-
Income- Interest
Mortality- Recurring-  Relatedto-  Creditedto- Revised
Surrender Mortality- Gost- Expense- Expenses- Policy Policy Estimated Gross
Gross- Profit-at-
Year (@) {b) () {d) (e} H {9) Profit Year2
1 $ 43,208 s 47-300 $ 3685 & 11‘ 00 s 1’)’1 6 $ 6405 $ 5490) $ 27352 $ 352
2 — 13169 — 15099 — (3541) — 0356 — {(9669) — 10574 — (0.061) — 25024 34637
3 7314 44104 — (3627) — 8220 - {(8476) — 14436 —(42374) 19606 47822
4 — 4,656 —13.604 —{3866) — 7566 — {(7781) — 18356 — (15734) 16801 15273
5 — 3645 — 43199 — 7108 —{7.309) — 22405 — 45737 14304
6 2739 12,794 4.330) 6,676 (6,866 6.286 (22531) 14.765 43.422
7 — 1929 42950 — {4513) — 6270 — (6449) — 20957 — (I5677) — 14467 — 13154
8 4208 — 42005 — {4690) — 5888 — {6.057) — 33447 —(28.660) — 44032 — 12756
9 567 — 42755 — {4865) — 5520 - (5688) — 36779 - (314.525) 43552 42320
9 — 42503 ' — 5191 — (5340) — 39065 . — 43450 — 14954
4420 108,164 55.542) 37,183 38,270 551,879 (473,039) 430,405 148,543
2150 140,607 (83,833) 32577 33.712) 2618726 (2.244.622) 424743 386,412
Total  _$ 48525 § 386071 _$(186572) § 143273 _§ (147.793) § 3400212 _§ (2.922.182) _§ 730.534 _$ 677,646
Present Value $ 180944 § 176,087
@) der charg lized Y
) A " gainst policyholder bak £ Fiality g
‘Q‘} B fit-ck ) thy t-in-the lated balk
A s £ poli ba £ tract th fixed i tract b
[ G poliey P S P
@) R g tincluded-i it is.
® \ed-on-pelicyholder depesits by-multiplying-policyholder bak by-the-expected t earning Fate of 10.5
(g) Interestthat ed-to-policy tbal t the expected-crediting rate-of 9 p it

944-30-55-5 Paragraph superseded by Accounting Standards Update No. 2018-
12.The-amortization-rate-would-be-computed-as-follows.

Estimate Estimate
P ki fit ity df
Sehedule-One) (] § 180,044 $ 176,087
Present value of capitalized acquisition costs o) $90.986 $—90,986

944-30-55-6 Paragraph superseded by Accounting Standards Update No. 2018-
12.Amortization-amounts-would-be-computed-as follows-

30



Eslimale Estimale
C P d ctc ar one $_Z7_’Zgg $_l7_789
Interest-acerual-at 9-percent 000 7,000
AMO Lzale v,ea one
Balance,-end-of yearone 1,026 70,647
Additional sts-yearty 14,394 14,394

—85,420 —85.041
Interestacerualat 9-percent 7688 7654
ARO t'zatle v,ea tWB

B Sriinal Esti
. .
Adjustmentrequired $413)
yearone S—6764
Ir-yeartwo $ 10,622

> > Example 2: Computation of AmortizationGross-Margins

944-30-55-7 This Example illustrates the computation of amortization on a
constant level basis. In this Example, a block of long-duration guaranteed-
renewable five-year term life_insurance contracts are grouped and amortized in
proportion to the amount of insurance in force to derive an approximate level
amortization amount on an individual contract basis. In 20X1, the insurance entity
defers costs totaling $80 and projects the balance of insurance in force over 5
years. The insurance entity would need to include mortality and lapse assumptions
to project the balance of insurance in force; however, for ease of illustration, no
mortality or lapses are assumed (see paragraph 944-30-55-7B for subsequent

chanqes to the mortalltv and Iapse assumptlons) qa+danee—beg4mmgﬂ—pan=ag¢aph
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[For ease of readability, the new illustration is not underlined.]

Schedule One

Balance of
Insurance in
Year Force
20X1 $ 1,000
20X2 1,000
20X3 1,000
20X4 1,000
20X5 1,000
Total $ 5,000 (x)
Capitalized acquisition costs $ 80 (y)
Amortization rate = (y) / (x) 1.60% (z)

Schedule Two
Capitalized costs, year one $ 80
Amortization, year one
Balance of insurance in force of $1,000 (from Schedule One) at

rate (z) above (16)
Balance, end of year one $ 64

944-30-55-7A At the beginning of 20X2, the entity incurs an additional $10 of
deferrable acquisition costs and computes the amortization rate and expense for

20X2 as follows.
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[For ease of readability, the new illustration is not underlined.]

Schedule Three

Balance of
Insurance in
Year Force
20X2 $ 1,000
20X3 1,000
20X4 1,000
20X5 1,000
Total $ 4,000 (x)
Capitalized acquisition costs $ 74 (y)
Amortization rate = (y) / (x) 1.85% (z)

944-30-55-7B At the end of 20X2, the entity experienced unexpected contract
terminations that resulted in the writeoff of deferred acquisition costs at the end of
the reporting period. In_addition, the entity updated the expected balance of
insurance in force for the remaining periods.

[For ease of readability, the new illustration is not underlined.]

Schedule Four

Capitalized costs, year two $ 74
Amortization, year two

Balance of insurance in force of $1,000 (from Schedule Three) at
rate (z) above (19)

Experience adjustment, end of year two

Change in balance of insurance in force

$55 x [(1,000 — 700) / 1,000] (17)
Balance, end of year two $ 38
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Schedule Five

Balance of
Insurance in
Year Force

20X3 $ 700

20X4 400

20X5 200
Total $ 1,300 (x)
Capitalized acquisition costs $ 38 (y)
Amortization rate = (y) / (x) 2.92% (z)

Schedule Six
Capitalized costs, year three $ 38
Amortization, year three
Balance of insurance in force of $700 (from Schedule Five) at

rate (z) above (20)
Balance, end of year three $ 18

Schedule Seven
Deferred Acquisition Costs Rollforward

Balance, Balance,
Beginning of Experience End of

Year Year Capitalization Adjustment Amortization Year
20X1 $ - $ 80 $ - $ (16) $ 64
20X2 64 10 17) (19) 38
20X3 38 - - (20) 18
20X4 18 - - (12) 6
20X5 6 - - (6) -
Total $ 90 $ (17) $ (73)

944-30-55-8 Paragraph superseded by Accounting Standards Up

date No. 2018-
12. e
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InterestonNet Intereston- Surrender  Reourring  (Increase) Decrease- Dividend  Revised Gross-

LevelPremium-  Cument  DeathBenefits  Benefits- Expenses-  in-NetLevelPremium-  Dividends- Gross- Margins-at-

Year Premium Reserve Ativity Ineurred Incurred Reserve Ineurred Margins Year2
@ ) ) @ (L] @ @ 3] &)

1§ 210000 $ - § 16244 § {9,000 §(18900) $ —(126,103) $— 563384 §$— 63384
2 ——384614 10719 34280 —(10.549) —16:615) {16914 4,30 51931 50,646
3 169,621 19,994 43120 13,734 7.148 15,266 93,660, 4230 48,694 47,419
2 155 955 12,048 14.835 14.984) 14,019) 0,754 574 45,600 44432
5 142,990 34735 11,060 15,664 1761 12,869 6741 8,50 42869 41797
6 134222 10,440 10,451 4 17, 11,810, y 43 33,864 32880
7 124,33 466 064 16,578 20,080) 44,190 66,499) (32,304 33.058 32126
8 117768 — 62317 — 9,100 - {24427) —{10509) —{60005) —{34,367) 32972 32089
9 11452 57.41 862 17,52 27.566) - {10.037) —{53706) - {36230) 32505 31669

10— 105582 1982 8167 18.603 0,40 9 47.485 15 8 3102
14-20 51 0283 60,206 i R e I ) e
Totl _$_2822.3%6 $__23936:100 $- 216307 _$ (+h647.679) $(4:240427) _$ (264.006) § - 5 (1,384,185) § 540534 § 620,041
$ 371,621 $ 362,046

(5) Interest, at the 8.5% - ral tovel the-end of th The-netlevel based Fality-and-the-dividend-fund
P oF P Y
interest rate.
(o) Interest, at the 8.5 o rat + flow-_This ilustrat /ed-and-all-exp o, atthe start of the year This ustrat

944-30-55-9 Paragraph superseded by Accounting Standards Update No. 2018-
12.The-amortization-rate-would-be-computed-asfollows:
Orici Revi
Estimate Estimate

944-30-55-10 Paragraph superseded by Accounting Standards Update No. 2018-
12.The-amortization-amounts-would-be-computed-as-follows-
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Internal Replacement Transactions

> Implementation Guidance

Srici Revi
Estimate Estimate
$—241.500- $— 241500

’)n‘EOQ '7(\’:’)!-1

—37862) —(38729)

—224,166- 223,299

0’2’21 0’2'21

—233,397- 232,530

10’9’20 10"755_

(R6-870) (36 870)

\ YT \ YT

§ 216566 -5 215625
$216,566-
215625
${941)-
334
S

> > Summary of Internal Replacement Transactions Accounting Model
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944-30-55-11 A flowchart summarizing the accounting model set out in the Internal
Replacement Transactions Subsections of this Subtopic follows.

Does the contract modification
result from the election by the
contract holder ol a benefit,
teature, right, or coverage that
was within the original contract

and meets the conditions of
paragraphs 944-30-35-26 through
35-28, or a partial withdrawal,
surrender, or reduction in
coverage as described in
paragraph 944-30-35-297

No

Y

Docs the contract moditication

Not considered an internal
replacement for purposes of this
guidance. See Topic 944 1o
determine the appropriate
accounting for acquisition costs
and revenue recognition
associated with the modification,

involve the addition of or changes
o a nonintegrated contract feature?

Y

Does the contract modification
result in a substantially changed

Yes
»
B
Yes
-
Ll
Yes
.
Ll

The addition of a nonintegrated
contract feature does not impact
the base contract. Changes to
nonintegrated contract features
shall be evaluated under
paragraph 944-30-35-37
separately from the base contract.

replacement contract in
accordance with the criteria in
paragraph 944-30-35-37?

No

A 4

Shall be accounted for as a
continuation of the contract in
accordance with paragraphs
944-30-35-38 through 35-66

35-40 and 944-30-35-46 through
35-60 under the retrospective method

35435, or if the medification is a
contract exchange and application
of the retrospective method 1s not
practicable, then under the

prospective method {paragraphs
Odd-30-35-44 35453,

Shall be accounted lor as a
contract termination and issuance
of @ new contract in accordance
with paragraphs 944-30-40-1
through 40-4.
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> lllustrations

> > Example 1: Internal Replacement Results in a Substantially Unchanged
Contract

944-30-55-12 The following Cases-illustrateExample illustrates the application of
the guidance in the Internal Replacement Transactions Subsections of this
Subtopic to an internal replacement transaction that results in a substantially
unchanged eentract:contract.

a. Subparagraph superseded by Accounting Standards Update No. 2018-
12.Replacement—contract—estimates—revise—replaced—contract

estimates(Case-A):
b. Subparagraph superseded by Accounting Standards Update No. 2018-
12.Alternative-allocation-approach(Case B)-

944-30-55-13 This Example assumes the followingCases-A-and-B-share-all-of the
; . ons:

a. An insurance entity is offering to replace its general account single
premium deferred {add glossary link}annuity contracts{add glossary
link} with newer general account single premium deferred annuity
contracts.

b. The insurance entity assumes that 50 percent of the existing contract
holders choose the internal replacement at the end of Year 5.

c. No surrender charges from the original contract will be imposed on
contract holders who elect to have their contracts replaced.

d. The contract holder who elects the new contract will receive a higher
interest crediting rate than under the older contract but must accept a new
surrender charge period.

e. The insurance entity expects that persistency rates will improve under
the {add glossary link}replacement contracts{add glossary link} as a
result of the new surrender charge period and the higher credited interest.

944-30-55-14 The exchange of the single premium deferred {remove glossary
link}annuity contract{remove glossary link} for a newer single premium
deferred annuity contract in this Example results in the replacement contract being
substantially unchanged from the {add glossary link}replaced contract{add
glossary link}, due to the following:

a. The insured event or risk, type, or period of coverage of the contract has
not changed, as noted by no significant changes in the kind and degree
of mortality risk, morbidity risk, or other insurance risk, if any.

b. The nature of the investment return rights, if any, have not changed.

c. No additional deposit, premium, or charge relating to the original benefit,
in excess of amounts contemplated in the original contract, is required to
effect the transaction.
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d. Other than distributions to the contract holder or contract designee, there
is no net reduction in the contract holder’s account value or, for contracts
not having an explicit or implicit account value, the cash surrender value,
if any.

e. There is no change in the participation or dividend features of the
contract, if any.

f.  There is no change to the amertization-method-er-revenue classification
of the contract.

944-30- 55 15 Paraqraph superseded by Accountlnq Standards Update No. 2018-

39



Revenue-
5 . o
Contract Year Rate End-of Year Depesits Costs. Fees EGPs Bak: Endof Endof
@) ) &) [ ) i} {9 L]
2(Aet) 7.00 31,201,447 356,730 4,586,302 47.216
34Act. 750 8,610,204 517263 1251108 194,977
6<Pro) 550 12449.774 253964 339258 52871
8-(Proj) 550 773,522 81,503 167,904 6,16
9(Proj) 5.50 5.002.246 60,646 123,889 19.30
14(Proj.) 5.50 28,136 - 33468 66765 10405
13{Proj 5.50 4,487, 18,445 35,00 5470
15{Pro},) 5.50 811,462 10.454 17.470 703
16.{Proj 550 599,265 534 11818 1842
47-(Proj) 5.50 © 4425857 5584 565 1479
18 (Proj) 550 - e a0 434 6
10-Proj) 550 241,363 3068 4,892 295
20 (Proj) 550 273
kfactor 0.87803 0.87803 013684
Explanation of columns:
bi t rate for Topio-944 product, which is the rate that to-contract holder bal
) pi P 3
b) P o \tvalue-plus-interest creditec-less fees k
¥ p
promi N . )
(d) Deforrabl i 1s-as-defined-in-Topic-944, ed-to be incurred as-of the-beginning-of the y
Front-end fees charged to contract holders at b £ year f tob ided-over life of contract
) g ginning-oFy
{f)Estimated gross profits as defined in Topic 944.
) Ending deferred it 15 bal defined-in Topic-944 timated Jfits-as-basis f End-of year doforred 15 =B "
s g pi oSS 4 ginning
year deferred ! {5+ interest £+0.87803).
1y Ending o Jiability-as-defined-in-Topic-944-using-estimated profits-as basis f izationEnd-of " iabilty-= Beginning-of
d Jiability+ front-end-fees + interest on-(--0.13684

ds Update No. 2018-

944-30-55-20 Paragraph superseded by Accounting Standar
12. or—con h elected

internal-replacement-transaction-at- the-end-of Year 5-follow:
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GContract-Year
Atlssue
1
2
3
4
5
4-@ 1yn/171n7o 7,&0’2,’255 5_59 5_15 5_29
14
12
13
14
15
16
47
18
49
20
Explanation of columns:

1,007,364 5,884,223 5.50 575 5.74
549,399 4,214,432 5.50 575 5.72

{b) Accountvalue-at the-end-of th tractvearfor-reph it {per h-944-30-55-20.
P AL Lt ITEF T
! rediting-rate-on-original beginning-in-Year6-this ts-the-i reditingrate-on-thos
ter diting 9 +-beginning P diting
tracte notolacting th | .
g P =
it 1 +
(@) rediting rate-on-repl .
! rediting-rat: ighted-bv-a uRt-valu
{e) diting g ¥ g

944-30-55-22 Paragraph superseded by Accounting Standards Update No. 2018-
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d-agross-profits-

e} P

ble-acauisition sts from g
-3t | } tS—HOomM-orgiF
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Deferred- Unearned-
Year Costs Added Amortization _ (EndofYear) Fees Added Amortization _ (EndofYear)
@ ) &) (5 e @ @ o
2(Aet) — 425352 —(204.920) —1.621.165 — 19535 - {45063) — 252649
3HAet) —124.587 —{427:650) —4:315402 —18043 —{(66647) ——204,95¢
4{het)y 85482 - (454497) — 946387 43322 —(70.784) — 147489
5¢Aet) — 52052 — 655808 — 8412 402204
6-(Proj.) 36,889 £109,305) 583.39 5749 47.035 90,918
8(Prof) 2755 108,381 405,724 4,295 (46,894) 63.230
9{Prof) — 23044 — (400377) — 328388 — 3500 — (15643) — 54477
40-(Proj) — 48680 —(88.907) — 268470 2913 —{13856) — 40,234
Proj.) 14,74 4.077) 198610 2204 (41,576 30,952
43-Prof} —— —870 —{40,069) 124675 367 —(6:244) ——18:869
46-Proj) — —5418 27:724) 2,400 —844 — 432 —H:283
16(Proj) 4444 23.136) 53.408 646 (3,606 8323
A7(Proj) 3.059 49.343) 37,124 47 3.014) 5786
48(Proj) - 2427 — (16198) — 23053 331 2 524) 3503
19 (Proj.) 1,322 (43,585) 10,790 206 214 1,682
20-(Proj) —— 619 —{11,409) 96—
(@) Total isit tsf ginalpol
(b) Intereston-deferred-acquisit 1.
(e} Deferred st + ization-(k-factor-perp ph-944-30-55-22, celumn-d-x total-revised-esti g profits-per-paragraph 944
30-55-22, column ¢).
(d) Ending deferred isi 15 = Beginning-of year deferred isiti ts-+ (@) + (b} +{c)-
(e) Totakfront-end-fees fr iginal-pol
Interest d liability:
@ U d- }i h'lh, i i (k-facts p 944-30-55-22 I total od- i g p fits- perp pl 944
30-56-22-columa-c):
(h) Ending d Jiability-= Beginning-of y o liability-+—(e)-+{(£)-+{(g)-

944-30-55-24 Paragraph superseded by Accounting Standards Update No. 2018-




S £ A ine Entri
Der
Change in Unearned Revenue $——19,149

R 5 9149

944-30-55-25 Paraqraph superseded by Accountlnq Standards Update No. 2018-
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Revenue-
Discount  Account Value- Acquisition- Front-End- Esimated- Costs-Balance- Balance-
Contract Year Rate Endof Year ___Deposits Costs Fees Gross Profits. EndofYear Endof Year
() e} () te) @ {9 )
3{Act) 7.50% 28510204 517.263 1251403 194977
4(Act) 650% 22772508 540372 850,060 1304
7{Proi) 5.50% 9.472.001 149,030 27.05 35,385
84Pro) 5.50% 677352 84503 167.904 2646
10Prof) 550% 3694459 45.060 94439 14203
44-(Proj) 5:50% 2,728,136 33468 66765 10405
12 (Proj) 550% 2014729 24850 48619 5
13(Proj.) 5.50% 1487877 18.445 35,00 5470
15(Proj.) 5.50% 811462 10154 17,470 703
164Proi.) 5.50% 500,265 531 1184 1842
174Proj.) 5.50% 442,557 5584 565 4479
18(Proj) 550% 326,828 — 4u0 4,34 677
19(Proj.) 5.50% 241.363 3.068 4892 95
k-factor 0.87803
Dxpranaton of colens
(a)Di \ rate-for-Topic- 944 product, which s the-rate that 1o-contract holder bal
(b)P: - tvalue ph plus interest credited less fees lex
¥ plus-p P
(e)P: deposits-atb g of contract year.
(d) Deferrabl i 1s-as defined-in Topic-944. o to by -as-of the beginning of the-y
Front-end fees charged to contract holders at begi £ vear tob ided over life-of contract
g ginning Pr
9 fits.-as defined in Topic 944
grosspi opi
(6} Ending deferred 1s bal defined-in Topic 944-using estimated profits-as-basis i End-of year deferred " t5 =
B £ year deferred 15+ acqu 15+ interest £+ 0.87803
ginning - -
(hyEnding " fiability-bat defined-in Topic-944-using-estimated-gross-profits-as-basis jon-End-ofy " fiability-=
Beginning of d iability-+ front-end terest £+0.13684
eginning - )

944-30-55-27 Paragraph superseded by Accounting Standards Update No. 2018-
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Contract  Di A \al A 4 FrontEnd.  Estimated
Year Rate End-of Year Deposits Costs Fees Gross-Profits  End-of End-of
@) ®) te) @) te) @ @ h)
2(Act) 7.00% 1,204,414 56,730 1,519,194 236,75
10-{Proj) 5.50% 1,847,079 22530 50,694 .900
H1{(Projf) 5.50% 1,364,068 16,734 37,435 57
45-(Prof:) 550%  —40573% 5.0 9,74 1,514
16-{Prof:) 550%  — 209632 3.765 6573 1,024
49-(Proj) 5.50% 120,684 1,534 1,052 164
20-(Proj) 5.50% 113
k-factor —097672 015222
@ i .
) ) phusp P g-reph )
(’G)» P d P 7 X3 y. i g £ r ¢
{d) Deferred-acquisit 1 defined-in-Topic-944 d-to-b d th ginning-of the-year:
(6) Frontend-fees-charged-to-contract holders-at beginning-of year jces-to-be-provided-over ife-of contract
@ Estimated fits-as defined.in Topic 944-
@ Ending-defe d ani ition sts-balk nF as-defined-inTopic944-using i d-aross-profits-as-basisfor i i —Endof r
g g p g grosspi
deferred sit ts= Beginning-of year deferred-acauisition-costs—+ sit ts+ interest 0.97672)
[}

944-30-55-28 Paragraph superseded by Accounting Standar
ﬁ nee ad defarrad auisition
labil be ol | follow-
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Contract Year End of Year Costs Fees Profits Rate
@ o) ) ) e

6-(Proi.) —8660,979 $— 5208 5.75%
7{Pro}) 8.710,078 82455 5.75%
8-(Proj) 8520090 90,295 5.75%
9-(Proj) — 8108995 94,087 5.75%
%Fej._) 7 503.355 Q:f\n? 5_15%
14(Proj) — 6744578 73,407 5.75%
43+Prof) —4;978,052 39.242 5.75%
44-(Prof) —4;2144:432 33.424 5.75%
17-(Proj) 2 550.004 20.604 5.75%
48 ‘PFG) '7,1:7,'21’\/1 471R'7’2 5_15%
4—9—@2F9j.—) 'I’Q')R,n70 ']/11898 5_15%
20-(Proj) 12,663 5.75%
k-factor ——0:4837 ——0.0754

944-30-55-30 Paragraph superseded by Accounting Standards Update No. 2018-
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Deferred-Acquisiion-Costs izati Ynearned-Revenue-Amortization

Deferred-
Year Costs Added Amortization ~_(EndofYear) Fees Added Amortization _ (EndofYear)
@) {b) fe) @) e 6 ) )
8(Proj) — 42762 — {43.673) — 191,029 — - 4989 —(6806) 20772
11-(Proj) 044 (35,360 97.806 1428 5.511) 15.242
12-(Proj) 5624 (27.63 75793 8 4,307) 11.842
13-(Proj) 435 (18,980 61470 679 2,058) 9.5
49-4Prof) —— 707 ——{7208) 5792 1o —123) ——902
204Prof) 33 (6125) 52 ——954)
Explanation-of columns:
(a) Carry deferred isiti 15
(b) Intereston deferred acquisition ts-
Deferred i " ization-(—fack i it 944-30-55-29)
o gross-profits-per-paragrap -
(d_)I:A defe vl isiti ts = Beginni - defe d HS i ts + (g} + (b} +{c)
g ginning-ofy. F+e)-
te} Totahfront-end-feesf Jginat-and-repl poici
@ Interest iability
@) Y o liabilit ot {—fact i g profits -perp ph-944-30-55-20).
End liability-= Beginning.of. " liability+{(&) -+ {5+ ()
)
g y-=Beginning of y y-+-{e} 9)-

944-30-55-31 Paragraph superseded by Accounting Standards Update No. 2018-
12. ed_total deferred_acauisition—co nearned—reven iability
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12.A

Deferred- Revenue- Revenue- Fotal
Def o o
Contrast Original- Aequisition-Cests- FotatDeferred- Original- Replaced- Revenue-

64Proj-) 188,696 247.585 436,284 29,40 38585 67,992
74Projy) 426,289 221.940 48.220 19,681 34589 54.270
9{(Proj) 68,90 157,95 226.864 10,739 24.618 5.35:

10(Proj-) 50,694 425,925 176,616 900 19,625 27.525
1 !(PFGI. 2 Il’M’) ‘:‘70'1 1 )gvggs 4.214 11,812 1@v 26
13 (PFG 101R')1 R'I'1 0 8C Y6_91 3Y 42 9,533 4 21515
14 (PFG 1 3’91 AQ’R’)‘I R’)YA’I1 g,:]@g szgg 9,15

15(PF9 ay 1 'KA 4 quA 11R1/1 51852 11356
18(PF9) ’)/HQ 1’)")01 :]411)9 377 ‘4_9_1_51 ﬁ')_g.ggy
19(Proj-) 1,052 5792 6,844 164 902 1,066

g )
the-internal ¢ 944-30-55-2 ! )
P tperparag g
End-of year deferred-acquisition-costsfor lecting-the-internal t the-end-of Year 5-(per
¥ 4 =) P Perp: P
Combi nd-of year-deferred it 1
¥ 4
End-of d liability-for-original Aft 6. d liability-related-t telecting-th
¥ ility < - ity 9
ternal 't o 944-30-55-2: ! h)
P per-paragrap! g )
End-of liability-f lecting the-internal t t the-end-of 54
¥ Y G P {per-paragrap

Combi d-of y liability-

944-30-55-32 Paragraph superseded by Accounting Standards Update No. 2018-
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R
X
Original{Year-5-balances) $ 532034 $ 83055
Nonreplaced-Contracts-(Year 5-balances) — 296419 — 48105
After Replacement-{Year-5-balances) 236,515 38,860
$— 532934 $—— 83,055
Difference $ $
) )
Def. 5! ;g
Def N
. A o
Change-in-Unearned-Revenue 5 -
| R

> > Example 2: Contract Modifications and Evaluating Internal
Replacements for Substantial Change

944-30-55-33 The following represents implementation guidance for contract
modifications and the application of the guidance in Section 944-30-35 for
evaluating whether the internal replacements are substantially changed from the
replaced contracts. The guidance is based on the specific facts and circumstances;
the same conclusions may not be reached for other modifications because of
differing facts or circumstances. The following cases represent contract
modifications.

> > > Case C: Issuance of a Second Life Insurance Policy for an
Incremental Face Amount

944-30-55-36 The contract holder obtains a second life insurance policy for an
incremental face amount, with underwriting required on the new policy only. The
original contract remains in force without change. This transaction does not fall
within the definition of an internal replacement in Section 944-30-35. The
accounting for the original contract remains unchanged and the new contract is
accounted for independently of the original contract. Any deferrable {add glossary
link}acquisition costs{add glossary link} associated with the new contract are
deferred and amortized in _accordance with the guidance in Section 944-30-

35according-to-the-revenue-or margin-stream-of the-new-contract, as applicable.
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> > > Case E: Universal Life-Type Contracts
>>> > Case E1: Increase in Face Amount of Universal Life-Type Contract

944-30-55-39 The increase in face amount of a universal life-type contract through
an amendment to the original contract is considered an integrated feature as the
death benefit under a universal life-type contract is equal to the excess of face
amount over contract account value. In this example, only the additional face
amount has been underwritten during the contract amendment and the additional
premium charged is not in excess of an amount that would be commensurate with
the additional insurance coverage obtained. This contract amendment to increase
the face amount of a universal life-type contract results in the replacement contract
being substantially unchanged from the replaced contract due to the following:

a. The modification does not result in a change in the insured event, as there
is no significant change in the kind and degree of mortality risk. Although
the face amount of the contract has increased, it is appropriate in this
example to analyze the change in degree of mortality risk by comparing
the relationship of the expected cost of the benefit to charges assessed
for that benefit, and there was no significant change in this relationship.

b. There is no change in the nature of the investment return rights from the
replaced contract.

c. There are no changes in the charges related to the original benefits; also,
the additional {add glossary link}cost of insurance{add glossary link}
is not in excess of an amount commensurate with the additional insurance
coverage obtained.

d. There is no net decrease in the balance available to the contract holder,
except to pay the cost of insurance charge for the increased coverage.

e. There is no change in the participation or dividend feature of the replaced
contract.

f.  The modification does not result in a change to either the amortization
method or revenue classification of the contract.

> > > > Case E2: Universal Life-Type Contract to Universal Life-Type
Contract with a No-Lapse Guarantee

944-30-55-40 A universal-life type contract may contain a no-lapse guarantee
feature that provides for continuing coverage of the contract even if the account
value drops to a level that cannot cover the contract charges. The {add glossary
link}contract exchange{add glossary link} of a universal life-type contract for a
universal life-type contract that contains a no-lapse guarantee results in the
replacement contract being substantially changed from the replaced contract
because the addition of the no-lapse guarantee changes both the period of
coverage of the contract as well as introduces a combination of mortality and
investment risk. The analysis would be the same if the change had been achieved
through the addition of a no-lapse guarantee rider, as it would be considered an
integrated benefit (the benefit is a function of the contract account value) and would
need to meet the conditions of paragraph 944-30-35-37. If, however, the contract
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holder had elected to add a no-lapse guarantee feature that was included in the
original contract (and met the specifications of paragraphs 944-30-35-26 through
35-28), the modification would not be considered an internal replacement.

> > > Case H: Annuity Contracts

> > > > Case H1: Single Premium Deferred Annuity to Market Value
Adjusted Annuity

944-30-55-56 In this guidance, there is no significant difference in the declared
interest crediting rate (further, the change in interest rates is consistent with the
change in declaration period), no change in the guaranteed minimum interest rate,
no additional deposit or premium is required, and there are no surrender charges
or {add glossary link}front-end fees{add glossary link} associated with the
internal replacement. The contract exchange of a single premium deferred annuity
contract for a market value annuity contract results in the replacement contract
being substantially unchanged from the replaced contract as a result of the
following:

a. The insured event has not changed from the replaced contract.

b. The exchange does not change the nature of the contract holder's
investment return rights (crediting rate declared by insurance entity,
subject to guaranteed minimum crediting rate). The single premium
deferred annuity and the market value annuity are both contracts for
which the interest rate is periodically reset by the insurance entityirsurer
subject to a minimum interest rate guaranteed by the contract and, in this
example, the current declared interest period does not represent
substantially all of the expected life of the contract. The difference
between the single premium deferred annuity and the market value
annuity results from the manner in which the amount available to the
contract holder is determined in the event the contract is terminated
prematurely, not the contractual rights and provisions for the
determination of the contract holder’s investment return in the absence of
a premature termination of the contract.

c. No additional deposit or premium is required, and there are no changes

in the charges related to the original benefits.

There is no net decrease in the balance available to the contract holder.

e. There is no change in the participation or dividend features of the
replaced contract.

f.  There is no change in the amortization method or revenue classification
of the replaced contract.

.

> > > > Case H2: Single Premium Deferred Annuity to Equity-Indexed
Annuity

944-30-55-58 A single premium deferred annuity has a crediting rate that is set at
the discretion of the insurance entity. An equity-indexed annuity is a deferred fixed
annuity contract with a guaranteed minimum crediting rate plus a contingent return
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based on a contractually specified internal or external equity index. Equity-indexed
annuities typically are classified as investment contracts with embedded
derivatives that are required to be bifurcated from the contract and accounted for
separately under Fopic-815-10-Topic 815 (see paragraphs 815-15-55-62 through
55-72). Generally, the equity index feature represents a periodic crediting rate
mechanism _that affects the amounts credited to the contract holder’'s account
balance, rather than representing a benefit in addition to the account balance that
protects the contract holder from other-than-nominal capital market risk and
exposes the insurance entity to other-than-nominal capital market risk. Periodic
crediting rate mechanisms are required to be evaluated for possible bifurcation
under Topic 815. However, an equity-indexed annuity also may contain one or
more market risk benefits (see paragraphs 944-40-55-29A through 55-29D).

> > > Case J: Variable Annuity Contracts

> > > > Case J1: Variable Annuity with Return of Premium Death Benefit
Guarantee to Variable Annuity with Ratchet Death Benefit Guarantee

944-30-55-65 The contract exchange of a variable annuity with a return of premium
death benefit guarantee, that in this example is determined to have a minimal
degree of mortality risk (although sufficient to result in classification as an
insurance contract), for a variable annuity that contains a ratchet death benefit
guarantee, that in this example is determined to be a “rich” death benefit, results
in the replacement contract being substantially changed from the replaced contract
as the change in death benefits substantively changes the degree of mortality risk.
The nature of a minimum guaranteed death benefit provision is essentially a
combination of mortality and investment events. Although the actual mortality
event itself is the same in the return of premium and ratchet guaranteed minimum
death benefits (death of the contract holder), the risk has changed because of the
combined effects of mortality and investment events. In this instance, the preparer
analyzed and concluded that a significant change in-the-benefitratioas-well-as-in
the actuarially determined expected mortality costs;—were_was indicative of a
significant change in the degree of mortality risk. It should be noted that other
methods and approaches could have been used to evaluate the change in degree
of mortality.

> > > > Case J2: Variable Annuity with Rollup Death Benefit Guarantee to
Variable Annuity with Ratchet Death Benefit Guarantee

944-30-55-66 In this guidance, it is assumed that both the variable annuity with the
rollup death benefit guarantee and the variable annuity with the ratchet death
benefit guarantee offered as an internal replacement are determined to have
similar degrees of mortality risk. In this instance, the preparer compared actuarially
determined expected mortality costs, and since the costs were similar, it was
indicative that the degree of mortality risk was also similar. It should be noted that
other methods and approaches could have been used to evaluate the change in
degree of mortality. It is also assumed that there is no reunderwriting required for
the transaction, no additional deposit required to effect the transaction, and no net
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decrease in the balance available to the contract holder prior to surrender charges.
In this guidance, the replacement results in additional mortality and expense
charges due to the enhanced death benefit guarantee not in excess of an amount
commensurate with the added benefit. A contract exchange of a variable annuity
contract that contains a minimum guaranteed death benefit that is determined to
have significant mortality risk with a variable annuity contract that contains another
kind of minimum guaranteed death benefit that is determined to have a comparable
degree of mortality risk, results in the replacement contract being substantially
unchanged from the replaced contract as a result of the following:

a. The exchange does not result in a significant change in the kind and
degree of mortality risk.

b. The exchange does not change the nature of the contract holder’s
investment return rights.

c. No additional deposit or premium is required relating to the variable
annuity (the original benefit), and the additional charges for the ratchet
death benefit guarantee are not in excess of an amount commensurate
with the benefit.

d. There is no net decrease in the balance available to the contract holder.

e. There is no change in the participation or dividend features of the
contracts.

f.  There is no change to the amertization-method-or-revenue classification
of the replaced contract.

> > > > Case J7: Variable Annuity to Variable Annuity with Guaranteed
Minimum Withdrawal Benefit

944-30-55-76 A variable annuity with a guaranteed minimum withdrawal benefit is
classified as an investment contract with a_market risk benefitan—embedded
derivative. The contract exchange of a variable annuity for a variable annuity that
contains a guaranteed minimum withdrawal benefit results in the replacement
contract being substantially changed from the replaced contract because the
addition of a guaranteed minimum withdrawal benefit, an integrated contract
feature, changes the investment return rights of the contract holder, as a minimum
investment return provision, via the guaranteed withdrawal amount, to the variable
annuity. The analysis would be the same if the change had been achieved through
the addition of a guaranteed minimum withdrawal benefit rider. If, however, the
contract holder had elected to add a guaranteed minimum withdrawal benefit
feature that was included in the original contract (and met the specifications in

paragraphparagraphs 944-30-35-26-through-35-28), the modification would not be
considered an internal replacement.

Amendments to Subtopic 944-40

10. Amend paragraphs 944-40-15-6, 944-40-25-11 and its related heading, 944-
40-25-25 and the related heading, 944-40-25-26 through 25-27 and their related
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heading, and 944-40-25-40 through 25-41, supersede paragraphs 944-40-25-25A
and its related heading and 944-40-25-28 and its related heading, and add
paragraphs 944-40-25-25B through 25-25D and their related headings and 944-
40-25-27A and its related heading, with a link to transition paragraph 944-40-65-
2, as follows:

Financial Services—Insurance—Claim Costs and Liabilities
for Future Policy Benefits

Scope and Scope Exceptions

Long-Duration Contracts
> Instruments

944-40-15-6 The guidance in the Long-Duration Contracts Subsections of this
Subtopic applies enly-to long-duration eentrasts.contracts, including investment
contracts with respect to nontraditional contract benefits referenced in paragraph
944-40-25-25B. See the Long-Duration Contracts Subsection of Section 944-20-
15 for a discussion of what constitutes a long-duration contract.

Recognition

Long-Duration Contracts
> Overall

944-40-25-7 A liability for expected costs relating to most types of long-duration
contracts shall be accrued over the current and expected renewal periods of the
contracts.

944-40-25-8 The present value of estimated future policy benefits to be paid to or
on behalf of policyholders less the present value of estimated future net premiums
to be collected from policyholders—that is, a liability for future policy benefits—
shall be accrued when premium revenue is recognized.

944-40-25-9 In addition, as discussed in paragraph 944-40-25-1 liabilities for
unpaid claims and claim adjustment expenses shall be accrued when insured
events occur.

944-40-25-10 A liability for future policy benefits relating to long-duration contracts
other than title insurance contracts shall be accrued when premium revenue is
recognized.

> Traditional_and Limited-Payment Long-Duration Contracts
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944-40-25-11 The liability for future policy benefits representsean-be-viewed-as
either-of the-following:The the present value of future benefits to be paid to or on
behalf of policyholders and_certain related expenses less the present value of
future net premiums receivablepayable under the insurance contracts. In no event
shall net premiums exceed gross premiums. [Content amended as shown and
moved from (a)]

a. Subparagraph superseded by Accountlnq Standards Update No. 2018-

payable-under-the-insurance-contracts [Content amended and moved

above]
b. Subparaqraph superseded by Accountlnq Standards Update No. 2018-

> Universal Life-Type Contracts_and Nontraditional Contract Benefits

> > Balance That Accrues to the Benefit of Policyholders
> > > Contracts with Surrender Adjustments

944-40-25-25 The accrued account balance shall not reflect surrender
adjustments (for example, market value annuity adjustments, surrender charges,
or credits). For a description of a market value annuity and market value annuity
adjustments, see paragraph 944-20-05-28.-Example-1-{see-paragraph-944-40-55-
5y il . ¢ the liability. for_f oyt fits. §

944-40-25-25A Paraqraph superseded bv Accountrnq Standards Update No.

> > Additional Liability

944-40-25-25B The following guidance addresses contracts or contract features
that provide for potential benefits in addition to the account balance:

a. An_insurance entity shall first determine at contract inception whether
such benefits should be accounted for under the provisions of paragraph
944-40-25-25C.

b. For benefits that are not accounted for under the provisions of paragraph
944-40-25-25C, anAn insurance entity shall thenfirst determine whether
such benefitscontract—features should be accounted for under the
provisions of Subtopic 815-10 or 815-15. [Content amended as shown
and moved from paragraph 944-40-25-26]
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c. All other benefits shall be accounted for under the provisions of
paragraphs 944-40-25-26 through 25-27A, as applicable.

> > > Market Risk Benefits

944-40-25-25C A contract or contract feature that both provides protection to the
contract holder from other-than-nominal capital market risk and exposes the
insurance entity to other-than-nominal capital market risk shall be recognized as a
market risk benefit.

944-40-25-25D In evaluating whether a contract or contract feature meets the
conditions in paragraph 944-40-25-25C, an insurance entity shall consider that:

a. Protection refers to the transfer of a loss in, or shortfall (that is, the
difference between the account balance and the benefit amount) of, the
contract holder’s account balance from the contract holder to the
insurance entity, with such transfer exposing the insurance entity to
capital market risk that would otherwise have been borne by the contract
holder (or beneficiary).

Protection does not include the death benefit component of a life
insurance contract (that is, the difference between the account balance
and the death benefit amount). This condition does not apply to an
investment contract or an annuity contract (including an annuity contract
classified as an insurance contract).

A nominal risk, as explained in paragraph 944-20-15-21, is a risk of
insignificant amount or a risk that has a remote probability of occurring. A
market risk benefit is presumed to expose the insurance entity to other-
than-nominal capital market risk if the benefit would vary more than an
insignificant amount in response to capital market volatility.

> > >>> Contracts-with-Annuitization Benefits

&

[

944-40-25-26 This guidance addresses contract features that provide for
potential benefits in addition to the account balance that are payable only upon
{add glossary link}annuitization,{add glossary link} such as annuity purchase

guarantees;guarantees or {add glossary link}guaranteed minimum income
benefits{add glossary I|nk} that are not market risk benefits, and two-tier

[Content amended and moved to paragraph 944-40-25-253(b)]

944-40-25-27 If the contract feature is not required to be accounted for under
paragraph 944-40-25-25C or the provisions of Topic 815 on derivatives and

hedgingSubtepic-815-10-0r-845-15, an additional liability for the contract feature
shall be established if the present value of expected annuitization payments at the
expected annuitization date exceeds the expected account balance at the
expected annuitization date.
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> > > Death or Other Insurance Benefits

944-40-25-27A If the contract feature is not required to be accounted for under
paragraph 944-40-25-25C or the provisions of Topic 815 on derivatives and
hedging and iflf the amounts assessed against the contract holder each period for
the insurance benefit feature of an insurance contract are assessed in a manner
that is expected to result in profits in earlier years and losses in subsequent years
from the insurance benefit function, a liability for death or other insurance
benefitsunearned-revendue-shall be recognized in addition to the account balance.
[Content amended as shown and moved from paragraph 944-605-25-8]

Limited-P c
944-40-25-28 Paragraph superseded by Accountlnq Standards Update No. 2018-

Reinsurance Contracts

944-40-25-40 A reinsurer may agree to reinsure all or a portion of certain {add
glossary link}annuitization{add glossary link} or death or other insurance
benefits (see paragraphs 944-40-25-26-through-25-27944-40-25-25B through 25-
27A). Both the ceding entity and the reinsurer shall first determine whether such
a reinsurance contract should be accounted for under the market risk benefit

prOV|S|ons of paraqraph 944- 40 25- 250&&9&&8454—9—9#845—15—%%

th&deﬂmhenef—a@eﬁww&mstmmem—undep&*bteple—s% For reinsurers, the

reference to the account balance in paragraph 944-40-25-25D refers to the
underlying contract between the direct writer and the contract holder. If the
reinsurance contract is not accounted for under the market risk benefit provisions
of paragraph 944-40-25-25C, both the ceding entity and the reinsurer shall then
determine whether such a reinsurance contract should be accounted for under the
provisions of Subtopic 815-10 or 815-15.

944-40-25-41 If the reinsurance contract is not required to be accounted for under

the provisions of paragraph 944-40-25-25C or Subtopic 815-10 or 815-15, the

entity shall apply the guidance in paragraphs 944-40-25-26 through 25-
27 Aparagraph-944-40-25-27.

27A

11. Supersede paragraphs 944-40-30-6, 944-40-30-10, 944-40-30-19A, and 944-
40-30-25, amend paragraphs 944-40-30-7 through 30-9 and the related headings,
944-40-30-13 through 30-16 and the related heading, 944-40-30-19, the heading
preceding paragraph 944-40-30-19A, 944-40-30-20, 944-40-30-22, 944-40-30-24,
944-40-30-26 through 30-27 and their related heading, and 944-40-30-29 through
30-30, and add paragraphs 944-40-30-7A, 944-40-30-19B through 19D and the
related heading, the heading preceding paragraph 944-40-30-20, 944-40-30-22A,
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and 944-40-30-29A and its related heading, with a link to transition paragraph 944-
40-65-2, as follows:

Initial Measurement

Long-Duration Contracts

> Overall
944-40 30-6 Paragraph superseded bv Accountlnq Standards Update No. 2018-

> Traditional_and Limited-Payment Long-Duration Contracts

944-40-30-7 The {add glossary link}liability for future policy benefits{add
glossary link} accrued under paragraph 944-40-25-10944-40-25-8 shall be the
present value of future benefits to be paid to or on behalf of policyholders and
related expenses less the present value of future net premiums (portion of gross
premium required to provide for all benefits and expenses).expenses, excluding
acquisition costs or costs that are required to be charged to expense as
incurred). That liability shall be estimated using methods that include assumptions,
such as discount rateestimates—of-expected-investmentyields, {add glossary
link}mortality{add glossary link}, {add glossary link}morbidity{add glossary
link}, {add glossary link}terminations{add glossary link}, and expenses (see
paragraphs 944-40-30-9 and 944-40-30-11 through 30-15);-applicable-atthe-time
the—insurance—contracts—are—made. The liability also shall consider other
assumptions relating to guaranteed contract benefits, such as coupons, annual
endowments, and conversion privileges. The assumptions shall not include a
provision for the risk of adverse deviation. In determining the level of aggregation
at which reserves are calculated, an insurance entity shall not group contracts
together from different issue years but shall group contracts into quarterly or

annual groups.

944-40-30-7A To the extent the present value of future benefits and expenses
exceeds the present value of future gross premiums, an immediate charge shall
be recognized in net income (see paragraph 944-40-45-4) such that net premiums
are set equal to gross premiums. In no event shall the liability for future policy
benefits balance be less than zero for the level of aggregation at which reserves
are calculated. Assumptions shall be updated in subsequent accounting periods
as described in paragraphs 944-40-35-5 through 35-6A and 944-40-35-7A through
35-7B.
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> > Assumptions
944-40-30-8 This guidance discusses the following assumptions:

a. lnvestmentyieldsDiscount rate
b. Mortality

c. Morbidity
d. Termination
e. Expense.

> > > Investment-YieldsDiscount Rate
944-40 30-9 Lnterespassumphens—used—m—esﬂmamrg—memny—femm—pehey

The Ilablllty for
future policy benefits shall be discounted using an upper-medium grade (low-

credit-risk) fixed-income instrument yield. An_insurance entity shall consider
reliable information in estimating the upper-medium grade (low-credit-risk) fixed-
income instrument vyield that reflects the duration characteristics of the liability for
future policy benefits (see paragraph 944-40-55-13E). An insurance entity shall
maximize the use of relevant observable inputs and minimize the use of
unobservable inputs in determining the discount rate assumption.

944-40- 30 10 Paraqraph superseded by Accountlnq Standards Update No. 2018-

> > > Mortality

944-40-30-11 Mortality assumptions used in estimating the liability for future policy
benefits shall be based on estimates of expected mortality.

> > > Morbidity

944-40-30-12 Morbidity assumptions used in estimating the liability for future policy
benefits shall be based on estimates of expected incidences of disability and claim
costs.

944-40-30-13 Expected incidences of disability and claim costs for various types
of insurance (for example, noncancelable and guaranteed renewable accident and
health insurance contracts) and other factors, such as occupational class, waiting
period, sex, age, and benefit period, shall be considered in making morbidity
assumptions. The risk of antiselection or adverse selection also shall be
considered in making morbidity assumptions.

> > > Termination

944-40-30-14 Termination assumptions used in estimating the liability for future
policy benefits shall be based on estimates of expectedanticipated terminations
and nonforfeiture benefits, using expectedanticipated termination rates and
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contractual nonforfeiture benefits. Termination rates may vary by plan of
insurance, age at issue, year of issue, frequency of premium payment, and other
factors. If composite rates are used, the rates shall be representative of the entity’s
actual mix of business. Termination assumptions shall be made for long-duration
insurance contracts without termination benefits because of the effects of
terminations on expectedanticipated premiums and claim costs.

> > > Expense

944-40-30-15 Expense assumptions used in estimating the liability for future policy
benefits shall be based on estimates of expected nonlevel costs, such as
termination or settlement costs, and costs after the premium-paying period.
Renewal expense assumptions shall consider the possible effect of inflation on
those expenses._However, expense assumptions shall not include acquisition
costs or any costs that are required to be charged to expense as incurred, such as
those relating to investments, general administration, policy maintenance costs,
product development, market research, and general overhead (see paragraph

944-720-25-2).

> Universal Life-Type Contracts_and Nontraditional Contract Benefits

944-40-30-16 The liability for policy benefits for universal life-type contracts shall
be equal to the sum of al-ef-the following:

a. The balance that accrues to the benefit of policyholders at the date of the
financial statements

b. Any amounts that have been assessed to compensate the insurance
entityinsurer for services to be performed over future periods (see
paragraphs-944-605-25-6-through-25-7Subtopic 944-605 on insurance—
revenue recognition)

c. Any amounts previously assessed against policyholders that are
refundable on termination of the contract

d. Any probable loss (premium deficiency) as described in paragraphs 944-

60-25-7 through 25-9.

944-40-30-17 Amounts that may be assessed against policyholders in future
periods, including surrender charges, shall not be anticipated in determining the
liability for policy benefits.

944-40-30-18 In the absence of a stated account balance or similar explicit or
implicit contract value, the cash value, measured at the date of the financial
statements, that could be realized by a policyholder upon surrender shall represent
the element of liability described in paragraph 944-40-30-16(a).

944-40-30-19 Provisions for risk of adverse deviation shall not be made.

> > Additional LiabilityUniversal-Life-Type Contracts-with-Death-or Other
Insurance Benefit Features
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944-40-30-19B The guidance in paragraphs 944-40-30-19C through 30-24 and

944-40-30-26 through 30-29A addresses contracts or contract features that
provide for potential benefits in addition to the account balance that accrues to the
benefit of the policyholders.

> > > Market Risk Benefits

944-40-30-19C A market risk benefit shall be measured at fair value. Total
attributed fees used to calculate the fair value of the market risk benefit shall not
be negative or exceed total contract fees and assessments collectible from the
contract holder.

944-40-30-19D In determining the terms of the market risk benefit, the insurance
entity shall consider guidance on determining the terms of an embedded derivative
that is required to be accounted for separately under Subtopic 815-15 on
embedded derivatives, including the following:

a. Consistent with paragraph 815-15-30-4, if a nonoption valuation
approach is used, the terms of the market risk benefit shall be determined
in_ a manner that results in its fair value generally being equal to zero at
the inception of the contract.

b. Consistent with paragraph 815-15-30-6, if an option-based valuation
approach is used, the terms of the market risk benefit shall not be
adjusted to result in the market risk benefit being equal to zero at the
inception of the contract.

c. Consistent with paragraph 815-15-25-7, if a contract contains multiple

market risk benefits, those market risk benefits shall be bundled together
as a single compound market risk benefit.

> > > Death or Other Insurance Benefits

944-40-30-20 The amount of the additional liability recognized under paragraph
944-40-25-25A944-40-25-27A shall be determined based on the ratio (benefit
ratio) of the following:

a. Numerator. The present value of total expected excess payments over
the life of the contract, discounted at the contract rate.

b. Denominator. The present value of total expected assessments over the
life of the contract, discounted at the contract rate.

Total expected assessments are the aggregate of all charges, including those for
administration, mortality, expense, and surrender, regardless of how
characterized._The contract rate used to compute present value shall be either the
rate in effect at the inception of the book of contracts or the latest revised rate
applied to the remaining benefit period. The approach selected to compute the
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present value of revised estimates shall be applied consistently in subsequent
revisions to computations of the benefit ratio.

944-40-30-21 The benefit ratio as determined in the preceding paragraph may
exceed 100 percent, resulting in a liability that exceeds cumulative assessments.

944-40-30-22 For contracts in which the assets are reported in the general
account-and-that-include-investment-margin-in-their-estimated-gross-profits, the
investment margin (that is, the amounts expected to be earned from the investment
of policyholder balances less amounts credited to policyholder balances [see
paragraph 944-40-25-14]) shall be included with any other assessments for
purposes of determining total expected assessments_that are referenced in
paragraph 944-40-30-20.

944-40-30-22A An increase during a period in an unearned revenue liability_(that
is, deferral of revenue) established in paragraphs 944-605-25-6 through 25-7 shall
be excluded from the amounts assessed against the contract holder's account
balance for that period and a decrease in_(that is, amortization of) an unearned
revenue liability_in accordance with paragraph 944-605-35-2 during a period shall
be included with the assessments for that period. [Content amended as shown
and moved from paragraph 944-605-25-11]

944-40-30-23 The insurance entity shall calculate the present value of total
expected excess payments and total assessments and investment margins, as
applicable, based on expected experience.

944-40-30-24 Expected experience shall be based on a range of scenarios that
considers the volatility inherent in the assumptions rather than a single set of best

estimate assumptions.
944-40-30-25 Paraqraph superseded bv Accounting Standards Update No. 2018-

> > > >> Universal Life-Type-Contracts-with-Annuitization Benefits

944-40-30-26 The additional liability required under paragraph 944-40-25-27 shall
be measured initially based on the benefit ratio determined by the following
numerator and denominator:

a. Numerator. The present value of expected {add glossary
link}annuitization{add glossary link} payments to be made and related
incremental claim adjustment expenses, discounted at an upper-
medium grade (low-credit-risk) fixed-income instrument yield applicable
toestimated-investmentyields-expected-to-be-earned-during the payout
phase of the contract, minus the expected accrued account balance at
the expected annuitization date (the excess payments)._The excess of
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the present value payments to be made during the payout phase of the
contract over the expected accrued account balance at the expected
annuitization date shall be discounted at the contract rate.

b. Denominator. The present value of total expected assessments during
the accumulation phase of the contract, discounted at the contract rate.

Total expected assessments are the aggregate of all charges, including those for
administration, mortality, expense, and surrender, regardless of how
characterized.

944-40-30-27 For contracts whose assets are reported in the general account-and
that-include—investment-margin-in-their-estimated-gross—profits, the investment
margin_(that is, the amounts expected to be earned from the investment of
policyholder balances less amounts credited to policyholder balances [see
paragraph 944-40-25-14]) shall be included with any other assessments for
purposes of determining total expected assessments_that are referenced in
paragraph 944-40-30-26.

944-40-30-28 The insurance entity shall calculate the present value of total
expected excess payments and total assessments and investment margins, as
applicable, based on expected experience. Expected experience shall be based
on a range of scenarios that considers the volatility inherent in the assumptions
rather than a single set of best estimate assumptions. When determining expected
excess payments, the expected annuitization rate is one of the assumptions that
needs to be estimated.

944-40-30-29 In calculating the additional liability for the additional benefit feature,

Gen#aets—Subseeh@%ef—Seeﬂen—QM—%@—séthe contract rate used to compute
present value shall be either the rate in effect at the inception of the book of
contracts or the latest revised rate applied to the remaining benefit period. The
approach selected to compute the present value of revised estimates shall be
applied consistently in subsequent revisions to computations of the benefit ratio.

> > > Insurance Benefit Feature That Wraps a Noninsurance Contract

944-40-30-29A A reinsurer or issuer of the insurance benéefit features of a contract
shall calculate a liability for the portion of premiums collected each period that
represents compensation to the insurance entity for benefits that are assessed in
a_manner that is expected to result in current profits and future losses from the
insurance benefit function. That liability shall be calculated using the methodology
described in paragraphs 944-40-30-19B through 30-24 and 944-40-30-26 through
30-29.
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> Certain Participating Life Insurance Contracts—Net Level Premium
Reserve

944-40-30-30 The net level premium reserve shall be calculated based on the
dividend fund interest rate, if determinable, and mortality rates guaranteed in
calculating the {add glossary link}cash surrender values{add glossary link}
described in the contract. If the dividend fund interest rate is not determinable, the
guaranteed interest rate used in calculating cash surrender values described in
the contract shall be used. If the dividend fund interest rate is not determinable and
there is no guaranteed interest rate, the interest rate used in determining
guaranteed nonforfeiture values shall be used. Finally, if none of the above rates
exists, then the interest rate used to determine minimum cash surrender values—
as set by the National Association of Insurance Commissioners’ model standard
nonforfeiture law—for the year of issue of the contract should be used. Regardless
of the rate used, net premiums shall be calculated as a constant percentage of the
gross premiums.

12.  Amend paragraphs 944-40-35-5 through 35-6 and their related heading, the
heading preceding paragraph 944-40-35-8, 944-40-35-9 and its related heading,
944-40-35-12 and its related heading, 944-40-35-15 through 35-16, the heading
preceding paragraph 944-40-35-17, 944-40-35-18, and 944-40-35-20 through 35-
23 and the related heading, add paragraphs 944-40-35-6A, 944-40-35-7A through
35-7B, and 944-40-35-8A through 35-8B and their related headings, and
supersede paragraphs 944-40-35-7 through 35-8, 944-40-35-11, and 944-40-35-
24, with a link to transition paragraph 944-40-65-2, as follows:

Subsequent Measurement

Long-Duration Contracts

> Traditional_and Limited-Payment Long-Duration Contracts
944-40-35-5 Original-assumptions-shall-continue-to-be-usedAssumptions shall be

updated in subsequent accounting periods as follows to determine changes in the
liability for future policy benefits:liability forfuture—policy-benefits (often
referred-to-as-the-loek-in-coneeptiunless-apremium-deficiency-exists-subjectto
paragraphs-944-60-25-7 through-25-9-

a. Cash flow assumptions (that is, the assumptions used to derive estimated
cash flows, including the mortality, morbidity, termination, and
expense assumptions referenced in paragraphs 944-40-30-11 through
30-15) shall be reviewed—and if there is a change, updated—on an
annual basis, at the same time every year.

1. Cash flow assumptions shall be updated in interim reporting periods
if evidence suggests that cash flow assumptions should be revised.

2. An insurance entity may make an entity-wide election not to update
the expense assumption referenced in paragraph 944-40-30-15.

67



b. The discount rate assumption referenced in paragraph 944-40-30-9 shall
be updated for annual and interim reporting periods, as of the reporting
date.

944-40-35-6 Actual experience shall be recognized in the period in which that
experience arises. The liability for future policy benefits shall then be updated for
actual experience at least on an annual basis as described in paragraph 944-40-
35-5(a) (and for limited-payment contracts, see paragraph 944-605-35-1B for
guidance on updating any corresponding deferred profit liability). An insurance
entity need not update the liability for future policy benefits for actual experience
more often than on an annual basis, unless cash flow assumptions are updated as

descrlbed in paraqraph 944 40 35 5(a)(1) Gha%e&m—the—lmbm%y—feﬁmw&pehey

944-40-35-6A A related charge or credit to net income (see paragraph 944-40-45-
4) or other comprehensive income as a result of updating assumptions at the level
of aggregation at which reserves are calculated (that is, for a group of contracts)
shall be determined as follows:

a. Cash flow assumptions. Net premiums shall be updated for cash flow
changes. An insurance entity shall update its estimate of cash flows
expected over the entire life of a group of contracts using actual historical
experience and updated future cash flow assumptions. An insurance
entity shall recalculate net premiums by comparing the present value of
actual historical benefits and related actual (if applicable) historical
expenses plus updated remaining expected benefits and related
expenses, less the liability carryover basis (if applicable), with the present
value of actual historical gross premiums plus the updated remaining
expected gross premiums (see Examples 6 and 7 in paragraphs 944-40-
55-29H through 55-29U). The revised ratio of net premiums to gross
premiums shall not exceed 100 percent (see paragraph 944-40-35-7A).
1. Liability remeasurement gain or loss. The revised net premiums shall

be used to derive an updated liability for future policy benefits as of
the beginning of the current reporting period, discounted at the
original (that is, contract issuance) discount rate. The updated
liability for future policy benefits as of the beginning of the current
reporting period shall then be compared with the carrying amount of
the liability as of that date (that is, before the updating of cash flow
assumptions) to determine the current period change in_liability
estimate (that is, the liability remeasurement gain or loss) to be
recognized in _net income for the current reporting period (see
paragraph 944-40-45-4 for presentation requirements).

Current-period benefit expense. The revised net premiums shall be

applied as of the beginning of the current reporting period to derive

the benefit expense for the current reporting period (see paragraph
944-40-45-4 for presentation requirements).

[~
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3. Subsequent periods. In subsequent periods, the revised net
premiums shall be used to measure the liability for future policy
benefits, subject to future revisions.

b. Discount rate assumptions. Net premiums shall not be updated for
discount rate assumption changes.

1. The difference between the updated carrying amount of the liability
for future policy benefits (that is, the present value of future benefits
and expenses less the present value of future net premiums based
on updated cash flow assumptions) measured using the updated
discount rate assumption and the original discount rate assumption
shall be recognized directly to other comprehensive income (that is,
on an immediate basis).

2. The interest accretion rate shall remain the original discount rate
used at contract issue date.

944-40- 35 7 Paraqraph superseded bv Accounting Standards Update No 2018-

944-40-35-7A If the updating of cash flow assumptions results in the present value
of future benefits and expenses exceeding the present value of future gross
premiums, an insurance entity shall:

Set net premiums equal to gross premiums

Increase the liability for future policy benefits

Recognize a corresponding charge to net income for the current reporting
period (see paragraph 944-40-45-4) such that net premiums are set equal
to gross premiums.

o=

In subsequent periods (that is, until assumptions are subsequently updated), the
liability for future policy benefits shall be accrued with net premiums set equal to

dgross premiums.

944-40-35-7B In no event shall the liability for future policy benefits balance be
less than zero at the level of aggregation at which reserves are calculated.

> Universal Life-Type Contracts_and Nontraditional Contract Benefits

944-40 35- 8 Paraqraph superseded by Accountlnq Standards Update No. 2018-

> > Additional Liability

> > > Market Risk Benefits
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944-40-35-8A A market risk benefit may be positive (that is, an asset) or negative
(that is, a liability). Changes in fair value related to market risk benefits shall be
recognized in net income, with the exception of fair value changes attributable to
a_change in the instrument-specific credit risk of market risk benefits in a liability
position. The portion of a fair value change attributable to a change in the
instrument-specific credit risk of market risk benefits in a liability position shall be
recognized in other comprehensive income (see paragraph 944-40-45-3).

944-40-35-8B Upon derecognition of a market risk benefit, an insurance entity
shall derecognize any related amount included in accumulated other
comprehensive income. An insurance entity only shall include in net income any
gain or loss that is realized as a result of the insurance entity’s nonperformance
(that is, the settlement or extinguishment of an obligation for an amount less than
the contractual obligation amount). On the date of annuitization (for annuitization
benefits) or upon extinguishment of the account balance (for withdrawal benefits)
the balance related to the market risk benefit shall be derecognized, and the
amount deducted (after derecognition of any related amount included in
accumulated other comprehensive income) shall be used in the calculation of the
liability for future policy benefits for the payout annuity (including the establishment
of a deferred profit liability to the extent that the market risk benefit amount
deducted exceeds the amount of the liability for future policy benefits or the
recognition of an immediate loss to the extent that the amount of the liability for
future policy benefits exceeds the market risk benefit amount deducted).

> > >>> Contracts-with-Death or Other Insurance BenefitsBenefit Features

944-40-35-9 An insurance entity shall regularly evaluate estimates used and adjust
the additional liability balance, with a related charge or credit to benefit expense
(see paragraph 944-40-45-1), if actual experience or other evidence suggests that
earlier assumptions should be revised. In making such revised estimates, both the
present value of total excess payments and the present value of total expected
assessments and investment margins shall be calculated as of the balance sheet
date using historical experience from the issue date to the balance sheet date and
estimated experience thereafter.

944-40-35-10 The additional liability at the balance sheet date shall be equal to:

a. The current benefit ratio multiplied by the cumulative assessments
(cumulative assessments shall be calculated as actual cumulative
assessments, including investment margins, if applicable, recorded from
contract inception through the balance sheet date)

b. Less the cumulative excess payments (including amounts reflected in
claims payable liabilities)

c. Plus accreted interest.

However, in no event shall the additional liability balance be less than zero.

70



944-40-35-11 Paraqraph superseded bv Accountlnq Standards Update No. 2018-

> > > Contracts-with-Annuitization Benefits

944-40-35-12 The insurance entity shall regularly evaluate estimates used and
adjust the additional liability balance recognized under paragraph 944-40-25-27
with a related charge or credit to benefit expense_(see paragraph 944-40-45-2), if
actual experience or other evidence suggests that earlier assumptions should be
revised.

944-40-35-13 In making such revised estimates, both the present value of total
excess payments and the present value of total expected assessments or
investment margins shall be calculated as of the balance sheet date using
historical experience from the issue date to the balance sheet date and estimated
experience thereafter.

944-40-35-14 The additional liability at the balance sheet date shall be equal to the
sum of the following:

a. The current benefit ratio multiplied by the cumulative assessments

b. Accreted interest (an addition)

c. At time of annuitization, the cumulative excess payments determined at
annuitization (a deduction).

However, in no event shall the additional liability balance be less than zero.

944-40-35-15 The cumulative excess payments determined at annuitization in-{¢}
inthe-preceding paragraph 944-40-35-14(c) is the amount that shall be deducted
at the actual date of annuitization. That amount shall be calculated as the present
value of expected annuity payments and related claim adjustment expenses
discounted at an upper-medium grade (low-credit-risk) fixed-income instrument

yieldexpeeted-nvestmentyields minus the accrued account balance at the actual

annuitization date.

944-40-35-16 On the date of annuitization_or_extinguishment of the account
balance, the additional liability related to the cumulative excess benefits will be
zerederecognized and the amount deducted will be used in the calculation of the
liability for the payout annuity.

> > > >> Insurance Benefit Feature That Wraps a Noninsurance Contract

944-40-35-17 A reinsurer or issuer of the insurance benefit features of a contract
shall calculate a liability for the portion of premiums collected each period that
represents compensation to the insurance entity for benefits that are assessed in
a manner that is expected to result in current profits and future losses from the
insurance benefit function.

71



944-40-35-18 That liability shall be calculated using the methodology described in
paragraphs 944-40-35- 8A944—49%5—9 through 35-10 and 944-40-35-12 throuqh

> > Two-Tier Annuity

944-40-35-19 The accrued account balance for a two-tier annuity during the
accumulation phase shall be calculated using the lower-tier rate because the
account balance accumulated at the lower tier is the amount that would be
available in cash at maturity if the contract holder elects not to annuitize the
contract.

944-40-35-20 An additional liability determinedrecognized in accordance with
paragraphs 944-40-25-26 through 25-27 or a market risk benefit, as applicable,
shall be recognized during the accumulation phase for the arnuitization-benefit in
excess of the accrued account balance.

944-40-35-21 If there is an additional liability for the annuitization benefit and a
contract holder elects to annuitize, the present value of annuitization payments,
including related incremental claims adjustment expenses, discounted using an
upper-medium grade (low-credit-risk) fixed-income instrument yieldat-expected
investment—yields would represent the single premium used to purchase the
annuitization benefit.

> Certain Participating Life Insurance Contracts—Terminal Dividends

944-40-35-22 Terminal dividends accrued under paragraph 944-40-25-30 shall
be recognized as an expense over the life of a book of participating life insurance
contracts, at a constant rate based on the present value of the base used for the
amortization of deferred acquisition costsestimated—gross—margin—amounts
expected-to-be realized-over-the life-of the book-of contracts.

944-40-35-23 The present value of the amortization baseestimated-gross-margins
shall be computed using the expected investment yield (net of related investment
expenses). Accordingly, interest shall accrue on the balance of terminal dividends.

944-40 35-24 Paraqraph superseded bv Accounting Standards Update No. 2018-
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944-40-35-25 Increases in the liability for future policy benefits shall be reported
as an expense in the statement of earnings.

13. Amend paragraphs 944-40-45-1 through 45-2 and their related headings,
944-40-50-6 through 50-7 and their related heading, 944-40-55-14 through 55-17
and their related heading, 944-40-55-20 through 55-23, and 944-40-55-25 through
55-28, add paragraphs 944-40-45-3 through 45-4 and their related headings, 944-
40-50-5A, 944-40-50-7A through 50-7C and their related headings, 944-40-55-13A
through 55-13K and their related headings, and 944-40-55-29A through 55-29U
and their related headings, and supersede paragraphs 944-40-55-18, 944-40-55-
24, and 944-40-55-29, with a link to transition paragraph 944-40-65-2, as follows:

Other Presentation Matters

Long-Duration Contracts
> Universal Life-Type Contracts_and Nontraditional Contract Benefits
> > Contracts-with-Death or Other Insurance BenefitsBenefit Features

944-40-45-1 TheA change in the estimate of the additional liability for death or
other insurance benefits recognized under the guidance in paragraph 944-40-25-
27A as of the beginning of the current period (that is, the liability remeasurement
gain _or loss as a result of applying the revised benefit ratio) shall be
presentedrecognized as a separate component of total benefit expense in the
statement of eperations-operations, either parenthetically or as a separate line
item. The liability remeasurement gain or loss may be reported together with the
liability remeasurement gain or loss related to annuitization benefits and
traditional and limited-payment contracts.

> > Contracts-That Provide-Annuitization Benefits

944-40-45-2 The change in the estimate of the additional liability for annuitization
benefits recognized under paragraphs-944-40-25-22 through-25-24the guidance
in paragraph 944-40-25-27 as of the beginning of the current period (that is, the
liability remeasurement gain or loss as a result of applying the revised benefit ratio)
shall be presentedreperted as a separate component of total benefit expense in
the statement of eperations-operations, either parenthetically or as a separate line
item. The liability remeasurement gain or loss may be reported together with the
liability remeasurement gain or loss related to death or other insurance benefits
and traditional and limited-payment contracts.

> > Market Risk Benefits

944-40-45-3 The carrying amount of market risk benefits shall be presented
separately in the statement of financial position. The change in fair value related
to market risk benefits shall be presented separately in net income, except fair
value changes attributable to a change in the instrument-specific credit risk of

73



market risk benefits in _a liability position. The portion of a fair value change
attributable to a change in the instrument-specific credit risk of market risk benefits
in a liability position shall be presented separately in other comprehensive income.

> Traditional and Limited-Payment Contracts

944-40-45-4 The current-period change in estimate of the liability for future policy
benefits (that is, the liability remeasurement gain or loss) calculated under
paragraph 944-40-35-6A(a)(1) shall be presented as a separate component of total
benefit expense in the statement of operations, either parenthetically or as a
separate line item. For limited-payment contracts, the corresponding current-
period change in estimate of the deferred profit liability (that is, the liability
remeasurement gain or loss) calculated under paragraph 944-605-35-1C shall be
presented separately in net income, either parenthetically or as a separate line
item. The liability remeasurement gain or loss for traditional and limited-payment
contracts may be reported together with the liability remeasurement gain or loss
related to annuitization benefits and death or other insurance benéefits.

Disclosure

Long-Duration Contracts

944-40-50-5A An insurance entity shall disclose the information required by
paragraphs 944-40-50-6 through 50-7C in_a manner that allows users to
understand the amount, timing, and uncertainty of future cash flows arising from
the liabilities. An insurance entity shall aggregate or disaggregate the disclosures
in_paragraphs 944-40-50-6 through 50-7C so that useful information is not
obscured by the inclusion of a large amount of insignificant detail or by the
aggregation of items that have significantly different characteristics (see
paragraphs 944-40-55-13F through 55-13H). An insurance entity need not provide
disclosures about liabilities for insignificant categories; however, balances for
insignificant categories shall be included in the reconciliations.

> Traditional Long-Duration-ContraetsLiability for Future Policy Benefits
and Additional Liability for Annuitization, Death, or Other Insurance
Benefits

benefits-For_annual and interim_reporting periods, an_insurance entity shall
disclose the following information about the liability for future policy benefits for
traditional and limited-payment contracts described in paragraph 944-40-25-11
and the additional liability for annuitization, death, or other insurance benefits
described in paragraphs 944-40-25-26 through 25-27A, as applicable to each of
those liabilities:
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A year-to-date disaggregated tabular rollforward of the beginning balance

to the ending balance (see paragraph 944-40-55-131). Amounts shall be

presented gross of any related reinsurance recoverable. For the liability

for future policy benefits for traditional and limited-payment contracts, the

insurance entity shall present expected future net premiums separate

from expected future benefits.

For each disaggregated rollforward presented, either as a component of

the rollforward or as accompanying information:

1. For traditional and limited-payment contracts, the undiscounted and
discounted ending balance of expected future gross premiums and
expected future benefits and expenses

2. Actual experience during the period for mortality, morbidity, and
lapses, compared with what was expected for the period

3. The amount of revenue and interest recognized in the statement of
operations

4. The amount of any related reinsurance recoverable

5. The weighted-average duration of the liability

6. The weighted-average interest rate, a description of the technique(s)

used to determine the interest rate assumption, and information
about any adjustments to observable market information.
A reconciliation of the disaggregated rollforwards to the aggregate ending
carrying amount of the liability for future policy benefits and the additional
liability in the statement of financial position and the total revenue and
interest recognized in the statement of operations.
For traditional and limited-payment contracts, qualitative and quantitative
information about adverse development that resulted in an immediate
charge to current-period net income because of net premiums exceeding

gross premiums.

944-40-50-7 Insurance-entities-are-encouraged-to-disclose the-average rate-of
assumed-investment-yields—in—effect forthe—current-year.For annual reporting

periods, and to the extent required by Topic 270 on interim reporting, an insurance

entity shall disclose information about:

[®

b.

The significant inputs, judgments, assumptions, and methods used in
measuring the liability for future policy benefits and the additional liability
Changes in those significant inputs, judgments, and assumptions during
the period, and the effect of those changes on the measurement of the

liability.

> Liability for Policyholders’ Account Balances
944-40-50-7A For annual and interim reporting periods, an insurance entity shall

disclose the following information about the liability for policyholders’ account

balances described in paragraph 944-40-25-14 (excluding separate accounts

described in paragraph 944-80-25-2):
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A year-to-date disaggregated tabular rollforward of the beginning balance

to the ending balance (see paragraph 944-40-55-13J).

For each disaggregated rollforward:

1. The weighted-average crediting rate

2. The guaranteed benefit amounts in excess of the current account
balances

3. Cash surrender value.

A reconciliation of the disaggregated rollforwards to the aggregate ending

carrying amount of the liability for policyholders’ account balances in the

statement of financial position.

A tabular presentation of policyholders’ account balances by range of

guaranteed minimum _crediting rates _and the related range of the

difference between rates being credited to policyholders and the

respective guaranteed minimums.

> Market Risk Benefits

944-40-50-7B For annual and interim reporting periods, an insurance entity shall

disclose the following information about market risk benefits:

|

&

[

A year-to-date disaggregated tabular rollforward of the beginning balance
to the ending balance (see paragraph 944-40-55-13K)

For each disaggregated rollforward, the guaranteed benefit amounts in
excess of the current account balances (for example, the net amount at
risk) and weighted-average attained age of contract holders

A reconciliation of the disaggregated rollforwards to the aggregate ending
carrying amount in_the statement of financial position, disaggregated
between market risk benefits that are in an asset position and those that
are in a liability position.

944-40-50-7C For annual reporting periods, and to the extent required by Topic

270 on interim reporting, an insurance entity shall disclose information about:

[©

=

The significant_inputs, judgments, assumptions, and methods used in
measurement

Changes in those significant inputs, judgments, and assumptions during
the period and the effect of those changes on the measurement of market
risk benefits.

Implementation Guidance and lllustrations

Long-Duration Contracts

> Implementation Guidance

> > Liability for Future Policy Benefits
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> > > Cash Flow Assumption Updating

944-40-55-13A Paragraphs 944-40-35-5 through 35-6A and 944-40-35-7A
through 35-7B require an insurance entity to review—and if there is a change,
update—cash flow assumptions used in estimating the liability for future policy
benefits at the level of aggregation at which reserves are calculated. Example 6
(beginning in paragraph 944-40-55-29H) illustrates the calculation of the liability,
including subsequent changes in the estimate of the liability.

944-40-55-13B If the adjustment related to updating cash flow assumptions is an
unfavorable adjustment because of expected net premiums exceeding expected
gross premiums (that is, expected benefits and related expenses exceed
expected gross premiums), the insurance entity should:

a. Set net premiums equal to gross premiums

b. Increase the estimate of the liability for future policy benefits as of the
beginning of the current reporting period

c. Recognize a corresponding adjustment to net income for the current
reporting period (see paragraph 944-40-45-4)

d. Disclose qualitative and quantitative information related to adverse
development (see paragraph 944-40-50-6(d))

e. Accrue the liability for future policy benefits with net premiums being set

equal to gross premiums (that is, a ratio of net premiums to gross
premiums equal to 100 percent) until assumptions are subsequently

updated.
944-40-55-13C If the adjustment related to updating cash flow assumptions is an

unfavorable adjustment but does not result in net premiums exceeding gross
premiums, then the insurance entity should:

Increase the estimate of the liability for future policy benefits as of the
beginning of the current reporting period

b. Recognize a corresponding change in estimate adjustment to net income
for the current reporting period (see paragraph 944-40-45-4)

Accrue the liability for future policy benefits with the revised ratio of net
premiums to gross premiums until assumptions are subsequently

updated.

944-40-55-13D If the adjustment related to updating cash flow assumptions is a
favorable adjustment—including the reversal of previously recognized unfavorable
adjustment described in _paragraph 944-40-55-13B _or 944-40-55-13C—the
insurance entity should:

[®

[

a. Decrease the estimate of the liability for future policy benefits as of the
beginning of the current reporting period

b. Recognize a corresponding change in estimate adjustment to net income
for the current reporting period (see paragraph 944-40-45-4)
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c. Accrue the liability for future policy benefits with the revised ratio of net
premiums to gross premiums until assumptions are subsequently

updated.

> > > Discount Rate

944-40-55-13E An insurance entity should maximize the use of current observable
market prices of upper-medium-grade (low-credit-risk) fixed-income instruments
with durations similar to the liability for future policy benefits.

a. Aninsurance entity should not substitute its own estimates for observable
market data unless the market data reflect transactions that are not
orderly (see paragraphs 820-10-35-54I through 35-54J for additional
guidance on determining whether transactions are not orderly).

In determining points on the yield curve for which there are limited or no
observable market data for upper-medium-grade (low-credit-risk) fixed-
income instruments, an insurance entity should use an estimate that is
consistent with existing guidance on fair value measurement in Topic
820, particularly for Level 3 fair value measurement.

[

> > Disclosures

944-40-55-13F To allow financial statement users to understand the amount,
timing, and uncertainty of cash flows arising from contracts issued by insurance
entities, paragraph 944-40-50-5A requires that an insurance entity aggregate or
disaggregate certain disclosures so that useful information is not obscured by the
inclusion of a large amount of insignificant detail or by the aggregation of items
that have significantly different characteristics. Consequently, the extent to which
an insurance entity’s information is aggregated or disaggregated for the purpose
of those disclosures depends on the facts and circumstances that pertain to the
characteristics of the liability for future policy benefits, the additional liability, the
liability for policyholders’ account balances, separate account liabilities, market
risk benefits, or deferred acquisition costs (and balances amortized on a basis
consistent with deferred acquisition costs).

944-40-55-13G In addition, when selecting the type of category to use to aggregate
or disaggregate disclosures, an insurance entity should consider how information
about the disclosed items has been presented for other purposes, including the

following:
Disclosures presented outside the financial statements (for example, in

statutory filings)
b. Information reqularly viewed by the chief operating decision maker for
evaluating financial performance
Other information that is similar to the types of information identified in (a)
and (b) and that is used by the insurance entity or users of the insurance

[®

[
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entity’s financial statements to evaluate the insurance entity’s financial
performance or make resource allocation decisions.

944-40-55-13H Examples of categories that might be appropriate to consider to
aggregate or disaggregate disclosures include the following:

a. Type of coverage (for example, major product line)
b. Geography (for example, country or region)
c. Market or type of customer (for example, individual or group lines of

business).

When applying the guidance in paragraphs 944-30-50-2A through 50-2B, 944-40-
50-6 through 50-7C, and 944-80-50-1 through 50-2, an insurance entity should not
aggregate amounts from different reportable segments according to Topic 280, if

applicable.
944-40-55-131 The tabular rollforward of the beginning to the ending balance

related to the liability for future policy benefits or the additional liability as required
in paragraph 944-40-50-6 could include the following line items:

Issuances

Interest accrual

Net premiums or assessments collected

Benefit payments

Derecognition (lapses or withdrawals)

Effect of actual variances from expected experience
Effect of changes in cash flow assumptions

Effect of changes in discount rate assumptions.

Flire e e

944-40-55-13J The tabular rollforward of the beginning to the ending balance
related to the liability for policyholders’ account balances as required in paragraph
944-40-50-7A could include the following line items:

Issuances

Premiums received

Policy charges

Surrenders and withdrawals

Benefit payments

Transfers from or to separate accounts
Interest credited.

944-40-55-13K The tabular rollforward of the beginning to the ending balance
related to market risk benefits as required in paragraph 944-40-50-7B could
include the following line items:

e I™e a0 o |

Issuances
Interest accrual
Attributed fees collected

Benefit payments

210 o |©
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Effect of changes in interest rates

Effect of changes in equity markets

Effect of changes in equity index volatility

Actual policyholder behavior different from expected behavior
Effect of changes in future expected policyholder behavior
Effect of changes in other future expected assumptions
Effect of changes in the instrument-specific credit risk.

e e

To the extent that the tabular rollforward of the beginning to the ending balance
related to market risk benefits achieves the fair value disclosure requirements
described in Section 820-10-50, an insurance entity need not duplicate the related
fair value disclosure.

> lllustrations

> > Example 1: Calculation of an Additional Liability Related to Universal
Life-Type Contracts with Death or Other Insurance BenefitsMinimum

G tcod Death Benefit Liabilit

944-40-55-14 This Example illustrates how to calculate an additional liability for a

pelttfelm—ef—vanable—aﬂnwtyunlversal life-type contracts with—a—minimum
as discussed in paragraphs-944-40-35-9-through-35-

40Oparagraph 944-40-25-27A (for example, a variable universal life insurance
contract no-lapse guarantee that would meet the condition in paragraph 944-40-
25-25D(b) and not be accounted for as a market risk benefit). This Example
assumes that the guidance in paragraphs 944-20-15-20 through 15-25 has been
followed, with the conclusion that the mortality and morbidity risk associated with
insurance benefit features is other than nominal.

944-40-55-15 This Example assumes al—of-the following for the contracts
discussed:

a. The variable-annuity-contracts have no front-end loads.

b. The mortality assessments include any explicit assessments for
enhanced death benefit feature.

c. The surrender charges are calculated based on a percentage of
premiums.

d. The expense assessments are a fixed annual charge.

e. The discount rate isef 8 percent-is-the-samerate-as—usedfor-deferred

The contracts do not include.market risk benefits.

944-40-55-16 Paragraphs 944-40-55-25 through 55-2855-29 contain the same
basic assumptions as paragraph 944-40-55-20, but with the effect on the
components of the additional liabilityunadjusted—gross—profits of a 10 percent

increase in account balances (not shown in schedules) in Year 2.
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944-40-55-17 This Example illustrates computations involved in altefthe following:
a. Subparagraph superseded by Accounting Standards Update No. 2018-

12.Grossprofits

b. Benefit ratio

Additional minimum-guaranteed-death-benefitliability
Subparaqraph superseded bv Accounting Standards Update No 2018-

oo

944-40-55-19 Columns in the computations that follow do not cross-foot due to
rounding.

944-40-55-20 Computation of components of the additional liabilityFhe
computation-of unadjusted-grossprofits follows.

[For ease of readability, the new illustration is not underlined.]

Expense Mortality Surrender Total Excess
Year Assessments + Assessments + Charges = Assessments @ Payments
1 $ 30.00 $ 820.50 $ 1750 $ 868.00 $ -
2 29.75 871.65 44.62 946.02 12.20
3 29.48 919.29 61.42 1,010.19 20.61
4 29.20 969.80 68.12 1,067.12 25.94
5 28.89 1,034.77 64.99 1,128.65 31.58
6 28.55 1,086.61 95.16 1,210.32 44.05
7 28.18 1,143.53 58.71 1,230.42 49.53
8 27.78 1,086.61 - 1,114.39 52.00
9 27.34 1,268.91 - 1,296.25 65.93
10 26.87 1,333.10 - 1,359.97 76.78
11 26.35 1,382.93 - 1,409.28 93.75
12 25.79 1,433.09 - 1,458.88 104.76
13 25.18 1,487.10 - 1,512.28 120.67
14 24.52 1,539.66 - 1,564.18 142.22
15 23.81 1,597.88 - 1,621.69 151.25
16 23.06 1,662.23 - 1,685.29 153.64
17 22.25 1,691.70 - 1,713.95 210.92
18 21.39 1,723.70 - 1,745.09 236.72
19 20.48 1,751.22 - 1,771.70 270.72
20 19.52 1,788.11 - 1,807.63 270.82
Present Value $ 12,304.07 $ 72488

(a) If the product had investment margins, they would be included in the schedule in an additional column.
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Excess-

Recurring Death Unadjusted

Expt y St d Total Expenses- Benefits- Gross-

Year + ts + _Charg = & _ d - Paid =  Profits
El $—— 3000 $—— 82050 $—17.50 $— 86800 $— 2500 $——843.00
2 20.75 871.65 44.62 946.02 170.2 12.20 63.55
3 — 2948 — 91929 — 8142 — 101020 — 47778 —206% — 81180
4 — 2920 — 96980 — 6842 — 106742 18596 2504 85522
5 28.89 1,034, —64.99 112865 10653 3158 — 90054

6 28.55 1,086.64 95.16 1.210.32 204.89 44.05 961
7 2818 1,143.53 5871 1.230.42 214.07 4953 966.82
8 2778 ———1,086.61 - —4444.39 22432 — 5200 83807
9 27.34 4,268.91 1,206.25 234.2 65.9: 996.05
10 26.8 1,333.40 1.359.97 24457 7678 4,038.6%
14 — 2635 ———1,382.93 - —1,409.28 25245 — 9375 406308
13 25.18 1.487.10 15422 268.83 120.67 11227
14 2452 — 1530.66 — — 156418 — 27840 — 14222 — 4143386
15 — 2384 ———1,597.88 - — 162169 — 28646 — 45425 418428
16 23.06 1,662.23 1,685.28 206.25 153.64 1,235.39
18 2439 472370 _ —4745:09 —305-+ —23672 —4:20327
19 20.48 4,751.22 _ o AT77R70 30893 - 27072 ~4,192.05
20 19.52 4,788.44 R 1.807.63 314.28 270.82 122252
Present-Value —42:304.07 —724.88 —9:520.96

{a) H-th pi duct-had-i :" y”"y ld-be-included-in-th heduk dditi Il "

944-40-55-21 Computation of the benefit ratio follows.

[For ease of readability, the new illustration is not underlined.]

Present value of total expected excess payments

over the life of the contract $ 724.88
Divided by present value of total expected

assessments over the life of the contract 12,304.07
Equals benefit ratio 5.8914%
Presentvalue-ofexcess-death-benefitspaid $ 72488

944-40-55-22 Computation of the Year 1 additional liabilitymirimum-guaranteed
death-benefit follows.

[For ease of readability, the new illustration is not underlined.]
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Cumulative assessments
Multiplied by benefit ratio
Equals Year 1 additional liability

Surmulati ,
Multislied it rati
Eaual wioral liabil

$ 868.00
5.8914%
($) 51.14

$868.00-
5.8914%
{$)51.14-

944-40-55-23 The additional liability schedulemirimum-guaranteed-death-benefit
liability-amertized-over-total-revenue follows.

[For ease of readability, the new illustration is not underlined.]

(A) (B) (A) +(B)-(C)
Beginning Total Assessments Benefit (C) Ending Change in
Additional x Expense Excess Additional Additional
Year Liability Interest Benefit Ratio Incurred Payments Liability Liability
1 $ - $ - $ 51.14 $ 5114 $ - $ 51.14 $ 51.14
2 51.14 4.09 55.73 59.82 12.20 98.76 47.62
3 98.76 7.90 59.51 67.42 20.61 145.57 46.81
4 145.57 11.65 62.87 74.51 25.94 194.15 48.57
5 194.15 156.53 66.49 82.02 31.58 24459 5045
6 24459 19.57 71.30 90.87 44.05 291.41 46.82
7 291.41 23.31 7249 95.80 49.53 337.69 46.28
8 337.69 27.02 65.65 9267 52.00 378.35 40.66
9 378.35 30.27 76.37 106.63 65.93 419.06 40.70
10 419.06 33.52 80.12 113.65 76.78 455.92 36.86
1M 455.92 36.47 83.03 119.50 93.75 481.67 25.75
12 481.67 38.53 85.95 124.48 104.76 501.39 19.72
13 501.39 40.11 89.09 129.21 120.67 509.93 8.54
14 509.93 40.79 92.15 132.95 142.22 500.65 (9.27)
15 500.65 40.05 95.54 135.59 151.25 484.99 (15.66)
16 484.99 38.80 99.29 138.09 153.64 469.44 (15.55)
17 469.44 37.56 100.98 13853 210.92 397.05 (72.39)
18 397.05 31.76 102.81 134.57 236.72 29491 (102.14)
19 29491 23.59 104.38 127.97 270.72 152.16 (142.75)
20 152.16 1217 106.49 118.67 270.82 - (152.16)
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Guaranteed- E G teed
Death Death Death Change in-
Year Liability  + Interest + BenefitFactor - Paid = Liability Liability

4 $ $ 5144 $ $— 5114 $ 5114
2 — 5114 ——4.09- 5573 1220 ——98.76- ——4763-
3 9876 — 790 - 5951 2061 14557 4881
4 ‘I/H:.K-'\7 'I'I.RR R’?_Q ’7:_0/1 10/1_1E AQ.E7
5 10/1.1: 11:}:’} RR_AG '11_RQ ’)AA_RO Rn.AE
6 ’)AA.RO 10}:7 71_’2[\ AA_nR ’)01_/11 AR.Q’)
7 29141 23.31 7249 —49:53- —337.69- ——46.28-
8 ——337.69 - 27.02 - 8565 —52.00 - 37835 4066
g '17Q.’2: qn.')7 R_’l RE_O’I A10_nR Aﬂ. 0
_1_9 /110.{“1 ’!’}.E') Qn_1’7 7R_7Q ARR_O’7 ’IR.QR
_1_1, ARR.DG ’!R.A7 Q'z_n'z 0'2_7!: AQ1_R7 ’)E.7E
3 ——501.39 —40.141 - 89.09 12067 509.93 8.54
_1_4 50993 4079 92 15 142 .22 50065 (927
- - - - . (9.27)

_1_5 l:nn.n:: An.ﬁR OE_EA 11—'\4.’71—'\ _484_99_ —(_1_5_66_)
_1_6 AQA.DO ’!Q.Qh 00_’70 1E’X.R/1 _46_9_44_ —(_1_5_55_)
Q_g 152 16 12 147 10649 27082 152 186)
v v B v Y o7

12.

944-40-55-24 Paragraph superseded by Accounting Sta

Unadjusted- Additional Estimated
v, G Profi Liabili G Profi
4 $ 843.00 $ 54144 $ 791.86
2 — 76355 — 4763 - 71592
3 811.80 46.81 765.00
4 —— 85522 ——— 4857 ——806.64
5 an'l-'\/l :n.4: QRﬁ_ﬁO
6 96138 ——46.82 ——— 91456
1 g_g@g;z 4R28_ Q20 .55
8 ————838.07 ————40.66- ——797.40-
9 Q0605 An.7n Q55 35
10 —4,03864 — 3686 —3400475-
EED 1,063.08 2575 1,037-34
13 1,422.78 8.54 1,414.24
14 —+143:86- —{927) —45343-
15 1,184.28- (15.66) 1,499.94
16 —4:235:39- ——{15.55) —1;250:95-
17 4,202.54 (72.39) 1,274.93
18 —420327 —10214) —4:305:44-
19 119205 ———{142.75) —1,334.80-
20 1,222.52 (152.16) 1,374.68
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944-40-55-25 Computation of components of the additional liabilityuradjusted
gross-profits with a 10 percent increase in the account balance in Year 2 follows.

[For ease of readability, the new illustration is not underlined.]

Expense Mortality Surrender Total Excess

Year Assessments + Assessments Charges = _ Assessments Payments

1 $ 30.00 $ 820.50 $ 1750 $ 868.00 $ -

2 29.75 952.20 44.62 1,026.58 -
3 29.48 1,004.82 61.42 1,095.72 14.70
4 29.20 1,060.59 68.12 1,157.91 23.32
5 28.89 1,131.90 64.99 1,225.78 30.43
6 28.55 1,189.01 95.16 1,312.72 44.65
7 28.18 1,251.32 58.71 1,338.21 51.02
8 27.78 1,189.01 - 1,216.79 54.23
9 27.34 1,389.04 - 1,416.38 68.42
10 26.87 1,456.89 - 1,483.76 82.24
1 26.35 1,511.61 - 1,537.96 101.42
12 25.79 1,568.05 - 1,593.83 112.70
13 25.18 1,626.63 - 1,651.81 131.08
14 24.52 1,683.48 - 1,708.00 154.93
15 23.81 1,747.40 - 1,771.22 163.02
16 23.06 1,814.73 - 1,837.79 167.79
17 22.25 1,845.71 - 1,867.96 232.38
18 21.39 1,878.58 - 1,899.97 261.62
19 20.48 1,909.07 - 1,929.54 296.86
20 19.52 1,950.07 - 1,969.58 296.31
Present value $ 13,326.45 $ 759.24

Excess

Recurring- Death- Unadjusted-

Year Assessments  + _ Assessments Ch Total Revenue - Incurred - Paid = Profits
4 $—30.00 $—— 82050 $—17.50- $ - 868.00 $—25.00 $ $843.00
2 975 9652.20 4462 102658 18370 84288
3 — 2048 —1,004.82 —— 6142 — 109572 —192.04- — 1470 —888.08
s 20.20 106050 6842 1157.91 2330 033,50
5 28.89 12190 6490 04 8263
8 2778 118901 1216.79 24333 01023
10 26.87 1 45680 1483.76 265,01
1 26.35 151161 1537.96 27380 116264
13 1626.6 1651.81 20200 131.08 1/228.64
e 184574 1867.96 326.46 23038 130042
1 2139 189097 330.02 26162 1307.43
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944-40-55-26 Computation of the benefit ratio at Year 2 follows.

[For ease of readability, the new illustration is not underlined.]

Present value of total expected excess payments

over the life of the contract $ 759.24
Divided by present value of total expected

assessments over the life of the contract 13,326.45
Equals benefit ratio 5.6972%
Divided-by-present-value-of totalrevenue = —13;32645-

944-40-55-27 Computation of the Year 2 additional mirimum-guaranteed-death
benefit-liability follows.

[For ease of readability, the new illustration is not underlined.]

Cumulative assessments
Year 1 $ 868.00
Year 2 1,026.58

Total 1,894.58
Multiplied by benefit ratio 5.6972%
Equals Year 2 additional liability @ ($) 107.94

(a) Excludes interest, any deduction for actual claim expenses, and
accrued interest related to cumulative adjustment to benefits
expense (which amounts to $.13).

Cumulative revenue recognized
Year? $-868.00
Year2 4.026.58
Total 4.894.58

944-40-55-28 The_updated additional mirimum-guaranteed-death-benefit-liability
amortized-over-totalrevenueschedule follows.
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[For ease of readability, the new illustration is not underlined.]

A) Cumulative (B) (A)+(B)-(C)
Beginning Adjustments to Benefit ©) Ending Change in
Additional Total Assessments Benefit Expense Excess Additional Additional
Year Liability Interest x Benefit Ratio Expense Incurred Payments Liability Liability

1 $ - $ - $ 51.14 $ - $ 51.14 $ - $ 51.14 @ § 51.14
2 51.14 4.09 58.49 (1.82) © 60.76 - 111.89 © 60.76
3 111.89 8.95 62.43 - 71.38 14.70 168.57 56.68
4 168.57 13.49 65.97 - 79.45 23.32 224.71 56.13
5 224.71 17.98 69.84 - 87.81 30.43 282.09 57.38
6 282.09 22.57 74.79 - 97.36 44.65 334.79 52.71
7 334.79 26.78 76.24 - 103.02 51.02 386.80 52.00
8 386.80 30.94 69.32 - 100.27 54.23 432.83 46.04
9 432.83 34.63 80.69 - 115.32 68.42 479.73 46.90
10 479.73 38.38 84.53 - 122.91 82.24 520.40 40.67
1 520.40 41.63 87.62 - 129.25 101.42 548.24 27.83
12 548.24 43.86 90.80 - 134.66 112.70 570.20 21.96
13 570.20 45.62 94.11 - 139.72 131.08 578.84 8.64
14 578.84 46.31 97.31 - 143.62 154.93 567.53 (11.31)
15 567.53 45.40 100.91 - 146.31 163.02 550.82 (16.71)
16 550.82 44.07 104.70 - 148.77 167.79 531.80 (19.02)
17 531.80 42.54 106.42 - 148.97 232.38 448.38 (83.41)
18 448.38 35.87 108.25 - 144.12 261.62 330.88 (117.50)
19 330.88 26.47 109.93 - 136.40 296.86 170.42 (160.46)
20 170.42 13.63 112.21 - 125.84 296.31 - (170.42)

(a)
(b)

(c;

This represents the end-of-year liability using the original expense in Year 1.

The difference of 1.82 between the actual Year 1 liability (51.14) and the recomputed amount (49.32) will be the true-up adjustment included in
the Year 2 benefit expense.

Year 1 (51.14) plus Year 2 (58.49) plus interest (4.09), less Year 2 cumulative adjustment to benefit expense (1.82), equals an ending additional
liability balance of 111.89. Rounding results in a .01 difference.
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Additional- Additional
Minimum- Minimum-

Guaranteed- FotalRevenue- E G teed Change-in-
Death-Benefit- * Death- Death-Benefit- Additional-

Year Liability + Interest + BenefitFactor - BenefitsPaid = Liability Liability
4 L — o §———4945 ¥ g §———4945 ¥ § 514
2 49.45 3.96 5849 ® 14489 © 60.75
3 '111.&0 Q.OK R’).A’) 1/1. 0 15{51'12 EQ.QQ
4 16857 —31349 65:97 23.32 224.74 — 56144
5 —— 22471 —17.98 ————— 6984 3043 282.09 57.38
e ’)Q’)ll’\D ’7’7.2 7/1. Q AA.GR ‘1’2/1'70 E’)l 0
ra ’2’2/1. 9 ’)Q. 8 7R.’)A :1.no QQR'QH :'7.n1
8 386.80 30.94 69.32 54.2: 432.84 46.04
9 ——— 43284 —34.63 ———— 8069 ——— 6842 ———479.74 ——46.90
_1_9 4 lg 14 38 ;g QA.K’) Q’7.’7/1 R’)f\}A" Al’\.R
_1_1 R’)n.A'I A1.Q’Z 8 .R") 4!\1./1’) R/IQ")A 2 .Q’Z
2 ——54824 —4386 ——90.80 270 57024 —21.97
13 57021 45.62 9411 1314.08 578.86 865
4_4 R7Q.DG Aﬂ.’l1 o} .’24 4K/1.D’) RR7'ER (41.’11>
_1_5 56 55 AR.A!\ 4!\{\.01 »m'z.rv) 559_84 (1Q. 1)
16 ——550:84 —44.07 —310470 —16779 —53182 —19:02)
17 —— 53182 —4255 ———106:42 —— 23238 ————— 44841 —8341
_1_8 AAQ./I1 QE.D 10825 ’)ﬂ1lﬂ’) ‘1’2{\'01 (44 .Rl'\>
_1_9 ’1’2(\.01 ’)Q.A 4!\0.0’! ’)OG.QR k| n'/m ‘16 45)
20 —+/046 1364 22t ——296:3% —{170.46)

@

{b) Fhis

{c) Fhe-diff bet: thy tual v 1l
f (49.45) of 1-69-will be-the true-up-adiust
(o497 B P-ag)

60.75).

944-40-55-29 Paragraph superseded by Accounting Standards Update No. 2018-
follow-
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Unadjusted- Additional- Estimated-
Year GrossProfits Liability = GrossProfits
4 $—843.00- $——51+14 $—79186-
2 84288 680-75 78213
3 ———888.98- ———56.68- ——83230
4 933.50 56-14 877.36
5 Q82 63 57.38 Q25 25
6 1.046.10 52.70 993.40
7 105545 52.04 100314
8 — 91923 ———46.04 — 87319
9 109367 46-96 104677
10 1,136.32 40.67 ——1.095.65
+H 1162.64 2783 1:134.81
12 1:216-83 2197 1194.86
14 1:251-06 M3 1,262.31
15 1297142 (6.7 1.313.83
16 1.348.33 (19-02) 1.367.35
17 1.309.42 (83:41) 1.392.83
18 —1.30743- —H1750) —+H424.93-
49 —1.29744- (160:45) 145789

> > Example 2: Market Risk Benefits

> > > Guaranteed Minimum Accumulation or Death Benefit

944-40-55-29A A contract holder deposits $100,000 in a deferred variable-annuity
(either fixed or variable) that provides for a {add glossary link}guaranteed
minimum accumulation benefit{add glossary link} that guarantees that at a
specified anniversary date (for example, 5 years)—Fhe_the contract holder's
account balance will be the greater of the following:

a. The account value;

b. Deposits less partial withdrawals accumulated at 3 percent interest
compounded annually. [Content amended as shown and moved from
paragraph 944-20-55-17]

944-40-55-29B The contract holder’'s account balance is exposed to stock market
performance. At the specified anniversary date the contract holder's account
balance has declined to $80,000 due to stock market declines. The guaranteed
minimum value of the $100,000 deposit compounded annually at 3 percent interest
is $115,930. The contract holder’s account balance will be increased to the greater
amount, resulting in an account balance of $115,930._In this Example, the
guaranteed minimum accumulation benefit meets the criteria for a market risk
benefit in accordance with paragraph 944-40-25-25C because the guaranteed
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minimum_accumulation benefit protects the contract holder from other-than-
nominal capital market risk and exposes the insurance entity to other-than-nominal
capital market risk. Specifically, the insurance entity compensates the contract
holder for the shortfall (due to stock market declines) between the account balance
amount of $80,000 and the guaranteed amount of $115,930. The guaranteed
minimum accumulation benefit should be measured at fair value in accordance
with paragraph 944-40-30-19C. Similarly, if on the date of the death of the contract
holder the deferred annuity provides a guaranteed minimum death benefit amount
of $115,930 while the account balance is $80,000, the guaranteed minimum death
benefit meets the criteria for a market risk benefit in accordance with paragraph
944-40-25-25C because the insurance entity provides compensation for the
shortfall (due to stock market declines) between the account balance amount of
$80,000 and the guaranteed amount of $115,930. [Content amended as shown
and moved from paragraph 944-20-55-18]

> > > Guaranteed Minimum Living Benefits

944-40-55-29C A contract holder deposits $100,000 in a deferred-variable annuity
(either fixed or variable) that provides a {add glossary I|nk}guaranteed m|n|mum
income benefit{add glossary link}. The

contract specifies that if the contract holder elects to annuitize, the amount
available to annuitize will be the higher of the then account balance or the sum of
deposits less withdrawals. The contract holder's account balance is exposed to
stock market performancecentract-holder directs-the-deposit-to-equity-based-funds
within—the-separate—account. At the date that the contract holder chooses to

annuitize, the account balance has decllned to $80, 000 due to stock market
declines. J v J

- [Content amended as shown

and moved from paragraph 944-20-55-21]

944-40-55-29D In this Example, the guaranteed minimum income benefit meets
the criteria for a market risk benefit in accordance with paragraph 944-40-25-25C
because the guaranteed minimum income benéefit protects the contract holder from
other-than-nominal capital market risk and exposes the insurance entity to other-
than-nominal capital market risk. Specifically, the insurance entity compensates
the contract holder for the shortfall (due to stock market declines) between the
account balance amount of $80,000 and the $100,000 guaranteed amount at the
annuitization date. During the accumulation phase, the guaranteed minimum
income benefit feature should be measured at fair value in accordance with
paragraph 944-40-30-19C. Similarly, if the deferred annuity provides a
guaranteed minimum_ withdrawal benefit or a guaranteed minimum lifetime
withdrawal benefit that protects the contract holder from other-than-nominal capital
market risk and exposes the insurance entity to other-than-nominal capital market
risk, the guaranteed minimum withdrawal benefit or the guaranteed minimum
lifetime withdrawal benefit meets the criteria for a market risk benefit.
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> > Example 3: Disclosure of Information about the Liability for Future
Policy Benefits

944-40-55-29E This Example illustrates the information that an insurance entity
with two major long-duration product lines (term life and whole life) should disclose
in its 20X2 financial statements to meet certain requirements of paragraph 944-40-
50-6.

Note X: Liability for Future Policy Benefits

The balances of and changes in the liability for future policy benefits follow.

[For ease of readability, the new illustrations in Examples 3-7 are not
underlined.]
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December 31,
20X2 20X1
TermLife Whole Life TermlLife Whole Life

Balance, beginning of year $ vw § W § XXX § XXX

Beginning balance at original discount rate www www XXX XXX

Effect of changes in cash flow assumptions XXX XXX XXX XXX

Effect of actual variances from expected experience XXX XXX XXX XXX

Adjusted beginning of year balance XXX XXX XXX XXX

Present Value of lssuances XXX XXX XXX XXX

Expected Net

Premiums Interest accrual XX XX XX XX
Net premiums collected © (XXX) (XXX) (XXX) (XXX)
Derecognition (lapses) (XXX) (XXX) (XXX) (XXX)

Ending balance at original discount rate Yyy Yyy www www

Effect of changes in discount rate assumptions XXX XXX XXX XXX

Balance, end of year $ zz § ZZZ $ VW § VW

Balance, beginning of year $ VW § VW $ XXX $ XXX

Beginning balance at original discount rate WWW WWW XXX XXX

Effect of changes in cash flow assumptions XXX XXX XXX XXX

Effect of actual variances from expected experience XXX XXX XXX XXX

Adjusted beginning of year balance XXX XXX XXX XXX

Present Value of lssuances XXX XXX XXX XXX
Expgcted Future Interest accrual XXX XXX XXX XXX

Policy Benefits

Benefit payments (XXX) (XXX) (XXX) (XXX)
Derecognition (lapses) (XXX) (XXX) (XXX) (XXX)

Ending balance at original discount rate YYY YYY WWW WWW

Effect of changes in discount rate assumptions XXX XXX XXX XXX

Balance, end of year $ zzz $ zzZZ $ VW § YW

Net liability for future policy benefits $ ccc  § DDD §$ AAA § BBB

Less: Reinsurance recoverable XXX XXX XXX XXX

Net liability for future policy benefits,
after reinsurance recoverable $ XXX § XXX § XXX $ XXX

(a) Net premiums collected represent the portion of gross premiums collected from policyholders that is used to fund expected benefit
payments.

The reconciliation of the net liability for future policy benefits to the liability for
future policy benefits in the consolidated statement of financial position
follows.

December 31,

20X2 20X1
Term life $ CCC $ AAA
Whole life DDD BBB
Other XXX XXX
Total § XXX § XXX

The amount of undiscounted expected gross premiums and expected future
benefit payments follows.




Term life
Expected future benefit payments
Expected future gross premiums

Whole life
Expected future benefit payments
Expected future gross premiums

December 31,

20X2 20X1

©«

XXX $  XxX
$ XXX $ XXX

©«

XXX $  XxX
$ XXX $ XXX

The amount of revenue and interest recognized in the statement of

operations follows.

Gross Premiums or
Assessments

Interest Expense

December 31,

December 31,

20X2 20X1 20X2 20X1
Term life $ XXX $ XXX $ XXX $ XXX
Whole life XXX XXX XXX XXX
Other XXX XXX XXX XXX
Total $§ XXX $ XXX $§ XXX $ XXX

The weighted-average interest rate follows.

December 31,

20X2 20X1
Term life
Interest accretion rate XXX% XXX%
Current discount rate XXX% XXX%
Whole life
Interest accretion rate XXX% XXX%
Current discount rate XXX% XXX%

> > Example 4: Disclosure of Information about the Liability for

Policyholders’ Account Balances

944-40-55-29F This Example illustrates the information that an insurance entity

with two major long-duration products with policyholders’ account balances

(universal life and fixed annuities) should disclose in its 20X2 financial statements

to meet certain requirements of paragraph 944-40-50-7A.

Note X: Policyholders’ Account Balances
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The balance of account values by range of guaranteed minimum crediting
rates and the related range of difference, in basis points, between rates being
credited to policyholders and the respective guaranteed minimums follow.

D ber 31, 20X2

At 1 Basis Point- 51 Basis Points- Greater Than 150
Range of Guaranteed Guaranteed 50 Basis Points 150 Basis Points Basis Points

Minimum Crediting Rate Minimum Above Above Above Total
. XXX%-XXX% $ XXX § XX § XXX $ XXX $ XXX
Unersal X 006-X00% XXX XK X0 X XX
Greater than X.XX% XXX XXX XXX XXX XXX
Total $ XX § XXX § XXX § XXX § cccC
. XXX%-XXX% $ XX $ XX $ XXX $ XXX $ XXX
A':'ﬁzﬁy X XXX XK% XX XXX XXX XXX XXX
Greater than X XX% XXX XXX XXX XXX XXX
Total $ XX $ XXX $ XXX § XXX $ DDD

D ber 31, 20X1
At 1 Basis Point- 51 Basis Points- Greater Than 150
Range of Guaranteed Guaranteed 50 Basis Points 150 Basis Points Basis Points

Minimum Crediting Rate Minimum Above Above Above Total
X XXX%-XXX% $ XX $ XXX 8 XX 8 XX $ XXX
U”'Zife’sa' XX0U%-XXX% XXX XXX XXX XXX XXX
Greater than X XX% XXX XXX XXX XXX XXX
Total $ XXX § XXX $ XXX § XXX § AAA
. XXX%-X.XX% $ XXX § XXX $ XXX $ XX § XXX
A';':zﬁy XXX XX% XXX XXX XXX XXX XXX
Greater than X XX% XXX XXX XXX XXX XXX
Total $ XXX _$ XXX $ XXX § XXX _$  BBB

The balances of and changes in policyholders’ account balances follow.
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December 31,

20X2 20X1
Universal Life  Fixed Annuity Universal Life Fixed Annuity
Balance, beginning of year $ AMA § BBB $ XXX $ XXX
Issuances XXX XXX XXX XXX
Premiums received XXX XXX XXX XXX
Policy charges ) (XXX) (XXX) (XXX) (XXX)
Surrenders and withdrawals (XXX) (XXX) (XXX) (XXX)
Benefit payments (XXX) (XXX) (XXX) (XXX)
Net transfers from (to) separate account XXX XXX XXX XXX
Interest credited XXX XXX XXX XXX
Other XXX XXX XXX XXX
Balance, end of year $ ccC $ DDD § AAA  $ BBB
Weighted-average crediting rate XXX% XXX% XXX% XXX%
Net amount at risk ! $ XXX $ XXX $ XXX $ XXX
Cash surrender value $ XXX § XXX $ XXX $ XXX

(a) Contracts included in the policyholder account balances are generally charged a premium and/or monthly
assessments on the basis of the account balance.

(b) For those guarantees of benefits that are payable in the event of death, the net amount at risk is generally
defined as the current guaranteed minimum death benefit in excess of the current account balance at the

balance sheet date.

The reconciliation of policyholders’ account balances to the policyholders’

account balances’ liability in the consolidated statement of financial position

follows.

Universal life
Fixed annuity
Other

Total

December 31,

20X2 20X1
$ ccc $ AAA
DDD BBB
XXX XXX

$ XXX $ XXX

> > Example 5: Disclosure of Information about Market Risk Benefits

944-40-55-29G This Example illustrates the information that an insurance entity

with market risk benefits should disclose in its 20X2 financial statements to meet

certain requirements of paragraph 944-40-50-7B.

Note X: Market Risk Benefits

The balances of and changes in guaranteed minimum withdrawal benefits

associated with variable annuities and indexed annuities follow.
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December 31, 20X2 December 31, 20X1

Variable Indexed Variable Indexed
Annuities Annuities Annuities Annuities

Balance, beginning of year $  AAA $  FFF $ XXX $ XXX

Balance, beginning of year, before effect of

changes in the instrument-specific credit risk XXX XXX XXX XXX

Issuances XXX XXX XXX XXX

Interest accrual XXX XXX XXX XXX

Attributed fees collected XXX XXX XXX XXX

Benefit payments (XXX) (XXX) (XXX) (XXX)

Effect of changes in interest rates XXX XXX XXX XXX

Effect of changes in equity markets XXX XXX XXX XXX

Effect of changes in equity index volatility XXX XXX XXX XXX

Actual policyholder behavior different from

expected behavior XXX XXX XXX XXX

Effect of changes in future expected policyholder

behavior XXX XXX XXX XXX

Effect of changes in other future expected

assumptions XXX XXX XXX XXX

Balance, end of year, before effect of changes in

the instrument-specific credit risk XXX XXX XXX XXX

Effect of changes in the instrument-specific

credit risk XXX XXX XXX XXX
Balance, end of year $ GGG $ LLL $ AAA $ FFF
Reinsurance recoverable, end of year $ XXX $ XXX $ XXX $ XXX
Balance, end of year, net of reinsurance $ XXX $ XXX $ XXX $ XXX

The reconciliation of market risk benefits by amounts in an asset position and
in a liability position to the market risk benefits amount in the consolidated
statement of financial position follows.

December 31,
20X2 20X1
Asset Liability Net Asset Liability Net

Variable annuites $§ XXX § XXX $ GGG $ XXX § XXX § AAA

Indexed annuities XXX XXX LLL XXX XXX FFF
$ XXX $ XXX § NNN  § XXX § XXX $§ MMM
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> > Example 6: Updating of Assumptions Used in the Measurement of the
Liability for Future Policy Benefits

944-40-55-29H This Example illustrates an approach to updating assumptions
used to measure the liability for future policy benefits related to traditional life
insurance contracts.

944-40-55-291 This Example assumes the following for the contracts discussed:

a. At contract inception:

1. The insurance entity issues 1,000 guaranteed-renewable 20-year
term life insurance contracts that are grouped into a single cohort for
purposes of measuring the liability for future policy benefits.

Face amount per contract: $200,000.

Annual premium per contact: $500.

Discount rate: 0 percent.

Lapse rate: 5 percent for all years.

Mortality rate: 0.1 percent in Year 1, increasing linearly to 0.29
percent in Year 20.

For ease of illustration, no expenses are assumed, benefit payments
and premium receipts occur at the end of the year, and annual
periods are presented.

During Year 6: The insurance entity experiences unfavorable mortality
that is 20 percent higher than expected. The insurance entity determines
that it does not need to change its future mortality or lapse assumptions.
During Year 9: After experiencing continued unfavorable mortality (20
percent higher than expected in Years 7 through 9), the insurance entity
increases its mortality assumption by 20 percent for Years 10 through 20.
During Year 10: The current upper-medium grade (low-credit-risk) fixed-
income _instrument vyield increases from 0 percent to 2 percent. The
insurance entity does not change its future mortality or lapse
assumptions.

944-40-55-29J This Example illustrates computations involved in the following:

a. Net premiums
b. Liability remeasurement adjustments.

(12 S Rl S

[~

[

iy

[

944-40-55-29K The computation of the original net premium ratio at the issue date
of the portfolio of contracts follows.
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Original Cash Flow Estimate

Gross
Year Benefits Premiums

1 $ 200.0 $ 500.0

2 208.8 4745

3 216.1 450.3
4 222.2 427.3
5 227.0 405.4

6 230.7 384.6

7 2335 364.8

8 235.3 346.0

9 236.3 328.1
10 236.5 311.2
11 236.0 2951
12 235.0 279.7
13 233.4 265.2
14 231.3 251.4
15 228.7 238.3
16 225.8 225.8
17 2225 214.0
18 219.0 202.8
19 215.1 1921
20 211.1 182.0
Total $  4504.4 $ 63384
Present value © $ 45044 $  6,3384

Net premium ratio © 71.1%

(a) 0% discount rate.
(b) Present value of benefits/present value of gross premiums (for Years 1-20).

944-40-55-29L The computation of the liability for future policy benefits at the end
of Year 1 follows.
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Liability for Future Policy Benefits (End of Year 1)

Gross
Year Benefits Premiums Net Premiums ©
2 $ 208.8 $ 474.5 $ 337.2
3 216.1 450.3 320.0
4 222.2 427.3 303.6
5 227.0 405.4 288.1
6 230.7 384.6 273.3
7 233.5 364.8 259.2
8 235.3 346.0 245.9
9 236.3 3281 233.2
10 236.5 311.2 2211
11 236.0 295.1 209.7
12 235.0 219.7 198.8
13 233.4 265.2 188.5
14 231.3 2514 178.6
15 228.7 238.3 169.3
16 225.8 225.8 160.5
17 2225 214.0 152.1
18 219.0 202.8 1441
19 2151 192.1 136.5
20 2111 182.0 129.3
Total $ 4,3044 $ 5,838.4 $ 4,149.0
Present value ® $ 43044 $ 58384 $ 4,149.0
(a) Gross premiums x 71.1% net premium ratio.
(b) 0% discount rate.
Present value of future benefits (for Years 2-20) $ 4,304.4
Less: Present value of future net premiums (for Years 2-20) 4,149.0
Liability for future policy benefits $ 155.4

Accounting Entries (Year 1)

Cash @ $ 300.0

Benefits expense ® 355.4
Premium income $ 500.0
Liability for future policy benefits 155.4

(@) Premiums collected of $500.0, less benefits paid of $200.0.
(b) Benefits paid of $200.0, plus change in reserve of $155.4.

944-40-55-29M At the end of Year 6, the Entity updates its mortality assumption
to reflect the unfavorable experience in that year (that is, the true-up from expected
experience to actual experience) and its effect on estimated cash flows. However,
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as specified in paragraph 944-40-35-5(a), the Entity reviewed its future cash flow
assumptions and determined that its future mortality and lapse assumptions did
not need to be adjusted.

The following table provides information about the estimated cash flow effects of
updating cash flow assumptions and the corresponding adjustment to the liability
for future policy benefits and current-period benefit expense.

Original Cash Flow Esti Updated Cash Flow Esti @ Change
Gross Gross Gross
Year Benefi Premi Benefi Premi Benefi Premi

1 $ 2000 $ 5000 $ 2000 § 5000 $ -8 -

2 208.8 4745 208.8 4745 - -

3 216.1 450.3 216.1 450.3 - -

4 2222 427.3 2222 4273 - -

5 227.0 405.4 227.0 405.4 - -

6 230.7 384.6 276.9 384.6 46.1 -
7 2335 364.8 233.4 364.7 0.1) (0.1)
8 235.3 346.0 235.2 345.9 0.1) (0.1)
9 236.3 328.1 236.2 328.0 (0.1) (0.1)
10 236.5 3112 236.4 3111 (0.1) (0.1)
1 236.0 295.1 236.0 295.0 (0.1) (0.1)
12 235.0 279.7 234.9 279.7 (0.1) (0.1)
13 233.4 265.2 233.3 265.1 (0.1) (0.1)
14 231.3 2514 231.2 2513 0.1) (0.1)
15 228.7 238.3 228.7 238.2 0.1) (0.1)
16 225.8 2258 2257 2257 0.1) (0.1)
17 2225 214.0 2225 213.9 (0.1) (0.1)
18 219.0 202.8 218.9 202.7 (0.1) (0.1)
19 215.1 1921 215.1 192.0 (0.1) (0.1)
20 211.1 182.0 211.0 181.9 (0.1) (0.1)
Total S 45044 $ 63384 $ 45496 S 63373 $ 452 § (1.1)
Present value ® $ 45044 $ 63384 $ 45496 $ 63373 § 452 $ (1.1)

Net premium ratio © 71.1% 71.8%

(a) Benefits and gross premiums for Years 1-6 represent actual (historical) cash flows. Years 7-20 represent expected (future) cash flows.
(b) 0% discount rate.
(c) Present value of benefits/present value of gross premiums (for Years 1-20).
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Remeasurement of Liability for Future Policy Benefits (Beginning of Year 6)

Original Estimate

Updated Estimate

Gross Gross Net
Year Benefits Premiums Net Premiums © Benefits Premiums Premiums ®
6 $ 230.7 $ 384.6 $ 273.3 $ 276.9 $ 384.6 $ 276.1
7 2335 364.8 259.2 2334 364.7 261.8
8 2353 346.0 245.9 2352 3459 248.3
9 236.3 3281 233.2 236.2 3280 2355
10 236.5 311.2 221.1 236.4 3111 2233
" 236.0 295.1 209.7 236.0 295.0 211.8
12 235.0 279.7 198.8 2349 279.7 200.8
13 2334 265.2 188.5 233.3 265.1 190.3
14 231.3 251.4 178.6 231.2 251.3 180.4
15 228.7 238.3 169.3 228.7 238.2 171.0
16 225.8 225.8 160.5 2257 2257 162.1
17 222.5 214.0 152.1 2225 2139 153.6
18 219.0 202.8 1441 218.9 202.7 145.5
19 215.1 192.1 136.5 215.1 192.0 137.9
20 2111 182.0 129.3 211.0 181.9 130.6
Total $ 3,430.2 $ 4,081.0 $ 2,900.1 $ 34754 $ 4,079.8 $ 2,928.9
Presentvalue ©  $ 3,430.2 $ 4,081.0 $ 2,900.1 $ 34754 $ 4,079.8 $ 2,928.9
(a) Gross premiums x 71.1% net premium ratio.
(b) Gross premiums x 71.8% net premium ratio.
(c) 0% discount rate.
Original Updated
i i Change
Present value of future benefits (for Years 6-20) $ 34302 $ 34754 $ 452
Less: Present value of future net premiums (for Years 6-20) 2,900.1 2,928.9 28.8
Liability for future policy benefits $ 5301 $§ 5465 § 16.4
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Liability for Future Policy Benefits (End of Year 6)

Gross

Year Benefits Premiums Net Premiums ©
7 $ 2334 $ 3647 $ 261.8

8 235.2 345.9 248.3

9 236.2 328.0 235.5
10 236.4 3111 223.3
11 236.0 295.0 211.8
12 234.9 279.7 200.8
13 233.3 265.1 190.3
14 2312 251.3 180.4
15 228.7 238.2 171.0
16 225.7 225.7 162.1
17 2225 213.9 153.6
18 218.9 202.7 145.5
19 215.1 192.0 137.9
20 211.0 181.9 130.6
Total $ 31985 $ 36953 $ 2,652.8
Present value ® $ 31985 § 36953 § 2,652.8

(a) Gross premiums x 71.8% net premium ratio.
(b) 0% discount rate.

Present value of future benefits (for Years 7-20) $ 3,198.5
Less: Present value of future net premiums (for Years 7-20) 2,652.8
Liability for future policy benefits $ 545.7

Accounting Entries (Year 6)

Cash @ $ 107.7

Benefits expense ® 276.1

Liability remeasurement loss © 16.4
Premium income $ 384.6
Liability for future policy benefits @ 15.6

(a) Premiums collected of $384.6, less benefits paid of $276.9.

(b) Benefits paid of $276.9, less change in reserve of $0.8 using current net premium ratio of 71.8%.
(c) Separately presented in the statement of operations.

(d) Liability remeasurement of $16.4, less current period change in reserve of $0.8.

944-40-55-29N At the end of Year 9, the Entity reviews and updates its mortality
assumption to reflect the unfavorable experience in that year and an increase in
expected mortality in Years 10 through 20.

The following tables provide information about the estimated cash flow effects of
updating the mortality assumption and the corresponding adjustment to the liability
for future policy benefits and current-period benefit expense.
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Prior Cash Flow Esti Updated Cash Flow Esti @ Change

Gross Gross Gross
Year i P i fi P i B fit: P i

1 $ 2000 $ 5000 $ 2000 $ 5000 $ - $ -

2 208.8 4745 208.8 4745 - -

3 216.1 450.3 216.1 450.3 - -

4 2222 421.3 2222 421.3 - -

5 227.0 4054 227.0 4054 - -

6 276.9 384.6 276.9 384.6 - -

7 280.1 364.7 280.1 364.7 - -

8 282.2 345.8 2822 345.8 - -

9 236.0 3278 283.2 3278 472 -
10 236.3 310.9 283.4 3108 47.2 (0.1)
1 235.8 294.8 282.8 2946 47.0 0.2)
12 234.8 2795 281.4 279.2 46.6 (0.3)
13 233.1 264.9 279.3 264.5 46.2 (0.4)
14 2311 2511 276.7 2506 457 (0.5)
15 2285 238.0 2735 2374 45.0 (0.6)
16 225.6 2256 269.9 224.9 443 (0.7)
17 2223 2138 265.9 213.0 435 (0.7)
18 21838 2026 261.5 201.8 427 (0.8)
19 214.9 191.9 256.8 191.0 41.8 (0.9)
20 2109 181.8 251.8 180.9 409 (0.9)
Total $ 46414 § 63353 $ 51795 § 63291 § 5381 _$ (6.1)
Present value ® $ 46414 $ 63353 $ 51795 $ 63201 § 5381 $ (6.1)

Net premium ratio © 73.3% 81.8%

(a) Benefits and gross premiums for Years 1-9 represent actual (historical) cash flows. Years 10-20 represent expected (future) cash flows.
(b) 0% discount rate.
(c) Present value of benefits/present value of gross premiums (for Years 1-20).

103



Remeasurement of Liability for Future Policy Benefits (Beginning of Year 9)

Prior Estimate Updated E
Gross Gross Net
Year Benefits Premiums Net Premiums © Benefits Premiums Premiums ©
9 $ 236.0 $ 327.8 $ 240.2 $ 283.2 $ 327.8 $ 268.3
10 236.3 3109 227.8 283.4 3108 254.3
1 2358 294.8 216.0 282.8 294.6 2411
12 234.8 279.5 204.7 281.4 279.2 228.4
13 2331 264.9 194.1 2793 264.5 216.5
14 231.1 2511 184.0 276.7 250.6 205.1
15 228.5 238.0 174.4 273.5 237.4 194.3
16 225.6 2256 165.3 269.9 2249 184.1
17 2223 213.8 156.6 265.9 213.0 174.3
18 218.8 202.6 148.4 261.5 201.8 165.1
19 214.9 191.9 140.6 256.8 191.0 156.3
20 210.9 181.8 133.2 251.8 180.9 148.0
Total $ 2,728.1 $ 2,982.7 $ 2,185.2 $ 32662 $ 2976.6 $ 2,435.9
Presentvalue @ §$ 2,728.1 $ 2,982.7 $ 2,185.2 $ 32662 $ 2976.6 $ 2,4359
(a) Gross premiums x 73.3% net premium ratio.
(b) Gross premiums x 81.8% net premium ratio.
(c) 0% discount rate.
Prior Updated
Estimate Estimate Change
Present value of future benefits (for Years 9-20) $ 27281 § 32662 § 538.1
Less: Present value of future net premiums (for Years 9-20) 2,185.2 2,435.9 250.7
Liability for future policy benefits $ 5429 § 8303 § 287.4
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Liability for Future Policy Benefits (End of Year 9)

Gross

Year Benefits Premiums Net Premiums @
10 $ 2834 § 310.8 $ 254.3
11 282.8 294.6 241.1
12 281.4 279.2 228.4
13 279.3 264.5 216.5
14 276.7 250.6 205.1
15 2735 237.4 194.3
16 269.9 224.9 184.1
17 265.9 213.0 174.3
18 261.5 201.8 165.1
19 256.8 191.0 156.3
20 251.8 180.9 148.0
Total $ 29830 $ 2,648.7 $ 2,167.6
Present value ® $ 29830 $ 26487 $ 2,167.6

(a) Gross premiums x 81.8% net premium ratio.
(b) 0% discount rate.

Present value of future benefits (for Years 10-20) $ 2,983.0
Less: Present value of future net premiums (for Years 10-20) 2,167.6
Liability for future policy benefits $ 8154

Accounting Entries (Year 9)

Cash @ $ 446

Benefits expense © 268.3

Liability remeasurement loss 287.4
Premium income $ 3278
Liability for future policy benefits @ 2725

Premiums collected of $327.8, less benefits paid of $283.2.

Benefits paid of $283.2, less change in reserve of $14.9 using current net premium ratio of 81.8%.
Separately presented in the statement of operations.

Liability remeasurement of $287.4, less current period change in reserve of $14.9.

(a
(b
(c
d

944-40-55-290 At the end of Year 10, the Entity updates its discount rate
assumption from 0 percent to 2 percent.

The following table provides information about the effect of updating the discount
rate assumption and the adjustment to the liability for future policy benefits and
other comprehensive income.
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Liability for Future Policy Benefits (End of Year 10)

Original Current

Discount Discount

Rate 0% Rate 2% Change
Present value of future benefits (for Years 11-20) $ 2696 $ 24300 $ (2696)
Less: Present value of future net premiums (for Years 11-20) 1,913.3 1,733.8 (179.5)
Liability for future policy benefits $ 7863 $ 6962 $ (90.1)

Decrease to Liability for Future Policy Benefits (End of Year 10)

Liability for future policy benefits $ 90.1
Other comprehensive income $ 90.1

> > Example 7: Updating of Assumptions Used in the Measurement of the
Liability for Future Policy Benefits with a Carryover Basis

944-40-55-29P This Example illustrates an approach to updating assumptions
used to measure the liability for future policy benefits with a carryover basis.

944-40-55-29Q This Example assumes the following for the contracts discussed:

a. The beginning of Year 4 carryover basis is $387.6, which will be used in
subsequent recalculations of the net premium ratio.

b. Atthe beqginning of Year 4, the Entity updates cash flow assumptions and
recalculates net premiums.

c. Adiscount rate of 0 percent is used to compute the net premiums and the
liability for future policy benefits.

d. For ease of illustration, no expenses are assumed, benefit payments and

premium receipts are made at the end of the year, and annual periods
are presented.

944-40-55-29R This Example illustrates computations that involve the following:

a. Net premiums
b. Updates of the net premium ratio.

944-40-55-29S At the beginning of Year 4, the Entity recalculates the net
premiums as follows.
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Net Premium Ratio

Gross
Year Benefits Premiums
4 $ 222.2 $ 427.3
5 227.0 405.4
6 276.9 384.6
7 2334 364.7
8 235.2 345.9
9 236.2 328.0
10 236.4 3111
11 236.0 295.0
12 234.9 279.7
13 233.3 265.1
14 231.2 251.3
15 228.7 238.2
16 225.7 225.7
17 2225 213.9
18 218.9 202.7
19 2151 192.0
20 211.0 181.9
Total $ 39246 _$ 49125
Presentvalue ® 39246 $ 49125
(a) 0% discount rate.
Present value of benefits (for Years 4-20) (A) $3,924.6
Carrying value of the liability for future policy benefits (end of Year 3) (B) 387.6
Expected remaining benefits (A)-(B)=(C)__3,537.0
Present value of gross premiums (for Years 4-20) (D) $4,9125
Updated net premium ratio = (C)/(D) 72.0%

944-40-55-29T The computation of the liability for future policy benefits at the end
of Year 4 using the revised net premiums follows.
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Liability for Future Policy Benefits (End of Year 4)

Gross

Year Benefits Premiums Net Premiums ©
5 $ 2270 % 4054 % 291.9

6 276.9 384.6 276.9

7 233.4 364.7 262.6

8 235.2 345.9 249.0

9 236.2 328.0 236.2
10 236.4 311.1 224.0
11 236.0 295.0 212.4
12 234.9 2797 201.4
13 233.3 265.1 190.9
14 231.2 251.3 180.9
15 228.7 238.2 171.5
16 225.7 2257 162.5
17 222.5 213.9 154.0
18 218.9 202.7 145.9
19 215.1 192.0 138.3
20 211.0 181.9 131.0
Total $ 37024 $ 44852 $ 3,229.4
Presentvalue® $ 37024 $ 44852 § 3,229.4

(a) Gross premiums x 72.0% net premium ratio.
(b) 0% discount rate.

Present value of future benefits (for Years 5-20) $ 3,702.4
Less: Present value of future net premiums

(for Years 5-20) 3,229.4
Liability for future policy benefits $ 473.0

944-40-55-29U At the end of Year 6, the Entity reviews and updates its mortality
assumption as specified in paragraph 944-40-35-5(a), which results in an
adjustment to benefit expenses and the liability for future policy benefits.
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Net Premium Ratio

Gross
Year © Benefits Premiums

4 $ 2222 $ 427.3
5 227.0 405.4
6 276.9 384.6
7 280.1 364.7
8 282.2 345.8
9 283.2 327.8
10 283.4 310.8
1" 282.8 294.6
12 281.4 279.2
13 279.3 264.5
14 276.7 250.6
15 273.5 237.4
16 269.9 224.9
17 265.9 213.0
18 261.5 201.8
19 256.8 191.0
20 251.8 180.9
Total $ 4,554.6 $ 49043
Present value ®  § 45546 § 49043

(a) Benefits and gross premiums for Years 4-6 represent actual (historical) cash flows. Years 7-20 represent expected (future) cash flows.

(b) 0% discount rate.

Present value of benefits (for Years 4-20) (A) $ 4,554.6
Carrying value of the liability for future policy benefits (end of Year 3) (B) 387.6
Expected remaining benefits (A)—(B)=(C)__4,167.0

Present value of gross premiums (for Years 4-20)
Updated net premium ratio = (C)/(D)

(D) $ 49043
85.0%
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Remeasurement of Liability for Future Policy Benefits (Beginning of Year 6)

Original Estimate

Undated

Gross Gross Net
Year Benefits Premiums Net Premiums © Benefits Premiums Premi ©
6 $ 2769 $ 3846 $ 2769 §$ 2769 $ 3846 § 326.8
7 2334 364.7 262.6 280.1 364.7 309.9
8 2352 345.9 249.0 282.2 345.8 29338
9 236.2 328.0 236.2 283.2 327.8 2785
10 236.4 311.1 224.0 2834 3108 264.0
1 236.0 295.0 2124 282.8 294.6 250.3
12 234.9 2197 201.4 281.4 279.2 237.2
13 233.3 265.1 190.9 279.3 264.5 224.8
14 231.2 2513 180.9 276.7 250.6 213.0
15 228.7 238.2 171.5 2735 2374 201.8
16 225.7 2257 162.5 269.9 224.9 191.1
17 2225 213.9 154.0 265.9 213.0 181.0
18 218.9 202.7 145.9 261.5 201.8 171.4
19 215.1 192.0 138.3 256.8 191.0 162.3
20 211.0 181.9 131.0 251.8 180.9 153.7
Total $ 3,475.4 $ 4,079.8 $ 2,937.5 $ 41054 $ 40716 $ 3,459.5
Presentvalue @ § 3,475.4 $ 4,079.8 $ 2,937.5 $ 41054 $ 40716 $ 3,459.5
(a) Gross premiums x 72.0% net premium ratio.
(b) Gross premiums x 85.0% net premium ratio.
(c) 0% discount rate.
Original Updated
i Estimate Change
Present value of future benefits (for Years 6-20) $ 34754 $ 41054 $ 630.0
Less: Present value of future net premiums (for Years 6-20) 2,937.5 3,459.5 522.0
Liability for future policy benefits $ 5379 § 6459 § 108.0
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Liability for Future Policy Benefits (End of Year 6)

Gross
Year Benefits Premiums Net Premiums ©

7 $ 280.1 $ 364.7 $ 309.9

8 282.2 345.8 293.8

9 283.2 327.8 2785

10 283.4 310.8 264.0

11 282.8 294.6 250.3

12 281.4 279.2 237.2

13 279.3 264.5 224.8

14 276.7 250.6 213.0

15 273.5 237.4 201.8

16 269.9 224.9 191.1

17 265.9 213.0 181.0

18 261.5 201.8 171.4

19 256.8 191.0 162.3

20 251.8 180.9 153.7

Total $ 3,828.5 $ 3,687.1 $ 3,132.7
Presentvalue® ¢ 38285 § 36871 $ 3,132.7
(a) Gross premiums x 85.0% net premium ratio.
(b) 0% discount rate.
Present value of future benefits (for Years 7-20) $3,828.5
Less: Present value of future net premiums (for Years 7-20) 3,132.7
Liability for future policy benefits $ 695.8
Accounting Entries (Year 6)
Cash $ 107.7
Benefits expense ) 326.8
Liability remeasurement loss @ 108.0
Premium income $ 3846
Liability for future policy benefits @ 157.9

Premiums collected of $384.6, less benefits paid of $276.9.

)
)

(c) Separately presented in the statement of operations.
)

Liability remeasurement of $108.0, plus current period change in reserve of $49.9.

Benefits paid of $276.9, plus change in reserve of $49.9 using current net premium ratio of 85.0%.
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14. Add paragraph 944-40-65-2 and its related heading as follows:

Transition and Open Effective Date Information

> Transition Related to Accounting Standards Update No. 2018-12,
Financial Services—Insurance (Topic 944): Targeted Improvements to the
Accounting for Long-Duration Contracts

944-40-65-2 The following represents the transition and effective date information
related to Accounting Standards Update No. 2018-12, Financial Services—
Insurance (Topic 944): Targeted Improvements to the Accounting for Long-
Duration Contracts:

a. For public business entities, the pending content that links to this
paragraph shall be effective for fiscal years beginning after December 15,
2020, and interim periods within those fiscal years. Early application is
permitted.

For all other entities, the pending content that links to this paragraph shall
be effective for fiscal years beginning after December 15, 2021, and
interim periods within fiscal years beginning after December 15, 2022.
Early application is permitted.

[

Liability for future policy benefits and deferred acquisition costs

c. At the beginning of the earliest period presented (that is, the transition
date), an insurance entity shall apply the pending content that links to this
paragraph about the liability for future policy benefits and deferred
acquisition costs (and balances amortized on a basis consistent with
deferred acquisition costs, either as required by this Topic or as a result
of an accounting policy election) to contracts in force on the basis of their
existing carrying amounts at the transition date and by using updated
cash flow assumptions, adjusted for the removal of any amounts in
accumulated other comprehensive income.

For the liability for future policy benefits:

1. For purposes of determining the ratio of net premiums to gross
premiums and for purposes of interest accretion, an insurance entity
shall retain the discount rate assumption that was used to calculate
the liability immediately before the application of the pending content
that links to this paragraph.

[

2. The present value of future benefits and related expenses less the
transition date carrying amount shall be compared with the present
value of future gross premiums to calculate the ratio of net premiums
to gross premiums.

3. An_insurance entity shall adjust the opening balance of retained

earnings only to the extent that net premiums exceed gross
premiums.
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An insurance entity shall compare the liability for the future policy
benefits balance using the discount rate assumption in (d)(1) and the
current discount rate (that is, the upper-medium-grade [low-credit-
risk] fixed-income instrument yield as of the transition date). Any
resulting difference in the liability for the future policy benefits
balance shall be recorded to opening accumulated other
comprehensive income.

5. The transition date shall be considered the revised contract issue
date for purposes of subsequent adjustments but not for purposes of
contract grouping.

6. For contracts in force issued before the transition date, an insurance

entity shall not group contracts together from different original
contract issue years but shall group contracts into quarterly or annual
groups on the basis of original contract issue date for purposes of
calculating the liability for future policy benefits. For acquired
contracts, the acquisition date shall be considered the original
contract issue date.
An insurance entity may elect to apply the pending content that links to
this paragraph retrospectively (with a cumulative catch-up adjustment to
the opening balance of retained earnings or the opening balance of
accumulated other comprehensive income, as applicable, as of the
transition date) using actual historical experience information as of
contract inception (or contract acquisition, if applicable). For consistency:
1. An insurance entity shall apply the same transition method to both
the liability for future policy benefits and deferred acquisition costs
(and balances amortized on a basis consistent with deferred
acquisition costs, either as required by this Topic or as a result of an
accounting policy election).
The retrospective election shall be made at the same contract issue-
year level for both the liability for future policy benefits and deferred
acquisition costs for that contract issue year and all subsequent
contract issue years, on an entity-wide basis (that is, applied to all
contracts and product types).
Estimates of historical experience information shall not be
substituted for actual historical experience information.
An insurance entity shall apply the pending content that links to this
paragraph in_accordance with (c) and (d) for contracts issued (or
acquired) before the earliest issue-year level elected for
retrospective application.

[®

[N

[0

|~

Market risk benefits

f. At the beginning of the earliest period presented (that is, the transition
date), an insurance entity shall apply the pending content that links to this
paragraph on market risk benefits by means of retrospective application
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to all prior periods. An insurance entity shall maximize the use of relevant
observable information as of contract inception and minimize the use of
unobservable information in determining the market risk benefits balance
at_the beginning of the earliest period presented. If retrospective
application requires assumptions in the prior period that are unobservable
or otherwise unavailable and cannot be independently substantiated, the
insurance entity may use hindsight in determining those assumptions.

The transition adjustment shall be recognized as follows:

1. The cumulative effect of changes in the instrument-specific credit risk
between contract issue date and transition date shall be recognized
in_accumulated other comprehensive income as of the transition
date.

2. The difference between fair value and carrying value at the transition
date, excluding the amount in (f)(1), shall be recognized as an
adjustment to the opening balance of retained earnings as of the
transition date.

Transition disclosures

114

9.

=

An insurance entity shall disclose the following information about the
liability for future policy benefits and deferred acquisition costs (and
balances amortized on a basis consistent with deferred acquisition costs,
either as required by this Topic or as a result of an accounting policy
election) in the year of adoption:
1. A disaggregated tabular rollforward of the ending balance of the
reporting period before the transition date to the opening balance at
the beginning of the earliest period presented (consistent with the
disaggregated tabular rollforward required by paragraphs 944-30-50-
2B(a) and 944-40-50-6(a)). If an insurance entity elects to apply the
transition guidance on a retrospective basis as described in (e), the
insurance entity shall further disaggregate the rollforward between
the effects of the retrospective application and the modified
retrospective application.
Qualitative and quantitative information about transition adjustments
related to:
i. The opening balance of retained earnings
ii. Accumulated other comprehensive income
iii. Net premiums exceeding gross premiums
iv. The establishment of a premium deficiency as required in
Subtopic 944-60.
An insurance entity shall disclose the following information about market
risk benefits:
1. A disaggregated tabular rollforward of the ending balance of the
reporting period before the transition date to the opening balance at
the beginning of the earliest period presented (consistent with the

[~




disaggregated tabular rollforward required by paragraph 944-40-50-
7B(a))

2. Qualitative and quantitative information about transition adjustments
related to the opening balance of retained earnings and accumulated
other comprehensive income.

Implementation quidance: retrospective transition

As stated in (e), at the beginning of the earliest period presented (that is,
the transition date) an insurance entity has the option to apply the
quidance on the liability for future policy benefits for traditional and
limited-payment contracts on a retrospective basis at the issue-date
contract aggregation level to all contract groups for that issue date and
all subsequent issue dates. An insurance entity applying the retrospective
approach at the transition date shall:

1. Recalculate the net premiums as of the contract issue date by
considering actual historical experience and updated future cash
flow assumptions, discounted using a rate based on an upper-
medium-grade (low-credit-risk) fixed-income instrument yield at the
contract issue date. That newly determined discount rate represents
the interest accretion rate to be used over the life of the contract.

2. Use the revised net premiums to measure the liability for future policy
benefits as of the transition date.
3. Record a cumulative catch-up adjustment to the opening balance of

retained earnings as of the transition date equal to the difference

between the carrying value of the liability for future policy benefits

(adjusted for the removal of any related amounts in accumulated

other comprehensive income) and the liability for the future policy

benefits balance calculated using the updated net premiums.
Additionally, at the transition date, an insurance entity shall compare the
liability for the future policy benefits balance using the interest accretion
rate and the current discount rate (that is, the upper-medium-grade [low-
credit-risk] fixed-income instrument yield as of the transition date). Any
resulting difference in the liability for the future policy benefits balance
shall be recorded to accumulated other comprehensive income.

Implementation quidance: carryover basis transition

k.

An insurance entity may have implemented the transition guidance in (c)
to all or some contracts in force on the basis of their carrying amounts
(adjusted for the removal of any related amounts in accumulated other
comprehensive income) at the transition date (that is, the carryover basis)
and updated future assumptions. The transition date shall be considered
the revised contract issue date for purposes of subsequent adjustments
but not for purposes of contract grouping; the original contract issue date
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shall be used for purposes of contract grouping, and contracts from
different original contract issue years shall not be grouped.
At the transition date, an insurance entity shall update future cash flow
assumptions and calculate net premiums using the ratio of the present
value of remaining expected benefits and expense amounts less the
carryover basis to the present value of expected remaining gross
premiums (see Example 7 beginning in paragraph 944-40-55-29P).
In determining the ratio of net premiums to gross premiums at the revised
contract issue date, an insurance entity shall apply the discount rate
assumption that was used to calculate the existing liability for future policy
benefits (that is, the discount rate in effect immediately before the
transition date shall be retained and used in subsequent reporting periods
for the purpose of determining the ratio of net premiums to gross
premiums and for the purpose of interest accretion). Additionally, at the
transition date, an insurance entity shall compare the liability for the future
policy benefits balance using the interest accretion rate and the current
discount rate (that is, the upper-medium-grade [low-credit-risk] fixed-
income instrument yield as of the transition date). Any resulting difference
in_the liability for the future policy benefits balance shall be recorded to
accumulated other comprehensive income.
If _the ftransition date adjustment related to updating cash flow
assumptions is unfavorable because the expected net premiums exceed
the expected gross premiums (that is, the present value of remaining
expected benefits and expenses less the carryover basis exceeds the
present value of expected gross premiums), an insurance entity shall:
1. Adjust the liability for future policy benefits at the transition date for
the removal of any related amounts in _accumulated other
comprehensive income

2. Set net premiums equal to gross premiums

3. Increase the liability for future policy benefits and, for limited-
payment contracts, reduce the deferred profit liability balance to
zero

4. Recognize a corresponding adjustment to the opening balance of
retained earnings

5. Disclose information related to the adverse development that results

in net premiums exceeding gross premiums (see paragraph 944-40-
50-6(d)).

If _the ftransition date adjustment related to updating cash flow

assumptions is unfavorable but does not result in _net premiums

exceeding gross premiums, an insurance entity shall:

1. Adjust the liability for future policy benefits at the transition date for
the removal of any related amounts in accumulated other
comprehensive income

2. Not increase the liability for future policy benefits, except for limited-
payment contracts, in which case any reduction to the deferred profit




liability shall be offset with a corresponding increase in the liability for
future policy benefits

Not recognize an_adjustment to the opening balance of retained
earnings

4. Apply the newly determined ratio of net premiums to gross premiums
as_of the transition date, until assumptions are subsequently
updated.

p. If the transition date adjustment related to updating cash flow
assumptions is favorable, an insurance entity shall:

1. Adjust the liability for future policy benefits at the transition date for
the removal of any related amounts in _accumulated other
comprehensive income

2. Not decrease the liability for future policy benefits, except for limited-

payment contracts, in which case any increase in the deferred profit

liability shall be offset with a corresponding decrease in the liability

for future policy benefits

Not recognize an adjustment to the opening balance of retained

earnings

4. Apply the newly determined ratio of net premiums to gross premiums
as of the transition date.

[«
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Amendments to Subtopic 944-50

15. Amend paragraph 944-50-25-5, with a link to transition paragraph 944-40-
65-2, as follows:

Financial Services—Insurance—Policyholder Dividends
Recognition

Long-Duration Contracts
> Certain Long-Duration Participating Life Insurance Contracts

944-50-25-5 See paragraphs 944-40-25-30 and 944-40-35-22 through 35-2335-
24 for guidance on accounting for terminal dividends as part of the liability for
future policyholder benefits.

Amendments to Subtopic 944-60

16. Amend paragraphs 944-60-15-5, 944-60-25-7 through 25-8, 944-60-30-1
through 30-2, and 944-60-35-5 and add paragraph 944-60-50-2 and its related
Subsection title, with a link to transition paragraph 944-40-65-2, as follows:
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Financial Services—Insurance—Premium Deficiency and
Loss Recognition

Scope and Scope Exceptions

Long-Duration Contracts
> Instruments

944-60-15-5 The guidance in the Long-Duration Contracts Subsections of this
Subtopic applies to long-duration contracts, except for the liability for future policy
benefits for traditional and Ilmlted pavment contracts subject to the qwdance in
paragraph 944-40-25-11i

contracts. Paragraph 944-30-35-63 specifies that the present value of future profits
relating to insurance (including traditional and limited-payment) and reinsurance
contracts acquired is subject to premium deficiency testing in accordance with the
provisions of this Subtopic (see paragraph 944-805-35-3). See the Long-Duration
Contracts Subsection of Section 944-20-15 for a discussion of what constitutes a
long-duration contract.

Recognition

Long-Duration Contracts

944-60-25-7 Original policy benefit assumptions for certain long-duration contracts
ordinarily continue to be used during the periods in which the liability for future
policy benefits is accrued under Subtopic 944-40. However, actual experience
with respect to investment yields, mortality, morbidity, terminations, or expenses
may indicate that existing contract liabilities, together with the present value of
future gross premiums, will not be sufficient to do both of the following:

a. Cover the present value of future benefits to be paid to or on behalf of
policyholders and settlement costsand-maintenanee-costs relating to a
block of long-duration contracts

b. Recover unamortized present value of future profitsaeguisition-costs.

944-60-25-8 The premium deficiency shall be recognized by a charge to income
and either of the following:

a. Areduction of unamortized present value of future profitsacquisition-costs
b. Anincrease in the liability for future policy benefits.

944-60-25-9 A premium deficiency, at a minimum, shall be recognized if the
aggregate liability on an entire line of business is deficient. In some instances, the
liability on a particular line of business may not be deficient in the aggregate, but
circumstances may be such that profits would be recognized in early years and
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losses in later years. In those situations, the liability shall be increased by an
amount necessary to offset losses that would be recognized in later years.

Initial Measurement

Long-Duration Contracts

944-60-30-1 If the conditions in paragraph 944-60-25-7 exist, an entity shall
determine the liability for future policy benefits using revised assumptions as
the remainder of the present value of future payments for benefits and related
settlement costsand-maintenance-costs (determined using revised assumptions
based on actual and anticipated experience) minus the present value of future
gross premiums (also determined using revised assumptions based on actual and
anticipated experience).

944-60-30-2 A premium deficiency shall then be determined as the liability
measured in the-preceding-paragraph 944-60-30-1 minus the liability for future
policy benefits at the valuation date, reduced by the unamortized present value of

future profitsacquisition-costs.
Subsequent Measurement

Long-Duration Contracts

944-60-35-5 If a premium deficiency does occur, future changes in the liability shall
be based on the revised assumptions. No loss shall be reported currently if it
results in creating future income. The liability for future policy benefits using
revised assumptions based on actual and anticipated experience shall be
estimated periodically for comparison with the {remove glossary link}liability for
future policy benefits{remove glossary link} (reduced by the unamortized
present value of future profitsaequisition-eosts) at the valuation date.

944-60-35-6 The guidance in this Subsection shall not be applied to investment
contracts (see the Investment Contracts Subsections of Subtopic 944-825). Such
loss recognition is not permitted.

Disclosure

Long-Duration Contracts

944-60-50-2 For annual reporting periods, and to the extent required by Topic 270
on interim reporting, an insurance entity shall disclose the following:

a. The amount of a liability that is established as a result of a premium
deficiency and loss recognition testing determined in accordance with
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paragraphs 944-60-25-7 through 25-9 and a description of the factors that
led to the establishment of the liability

Information _about the methodology used when performing premium
deficiency testing in_accordance with paragraphs 944-60-25-7 through
25-9

Whether _the entity considered anticipated investment income when
performing premium deficiency testing in accordance with paragraphs
944-60-25-7 through 25-9 and, if so, what that assumption was.

Amendments to Subtopic 944-80

17.

Amend paragraphs 944-80-25-3 and 944-80-50-1 and add paragraphs 944-
80-50-2 and 944-80-55-17 through 55-21 and their related headings, with a link to
transition paragraph 944-40-65-2, as follows:

Financial Services—Insurance—Separate Accounts

Recognition

> Overall

944-80-25-3 All of the following guidance applies if a separate account
arrangement meets all of the conditions in the-preeeding-paragraph_944-80-25-2:
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a.

The portion of separate account assets representing contract holder
funds shall be reported in the insurance entity’s financial statements as a
summary total, with an equivalent summary total reported for related
liabilities.

Any liabilities related to minimum guarantees_(including market risk
benefits) and insurance benefit liabilities under the contracts in excess
of the fair value of separate account assets representing contract holder
funds shall be recognized as general account liabilities.

Contract fees and assessments shall be reported in accordance with
paragraph 944-605-25-5.

For the purpose of evaluating the retention of specialized accounting for
investments in consolidation as described in paragraph 810-10-25-15, a
separate account arrangement shall be considered a subsidiary. An
insurer is not required to consolidate an investment in which a separate
account holds a controlling financial interest if the investment is not or
would not be consolidated in the standalone financial statements of the
separate account.

Except as described in paragraph (f), the insurer shall not do either of the
following when assessing whether the insurer is required to consolidate
an investment held by a separate account:




1. Consider any separate account interests held for the benefit of policy
holders to be the insurer’s interests

2. Combine any separate account interests held for the benefit of policy
holders with the insurer's general account interest in the same
investment.

Separate account interests held for the benefit of a related party policy

holder shall be combined with the insurer’s general account interest when

the Variable Interest Entities Subsections of Subtopic 810-10 require the
consideration of related parties. For this purpose, a related party includes
any party identified in paragraph 810-10-25-43 other than:

1. An employee of the decision maker or service provider (and its other
related parties), except if the employee is used in an effort to
circumvent the provisions of Subtopic 810-10

2. An employee benefit plan of the decision maker or service provider
(and its other related parties), except if the employee benefit plan is
used in an effort to circumvent the provisions of Subtopic 810-10.

Disclosure

944-80-50-1 The following information shall be disclosed in the financial
statements of the insurance entity:

a.

The general nature of the contracts reported in separate accounts,
including the extent and terms of minimum guarantees (including market
risk benefits)

The basis of presentation for both of the following:

1. Separate account assets and liabilities

2. Related separate account activity.

Subparaqraph superseded bv Accountlnq Standards Update No 2018-

Subparagraph superseded by Accounting Standards Update No. 2018-
12. Meﬂﬂ%emng—aﬁ}eunt&related—teﬁmmam@}ua;ame&
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The aggregate fair value of assets, by major investment asset category,

supportlng separate accounts with—additional-insurance—benefits—and
as of each date for which a

statement of financial position is presented

The amount of gains and losses recognized on assets transferred to

separate accounts for the periods presented.

944-80-50-2 For annual and interim reporting periods, an insurance entity shall

disclose the following information about separate account liabilities described in

paragraph 944-80-25-2:

a.

b.

c.

A year-to-date disaggregated tabular rollforward of the beginning balance
to the ending balance disaggregated in accordance with paragraph 944-
40-50-5A

For each separate account liability rollforward presented, the related
cash surrender values

A reconciliation of the separate account liability rollforwards to the
aggregated ending carrying amount of the liability in the statement of

financial position.

Implementation Guidance and lllustrations

> lllustrations

> > Example 3: Fair Value of Assets Held in Separate Accounts

944-80-55-17 Account-balances—of contracts—with-guarantees—were-invested-in
variable-separate-accounts-asfollows-The aggregate fair value of assets, by major

investment asset category, supporting separate accounts follows.
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December 31, December 31,
Asset Type 20X1 20X2

U.S. Treasury securities and obligations of U.S.
government corporations and agencies $ $

Obligations of states of the United States and
political subdivisions of the states

Corporate debt securities:
—Investment grade
—Noninvestment grade
Foreign debt securities
Mortgage-backed securities
Equity securities (including mutual funds)
Real estate
Mortgage loans
Derivative financial instruments
Cash and cash equivalents
Total $ X XXX XXX $ X XXX XXX

(@)

(a) The insurance entity may want to consider disclosing mutual funds by investment
objective or other meaningful groupings that are useful in understanding the nature of the
guarantee risk.

[Content amended as shown and moved from paragraph 944-20-55-15]

> > Example 4: Information about Separate Account Liabilities

944-80-55-18 This Example illustrates the separate account liability information
that an insurance entity should disclose to meet the requirements in paragraph
944-80-50-2.

Note X: Separate Account Liability

The balances of and changes in separate account liabilities follow.

[For ease of readability, the new illustration is not underlined.]
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December 31,

20X2 20X1

Variable Variable Variable Variable

Universal Life _Annuities  Universal Life _Annuities

Balance, beginning of year $ BBB § AAA § XXX § XXX
Premiums and deposits XXX XXX XXX XXX
Policy charges (XXX) (XXX) (XXX) (XXX)
Surrenders and withdrawals (XXX) (XXX) (XXX) (XXX)
Benefit payments (XXX) (XXX) (XXX) (XXX)
Investment performance XXX XXX XXX XXX
Net transfers from (to) general account XXX XXX XXX XXX
Other charges (XXX) (XXX) (XXX) (XXX)
Balance, end of year $ DDD §$ CCC $ BBB § AAA
Cash surrender value © $ XX § XXX § XX § XXX

(a) Cash surrender value represents the amount of the contract holder's account balances distributable at the
balance sheet date less certain surrender charges.

The reconciliation of separate account liabilities to the separate account
liability balance in the consolidated statement of financial position follows.

December 31,

20X2 20X1
Variable universal life $ DDD $ BBB
Variable annuity CCC AAA
Other XXX XXX
Total $ XXX $ XXX

> > Example 5Example-4: Deferred Variable Annuity

944-80-55-19 This Example illustrates a deferred variable annuity that provides
the contract holder with a number of investment alternatives. The contract holder
deposits $100,000 in a deferred variable annuity that has no front-end load. The
contract holder directs the allocation of the deposit to the following: aggressive
growth equity fund, $25,000; high-yield corporate bond fund, $25,000; 5-year
guaranteed interest separate account, $25,000; and general account, $25,000.
[Content amended as shown and moved from paragraph 944-20-55-24]

944-80-55-20 Assets representing the contract holder’s funds in the aggressive
growth equity fund and high-yield corporate bond fund separate accounts satisfy
all the criteria of paragraphs 944-80-25-2 through 25-3, 944-80-30-1, 944-80-35-
2, and 944-80-45-2 through 45-3. The allocation to the guaranteed interest
separate account does not satisfy the criterion in paragraph 944-80-25-2 for
separate account treatment. Therefore, assets representing the contract holder’'s
funds in the guaranteed interest separate account will be presented in the
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insurance entity’s financial statements integrated with general account assets and
liabilities. This reporting is appropriate even in those instances where the separate
account arrangements with those contracts have been approved by regulatory
authorities as separate account contracts. [Content moved from paragraph 944-
20-55-25]

944-80-55-21 The guaranteed interest separate account allocations are often
referred to as spread products, where the insurer bears the investment risk and its
profits are derived primarily from the excess of investment performance over net
amounts credited to the contract holder. Amounts related to this contract that are
directed to the general account option will be shown within general account
balances. [Content moved from paragraph 944-20-55-26]

Amendments to Subtopic 944-605

18. Supersede paragraphs 944-605-25-8 and 944-605-25-11, amend
paragraphs 944-605-30-1 through 30-2 and 944-605-35-1 through 35-1A and their
related heading, and add paragraphs 944-605-30-2A and its related heading and
944-605-35-1B through 35-1C, with a link to transition paragraph 944-40-65-2, as
follows:

Financial Services—Insurance—Revenue Recognition
Recognition

Long-Duration Contracts

> Universal Life-Type Contracts

> > Contracts with Death or Other Insurance Benefit Features

944-605-25-8 Paragraph superseded by Accounting Standards Update No. 2018-

m—add+tren4e4heaeeeum—ba+anee [Content amended and moved to paragraph
944-40-25-27A]

944-605-25- 11 Paraqraph superseded by Accountlnq Standards Update No.

2018 12.An

[Content amended

and moved to paragraph 944-40-30-22A]

125



Initial Measurement

Long-Duration Contracts

> Universal Life-Type Contracts with Death or Other Insurance Benefit
Features

944-605-30-1 A liability for unearned revenue to be recognized under paragraphs
944-605-25-5944-605-25-8 through 25-7 and 944-605-25-9 through 25-10 shall be
measured initially as the portion of such assessments that compensates the
insurance entity for benefits to be provided in future periods.

944-605-30-2 For contracts in which assessments are collected over a period
significantly shorter than the period for which the contract is subject to mortality
and morbidity risks, the assessment would be considered a front-end fee and
accounted for under paragraphs 944-605-25-6 through 25-7. The amounts
amortized intorecegnized-in income shall be considered assessments for purposes
of this paragraph.

> Limited-Payment Contracts

944-605-30-2A Assumptions used in measuring any gross premium deferred in
accordance with paragraph 944-605-25-4A (that is, the deferred profit liability) shall
be consistent with those used in estimating the liability for future policy benefits
as described in paragraph 944-40-30-7.

Subsequent Measurement

Long-Duration Contracts
> Limited-PaymentLimited-Pay Contracts

944-605-35-1 Any gross premium deferred in accordance with paragraph 944-
605-25-4A (that is, the deferred profit liability) shall be recognized in income in a
constant relationship with insurance in force (if accounting for life insurance
contracts) or with the amount of expected future benefit payments (if accounting
for annuity contracts).

944-605-35-1A The deferred profit liability shall be amortized in relation to the
discounted amount of the insurance in force or expected future benefit payments,
discounted as described in paragraph 944-40-30-9, and interest shall accrue to the
unamortized balance. The use of interest in the amortization is consistent with the
determination of the deferred profit using discounting.

944-605-35-1B Assumptions shall be updated in subsequent accounting periods
to determine changes in the deferred profit liability, contemporaneously with the
updating of assumptions for the corresponding liability for future policy benefits
(see paragraph 944-40-35-5). Cash flow assumptions shall be reviewed—and if
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there is a change, updated—on an annual basis, at the same time every year.
Cash flow assumptions shall be updated in interim reporting periods if evidence
suggests that earlier cash flow assumptions should be revised. The interest
accretion rate shall remain the original discount rate used at contract issue date.

944-605-35-1C A related charge or credit to net income for the current reporting
period as a result of updating cash flow assumptions at the level of aggregation at
which reserves are calculated shall be determined as follows:

a. Cash flow assumptions used to calculate the deferred profit liability at
contract issuance shall be updated in subsequent periods using actual
historical experience and updated future cash flow assumptions.

b. The recalculated deferred profit liability as of the contract issue date shall

be subsequently amortized in accordance with paragraph 944-605-35-1A

to derive the revised deferred profit liability estimate as of the beginning
of the current reporting period.

The revised deferred profit liability estimate calculated in (b) shall be

compared with the carrying amount of the deferred profit liability as of the

beginning of the current reporting period to determine the change in
estimate adjustment to be recognized in net income for the current
reporting period (see paragraph 944-40-45-4).

iy

Amendments to Subtopic 944-805

19. Amend paragraphs 944-805-35-3, 944-805-50-3, 944-805-55-3, and 944-
805-55-6 through 55-11 and supersede paragraphs 944-805-55-12 through 55-13,
with a link to transition paragraph 944-40-65-2, as follows:

Financial Services—Insurance—Business Combinations

Subsequent Measurement

> Insurance and Reinsurance Contracts Acquired

944-805-35-3 For certain long-duration contracts such as mest-traditional life
insurance contracts, using a basis consistent with the measurement of the liability
would be similar to the guidance provided in paragraph 944-30-35-3, which
requires that deferred acquisition costs be amortized using methods that include
the-same-assumptions_consistent with those used in estimating the liability for
future policy benefits, including subsequent revisions to those assumptions.
Also, paragraph 944-30-35-63 specifies that the present value of future profits is
subject to premium deficiency testing in accordance with the provisions of Subtopic
944-60.
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Disclosure

Demutualizations

944-805-50-2 An insurance entity shall disclose all of the following:

a.

b.
C.

The nature and terms of a demutualization or formation of a mutual
insurance holding entity

The basis of presentation and terms of operation of the closed block

A general description of all of the following:

1.
2.
3.

The method of emergence of earnings from the closed block
Presentation of assets and liabilities of the closed block
The policyholder dividend obligation.

944-805-50-3 An insurance entity that has formed a closed block shall disclose
both of the following:

a.

A general description of the closed block, including all of the following:

1.
2.
3.

4.

5.

The purpose of the closed block

The types of insurance policies included

The nature of the cash flows that increase and decrease the amount
of closed block assets and liabilities

An indication of the continuing responsibility of the insurance entity
to support the payment of contractual benefits, including the results
of premium sufficiency or deficiency determined in accordance with
paragraphs 944-60-25-7 through 25-9

The nature of expenses charged to the closed block operations.

Summarized financial data of the closed block as of, or for periods ending
on the date of, the financial statements presented, which shall include, at
a minimum, all of the following:

1.

©OeNOOrWN

The carrying amounts for the major types of invested assets of the
closed block

Future policy benefits and policyholders’ account balances
Policyholder dividend obligation

Premiums

Net investment income

Realized investment gains and losses

Policyholder benefits

Policyholder dividends

The amount of maximum future earnings remaining to inure to the
benefit of stockholders from the assets and liabilities of the closed
block

10. An analysis of the changes in the policyholder dividend obligation.

Example 2 (see paragraph 944-805-55-3) illustrates the application of these
disclosure requirements.
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944-805-50-4 Disclosures that typically would be required by the preceding
paragraph for the various specific elements included in the closed block need not
be made separately for the closed block if the nature of the information for the
closed block would not differ significantly from that already included for the
reporting entity as a whole. For example, it is not necessary to show a separate
schedule of contractual maturities of closed block fixed maturity securities if the
relative composition of contractual maturities is similar to those of the reporting
entity taken as a whole. However, if the relative maturities of the closed block fixed
maturities securities differ from those of the reporting entity taken as a whole,
separate disclosures shall be made.

Implementation Guidance and lllustrations

Demutualizations
> lllustrations
> > Example 2: Disclosure of a Closed Block

944-805-55-3 This Example illustrates one application of the disclosure
requirements of the Demutualizations Subsection of Section 944-805-50 for a
single hypothetical insurance entity, referred to as ABC Life Insurance Entity. ABC
Life Insurance Entity would make the following disclosures.

At the effective date (January XX, 20X1) of the Plan of Demutualization,
eligible policyholders received, in the aggregate, approximately $XX million of
cash, $XX million of policy credits, and XX million shares of common stock of
ABC Holding Entity in exchange for their membership interests in ABC Life
Insurance Entity. The demutualization was accounted for as a reorganization.
Accordingly, ABC Life Insurance Entity’s retained earnings at the Plan
Effective Date (net of the aforementioned cash payments and policy credits,
which were charged directly to retained earnings) were reclassified to
common stock and capital in excess of par.

As of January XX, 20X1, ABC Life Insurance Entity established a closed block
for the benefit of certain classes of individual participating policies for which
ABC Life Insurance Entity had a dividend scale payable in 20X0 and that were
in force on January XX, 20X1. Assets were allocated to the closed block in an
amount that, together with anticipated revenues from policies included in the
closed block, was reasonably expected to be sufficient to support such
business, including provision for payment of benefits, certain expenses, and
taxes, and for continuation of dividend scales payable in 20X0, assuming
experience underlying such scales continues. Assets allocated to the closed
block inure solely to the benefit of the holders of the policies included in the
closed block and will not revert to the benefit of stockholders of ABC Life
Insurance Entity. No reallocation, transfer, borrowing, or lending of assets can
be made between the closed block and other portions of ABC Life Insurance
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Entity’s general account, any of its separate accounts, or any affiliate of ABC
Life Insurance Entity without the approval of the Z State Insurance
Department.

If, over time, the aggregate performance of the closed block assets and
policies is better than was assumed in funding the closed block, dividends to
policyholders will be increased. If, over time, the aggregate performance of
the closed block assets and policies is less favorable than was assumed in
the funding, dividends to policyholders could be reduced.

The assets and liabilities allocated to the closed block are recognizedrecorded
in ABC Life Insurance Entity’s financial statements on the same basis as other
similar assets and liabilities. The carrying amount of closed block liabilities in
excess of the carrying amount of closed block assets at the date of
demutualization (adjusted to eliminate the effect of related amounts in
accumulated other comprehensive income) represents the maximum future
earnings from the assets and liabilities designated to the closed block that can
be recognized in income over the period the policies in the closed block
remain in force. ABC Life Insurance Entity has developed an actuarial
calculation of the timing of such maximum future stockholder earnings, and
this is the basis of the policyholder dividend obligation.

If actual cumulative earnings are greater than expected cumulative earnings,
only expected earnings will be recognized in income. Actual cumulative
earnings in excess of expected cumulative earnings represents undistributed
accumulated earnings attributable to policyholders, which are
recognizedrecerded as a policyholder dividend obligation because the excess
will be paid to closed block policyholders as an additional policyholder
dividend unless otherwise offset by future performance of the closed block
that is less favorable than originally expected. If actual cumulative
performance is less favorable than expected, only actual earnings will be
recognized in income.

The principal cash flow items that affect the amount of closed block assets
and liabilities are premiums, net investment income, purchases and sales of
investments, policyholders’ benefits, policyholder dividends, premium taxes,
and income taxes. The principal income and expense items excluded from the
closed block are management and maintenance expenses, commissions and
net investment income, and realized investment gains and losses of
investment assets outside the closed block that support the closed block

business,-all-ef-which-enter-into-the-determination-of iotal-gross-margins-of

eests The amounts shown in the foIIowmg tables for assets, liabilities,
revenues, and expenses of the closed block are those that enter into the

determination of amounts that are to be paid to policyholders.




> > Example 3: Closed Block Accounting

944-805-55-6 This Example illustrates the accounting under the Demutualizations
Subsections of this Subtopic for closed block business (meaning those assets and
liabilities both inside and outside of the closed block that relate to or support the
closed block policies) after the demutualization date. This Example illustrates the
computations involved in alefthe following:

a. Determining the amount of the policyholder dividend obligation
b. Subparaqraph superseded bv Accountlnq Standards Update No. 2018-

c. Subparagraph superseded by Accounting Standards Update No. 2018-
12.Revising-estimated-gross-margins-as-actual-experience-emerges-

944-805-55-7 For simplicity, this Example assumes the closed block has not been
funded for income taxes. In practice, the closed block may or may not be funded
for income taxes. If the closed block is funded for income taxes, the actuarial
calculation would be constructed on a post-tax basis. However, for the purpose of
determining the policyholder dividend obligation-and-estimated-gross—margins,
pretax amounts should be used. Generally, this would be accomplished by
converting post-tax actuarial calculation values to corresponding pretax values for
purposes of determining-estimated-gross-margins—and the policyholder dividend
obligation. If the closed block is funded for income taxes, a change in income tax
rates would resultin an experlence gain or Ioss that would affect closed block cash

ef—theelesed—bleeleb&smess—The closed block busmess is assumed to be wrltten
in Year 1, with demutualization occurring at the end of Year 5. Present values are
assumed at an-earneda discount rate of 8.5 percent.

As dlscussed beglnnlng in paragraph 944- 805 25 10 the table in the—fe#ewmg
paragraph_944-805-55-10 is based on the actuarial calculation for the closed block
developed at the demutualization date and represents the expected changes in
the net closed block liability (closed block deficit) over the life of the closed block.
The data in that table would be compared to actual results throughout the life of
the closed block to determine the need for a policyholder dividend obligation-{as
illustrated-innote>X). That table assumes an increase in interest rates in Year 6
from 8.5 percent to 9.5 percent, which results in the board of directors increasing

dividends in Years 7 through 10. Alletherassumptions-are-held-constant-The table

assumes demutualization begins in Year 6. For purposes of the Example, all other
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assumptions are held constant and expenses are assumed to be excluded from

the closed block.-The-shaded figures-in-table-indicate differences from-the Example
shown-in-the-table-in-paragraph-944-30-55-8.

944-805-55-10 Components of the illustrative closed block follow.

[For ease of readability, the new illustration is not underlined.]

(Increase) (Increase)
Decrease in Decrease in
Interest on Interest on Death Surrender Net Level Policyholder
Closed Current Benefits Benefits Premium Dividend Dividend
Year Premium Block Assets Activity Incurred Incurred Reserve Incurred Obligati
(a) (b) (c) (d) (e) (f) (9) (h)
1 $ 210000 $ - $ 17850 $  (9,000) $ - $ (126103) $ (18857) $ -
2 184,611 7,231 15,692 (10,549) - (109,116) (21,399) -
3 169,621 7,846 14,418 (13,731) (7,148) (93,669) (24,230) -
4 155,763 8,512 13,240 (14,835) (14,984) (79,754) (26,574) -
5 142,990 9,236 12,154 (15,661) (21,760) (67,117) (28,509) -
6 131,222 11,200 12,466 (15,622) (17,237) (73,236) (30,043) (2,491)
7 124,333 17,839 10,568 (16,578) (20,989) (66,499) (33,061) 549
8 117,768 24,819 10,010 (16,824) (24,427) (60,005) (35,127) 595
9 111,526 31,298 9,480 (17,526) (27,566) (63,706) (36,990) 646
10 105,582 37,266 8,974 (18,603) (30,406) (47,485) (38,675) 701
11-20 779,517 585,648 66,259 (311,112) (398,831) (162,077) (424,092) -
21-55 589,392 1,103,633 50,099 (1,187,632) (686,079) 938,767 (669,668) -
Total $ 2,822,325 § 1,844,528 § 241210 $ (1,647,673) § (1,249,427) § - $ (1,387,225) $ -
Notes:

(a) Gross premiums.

(b) Interest at 8.5 percent on the liability for future policy benefits at the end of the previous year.

(c) Interest at 8.5 percent on current-year cash flow. This illustration assumes that premiums are received and all expenses are incurred at the
start of the year. This illustration assumes that death benefits, surrender benefits, and dividends are all at the end of the year.

(d) Death benefits not reduced by related liability for future policy benefits.

(e) Surrender benefits not reduced by related liability for future policy benefits.

(f) Represents the cumulative (increase) decrease in the liability for future policy benefits.

(g) Policyholder dividends for the year.

(h) Policyholder dividend obligation as of end of last year minus policyholder dividend obligation as of end of current year.

{inerease)- {inerease)-
Decrease-n- Decreasein-  Closed Block-
Interest- Surrender- NetLevel Policyholder- Initial-
Year Premium Assets Activity Incurred Incurred Reserve Incurred Gross Margin___ Obligation __Gross-Margin
@ ®) e (=) e @ ) ] (] L]
1-5 e Ala Al Al la —{475759) la la la Ala
8 417768 24819 10010 - (16824) —{(24427) — {60,005) — {36127) 16214 55 16809
9 411,526 31208 9,480 17.5: 56 53706) —{36,990) — 46516 646 47164
10 405582 37,266 8974 —{18603) — (30406) —(47485) — (38675) 16653 701 47354
Total _§ 1950340 _§ 1811703 _S 167,856 _$ (1583897) $ (1205535) § - _§(1267656) $ 357569 & - & 357569
Netes:
(b) Interest, at 8.5 percent o rate; tlevel pr tthe-end-of the p The-net level premil is-based ality-and-th
(¢) Interest, at the 8.5 percent d-rate, t b flow-This-ilustrati p o, and all-expy i d, at the start of the year. Thi
Hustrat deathbenefit derbenefits,-and-dividend: #-at the-end-of th
(d) Death benefits, not reduced by related net level p
(®) der-benefits, ot reduced by related-net level-p
@ R g-exp tincluded 4
(g) (475759 the i o tlevel p ported hedule 1 9} tofi
Policyholder-dividends-for-the year
(U tas)
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944-805-55-11 For purposes of the table in-the-preceding paragraph_944-805-55-
10, the product of the closed block policyholder dividend obligation calculation and

the-cumulative-closed-block-estimated-gross-margins-follows.

Actual as of Measurement Date $ 18,750
— Initial Actuarial Calculation $ 16,259
= Policyholder Dividend Obligation at Measurement Date $ 2,491

944-805- 55 12 Paraqraph superseded by Accountlnq Standards Update No.

2018- 1299mpenent&ef—the—ﬂmstratweepeﬂ—bleek—ieuew—

Closed-
Open Block- Block- Total Deferred
Open Block- Gurrent Expenses- Gross- Gross- Gross- Gosts-
®) © @ @ ) 5} )
Ala Ala Ala Ala nla $§ 242474 $ 63336
$ 33,008 $—(4.422)  ${(11.810)  $21.066 $—16,259 $—37.324 $—— 0409
—28:037 —951)  —{#,180) 16896 —16,162 — 33058 — 7263
— 27663

Amendments to Subtopic 944-815

20. Supersede paragraphs 944-815-25-4, 944-815-60-3, and 944-815-60-7 and
amend paragraphs 944-815-25-5 and 944-815-60-6, with a link to transition
paragraph 944-40-65-2, as follows:

Financial Services—Insurance—Derivatives and Hedging

Recognition
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Long-Duration Contracts

> Traditional Variable Annuity Product Structures
944-815-25-4 Paraqraph superseded bv Accountlnq Standards Update No. 2018-

> Nontraditional Variable Annuity Contracts

944-815-25-5 The host contract in a nontraditional variable annuity contract would
be considered the traditional variable annuity that, as described in paragraph 944-
815-25-1, does not contain an embedded derivative that warrants separate
accounting. Certaln nontradltlonal features other than market r|sk benefits

Relationships
Long-Duration Contracts

> Derivatives and Hedging
944-815- 60 3 Paraqraph superseded bv Accountlnq Standards UDdate No. 2018-

944-815-60-6 For guidance on-fewr common annuity payment alternatives, see

paragraph 815-15-55-58paragraphs-845-15-565-57-through-55-64.
944-815- 60 7 Paraqraph superseded bv Accountlnq Standards Update No. 2018-

Amendments to Subtopic 944-825

21.  Amend paragraph 944-825-45-1, with a link to transition paragraph 944-40-
65-2, as follows:
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Financial Services—Insurance—Financial Instruments

Other Presentation Matters

> Investment Contracts

944-825-45-1 Deferred acquisition costs related to investment contracts shall
be reported as an asset to be consistent with the guidance in Subtopic 944-

30paragraph-944-30-45-2.

Amendments to Subtopic 220-10

22. Amend paragraphs 220-10-45-10A and 220-10-55-15C, with a link to
transition paragraph 944-40-65-2, as follows:

Income Statement—Reporting Comprehensive Income—
Overall

Other Presentation Matters

> Reporting Comprehensive Income

> > Items within Other Comprehensive Income

220-10-45-10A Items of other comprehensive income include the following:

a.
b.

dd.

Foreign currency translation adjustments (see paragraph 830-30-45-12)
Gains and losses on foreign currency transactions that are designated
as, and are effective as, economic hedges of a net investment in a foreign
entity, commencing as of the designation date (see paragraph 830-20-
35-3(a))

Gains and losses on intra-entity foreign currency transactions that are of
a long-term-investment nature (that is, settlement is not planned or
anticipated in the foreseeable future), when the entities to the transaction
are consolidated, combined, or accounted for by the equity method in the
reporting entity’s financial statements (see paragraph 830-20-35-3(b))
Gains and losses on derivative instruments that are designated as, and
qualify as, cash flow hedges (see paragraph 815-20-35-1(c))
For derivatives that are designated in qualifying hedging relationships,
the difference between changes in fair value of the excluded components
and the initial value of the excluded components recognized in earnings
under a systematic and rational method in accordance with paragraphs
815-20-25-83A and 815-35-35-5A

Unrealized holding gains and losses on available-for-sale debt
securities (see paragraph 326-30-35-2)
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f.  Unrealized holding gains and losses that result from a debt security being
transferred into the available-for-sale category from the held-to-maturity
category (see paragraph 320-10-35-10(c))

g. Subparagraph superseded by Accounting Standards Update No. 2016-
13.

h. Subparagraph superseded by Accounting Standards Update No. 2016-
13.

i.  Gains or losses associated with pension or other postretirement benefits
(that are not recognized immediately as a component of net periodic
benefit cost) (see paragraph 715-20-50-1(j))

j.  Prior service costs or credits associated with pension or other
postretirement benefits (see paragraph 715-20-50-1(j))

k. Transition assets or obligations associated with pension or other
postretirement benefits (that are not recognized immediately as a
component of net periodic benefit cost) (see paragraph 715-20-50-1(j)).

I. Changes in fair value attributable to instrument-specific credit risk of
liabilities for which the fair value option is elected (see paragraph 825-10-
45-5).

m. The effect of changes in the discount rates used to measure traditional
and limited-payment long-duration insurance contracts (see paragraph
944-40-35-6A(b)(1)).

n. The effect of changes in the fair value of a market risk benefit

attributable to a change in the instrument-specific credit risk (see
paragraph 944-40-35-8A).

Additional classifications or additional items within current classifications may
result from future accounting standards.

Implementation Guidance and lllustrations

> lllustrations
> > Example 2: Presenting Accumulated Other Comprehensive Income

> > > Disclosure of Changes in Accumulated Other Comprehensive Income
Balances

220-10-55-15C For life insurers, amounts reclassified out of accumulated other
comprehensive income exclude changes in unrealized gains and losses on
available- for-sale debt securltles assoaated with direct adjustments made to

policy liabilities necessary
to reflect these balances as if such unrealized galns and losses were realized.
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Amendments to Subtopic 270-10

23. Amend paragraph 270-10-50-7, with a link to transition paragraph 944-40-
65-2, as follows:

Interim Reporting—Overall

Disclosure

> Guidance Related to Disclosure of Other Topics at Interim Dates

270-10-50-7 The following may not represent all references to interim disclosure:

a.

[

For business combinations and combinations accounted for by not-for-
profit entities, see Sections 805-10-50, 805-20-50, 805-30-50, 805-740-
50, and 958-805-50.

For compensation-related costs, see paragraphs 715-60-50-3 and 715-
60-50-6.

For disclosures required for entities with oil- and gas-producing activities,
see paragraph 932-270-50-1.

For disclosures related to prior interim periods of the current fiscal year,
see paragraph 250-10-50-11.

For fair value requirements, see Section 820-10-50.

For guarantors, see Section 460-10-50.

For pensions and other postretirement benefits, see paragraphs 715-20-
50-6 through 50-7.

For reportable segments, see paragraphs 280-10-50-39 and 280-10-55-
16.

For suspended well costs and interim reporting, see Section 932-235-50.
For applicability of disclosure requirements related to risks and
uncertainties, see paragraph 275-10-15-3.

For discontinued operations, see paragraphs 205-20-50-1 through 50-7.
For disposals of individually significant components of an entity, see
paragraph 360-10-50-3A.

For insurance entities that account for short-duration contracts, see
paragraphs 944-40-50-3 and 944-40-4E.

For insurance entities that account for long-duration contracts, see
paragraphs 944-30-50-2A through 50-2B, 944-40-50-6 through 50-7C,
and 944-80-50-1 through 50-2.

Amendments to Subtopic 350-30

24. Amend paragraph 350-30-15-4, with a link to transition paragraph 944-40-
65-2, as follows:
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Intangibles—Goodwill and Other—General Intangibles Other
Than Goodwill

Scope and Scope Exceptions

> Transactions
350-30-15-4 The guidance in this Subtopic does not apply to the following:

a. Subparagraph not used

b. Subparagraph superseded by Accounting Standards Update No. 2010-
07

c. Except for certain disclosure requirements as noted in the—preceding
paragraph_350-30-15-3, capitalized software costs

d. Except for disclosures required by paragraph 944-805-50-1 (however, an
insurance entity need not duplicate disclosures that also are required by
paragraphs 944-30-50-2A through 50-2B), intangiblelntangible assets
recognized for acquired insurance contracts under the requirements of
Subtopic 944-805.

Amendments to Subtopic 815-10

25. Amend paragraph 815-10-15-13, with a link to transition paragraph 944-40-
65-2, as follows:

Derivatives and Hedging—Overall

Scope and Scope Exceptions
> Instruments
> > Instruments Not within Scope

815-10-15-13 Notwithstanding the conditions in paragraphs 815-10-15-83 through
15-139, the following contracts are not subject to the requirements of this Subtopic
if specified criteria are met:

Regular-way security trades

Normal purchases and normal sales

Certain insurance contracts_and market risk benefits
Certain financial guarantee contracts

Certain contracts that are not traded on an exchange
Derivative instruments that impede sales accounting
Investments in life insurance

Certain investment contracts

Certain loan commitments

TTa@~moooTo
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Certain interest-only strips and principal-only strips
Certain contracts involving an entity’s own equity
Leases

Residual value guarantees

Registration payment arrangements

Certain fixed-odds wagering contracts.

o33~ 7

Amendments to Subtopic 815-15

26. Amend paragraphs 815-15-55-54 through 55-55, 815-15-55-58, 815-15-55-
62, 815-15-55-67, 815-15-55-69, and 815-15-55-74 through 55-75 and supersede
paragraphs 815-15-55-57 and 815-15-55-59 through 55-61, with a link to transition
paragraph 944-40-65-2, as follows:

Derivatives and Hedging—Embedded Derivatives

Implementation Guidance and lllustrations
> Implementation Guidance

> > Applying the Bifurcation Criteria

> > > Otherwise Applying the Bifurcation Criteria

> > > > Variable Annuity Products in General

815-15-55-54 Variable annuity products are investment contracts as discussed in
Subtopic 944-20. Similar to variable life insurance products, policyholders direct
their investment account asset mix among a variety of mutual funds composed of
equities, bonds, or both, and assume the risks and rewards of investment
performance. The funds are generally maintained in separate accounts by the
insurance entity. Contract terms generally provide that if the policyholder dies, the
greater of the account market value or a minimum death benefit guarantee will be
paid. The minimum death benefit guarantee is generally limited to a return of
premium plus a minimum return (such as 3 or 4 percent); this life insurance feature
represents the fundamental difference from the life insurance contracts that include
significant (rather than minimal) levels of life insurance. Over time, these minimum
death benefit guarantees have become increasingly sophisticated. The investment
account may have various payment alternatives at the end of the accumulation
period. One alternative is the right to purchase a life annuity at a fixed price
determined at the initiation of the contract.

815-15-55-55 Variable annuity product structures as discussed in Topic 944 are
generally not subject to the scope of this Subtopic{exceptforpayment-optionsat
the-end-of the-accumulation-period),

as follows:
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Death benefit component. Paragraph 815-10-15-53(a) excludes a death
benefit from the scope of Subtopic 815-10 because the payment of the
death benefit is the result of an identifiable insurable event instead of
changes in an underlying. Additionally, the death benefit may meet the
criteria of a market risk benefit, which is excluded from the scope of this
Topic. The death benefit in this example is limited to the floor guarantee
of the investment account, calculated as the premiums paid into the
investment account plus a guaranteed rate of return, less the account fair
value. Topic 944 remains the applicable guidance for the insurance-
related lability-accounting.

Investment component. The policyholder directs certain premium
investments in the investment account that includes equities, bonds, or
both, which are held in separate accounts that are distinct from the
insurance entity’sinsurer’s general account assets. This component is not
considered a derivative instrument because of the unique attributes of
traditional variable annuity contracts issued by insurance entities.
Furthermore, any embedded derivatives within those investments shall
not be separated from the host contract by the insurerinsurance entity
because the separate account assets are already marked to fair value
under Topic 944. In contrast, if the product were an equity-index-based
interest annuity (rather than a traditional variable annuity), the investment
component mayweuld contain an embedded derivative (the equity index-
based derivative instrument) that meets all the requirements of paragraph
815-15-25-1 for separate accounting._Before concluding that the
investment component contains an embedded derivative, the insurance
entity should first evaluate whether the equity-index-based interest
annuity contains a market risk benefit (see paragraph 944-40-25-25C).
Investment account surrender right at fair value. Because this right is
exercised only at the fund fair value (without the insuer’sinsurance entity’s
floor guarantee) and relates to a traditional variable annuity contract
issued by an insurance entity, this right is not within the scope of Subtopic
815-10.

Payment alternatives at the end of the accumulation period. Payment
alternatives that are market risk benefits accounted for under Topic 944
on msurance are not W|th|n the scope of this Toplcar&ephens—subjeet—te

815-15-55-56 The guidance in (b) and (c) in the preceding paragraph is an
exception for traditional variable annuity contracts issued by insurance entities. In
determining the accounting for other seemingly similar structures, it would be
inappropriate to analogize to that guidance due to the unique attributes of
traditional variable annuity contracts.

> > > > Payment Alternatives for Variable Annuity Contracts
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815-15-55- 57 Paraqraph superseded bv Accountlnq Standards Update No 2018-

815-15-55-58 During the accumulation phase of a deferred annuity contract, a
guarantee of a minimum interest rate to be used in computing periodic annuity
payments if and when a policyholder elects to annuitize does not require separate
accounting under paragraph 815-15-25-1 because the criterion in paragraph 815-
15-25-1(c) is not met. The embedded option does not meet the definition of a
derivative instrument because it does not meet the net settlement criteria as
discussed beginning in paragraph 815-10-15-99. Settlement of the option can be
achieved only by an investment of the account balance in a payout annuity contract
in lieu of electing an immediate payment of the account value. If an additional
provision existed whereby the policyholder could withdraw all or a portion of its
account balance during the {add glossary link}payout phase{add glossary link},
an embedded derivative would still not exist because the economic benefit of the
guaranteed minimum interest rate would be obtainable only if an entity were to
maintain the annuity contract through its specified maturity date._However, the
embedded option may be considered a market risk benefit (see paragraph 944-

40-25-25C).
815-15- 55 59 Paraqraph superseded bv Accountlnq Standards Update No 2018-
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815-15-55-61 Paragraph superseded by Accounting Standards Update No. 2018-

12.During-the p

> > > > Equity-Indexed Annuity Contracts

815-15-55-62 This Subtopic defines an equity-indexed annuity as a deferred
fixed annuity contract with a guaranteed minimum interest rate plus a contingent
return based on some internal or external equity index, such as the Standard &
Poor's S&P 500 Index. The guaranteed contract value is generally designed to
meet certain regulatory requirements such that the contract holder receives no less
than 90 percent of the initial deposit, compounded annually at 3 percent, which
establishes a floor value for the contract. Equity-indexed annuities typically have
minimal mortality risk and are therefore classified as investment contracts under
Topic 944. Equity-indexed annuities often do not have specified maturity dates;
therefore, the contracts remain in the deferral (accumulation) phase until the
customer either surrenders the contract or elects {add glossary
link}annuitization{add glossary link}. Customers typically can surrender the
contract at any point in time, at which time they receive their account value, as
specified in the contract, less any applicable surrender charges. The account value
is defined in the policy as generally the greater of the policyholder’'s initial
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investment plus the equity-indexed return or a guaranteed floor amount (calculated
as the policyholder’s initial investment plus a specified annual percentage return).

815-15-55-63 There are two basic designs for equity-indexed annuities:

a. The periodic ratchet design, where in the annual version, the customer
receives the greater of the appreciation in the equity index during a series
of one-year periods (ending on each policy anniversary date) or the
guaranteed minimum fixed rate of return over that period

b. The point-to-point design, where the customer receives the greater of
the appreciation in the equity index during a specified period (for example,
five or seven years, starting on the policy issue date) or the guaranteed
minimum fixed rate of return over that period.

815-15-55-64 For many products of either design, the contract has any of the
following characteristics:

a. The contract holder receives only a portion of the appreciation in the S&P
500 Index (or other index, as applicable) during the specified period (a
participation rate).

b. The contract has an upper limit on the amount of appreciation that will be
credited during any period (a cap rate).

815-15-55-65 For the annual ratchet design, the prospective participation and cap
rates for each one-year period are often at the discretion of the issuer, and may be
reset on future policy anniversary dates, subject to contractual guarantees.
Flexibility on the part of the issuer to establish new cap and participation rates,
coupled with uncertainty around the customer’s account value (which establishes
the notional amount of the option) and strike price (which is determined by the level
of the index on subsequent anniversary dates) make several of the terms of the
forward-starting options unknown at the annuity contract’s inception. However,
those flexible terms can be viewed as a bundle of options.

815-15-55-66 Therefore, holders of equity-indexed annuities that are preparing
financial statements shall separate the equity-indexed return portion of the
contract, apply this Subtopic, including the guidance in the following paragraph
through paragraph 815-15-55-72.

815-15-55-67 Before evaluating whether an equity-indexed annuity contains an
embedded derivative, an insurance entity should first evaluate whether the
contract contains a market risk benefit (see paragraph 944-40-25-25C). Generally,
the equity index feature represents a periodic crediting rate mechanism that affects
the _amounts credited to the contract holder’s account balance, rather than
representing a benefit in addition to the account balance that protects the contract
holder _from other-than-nominal capital market risk and exposes the insurance
entity to other-than-nominal capital market risk. Periodic crediting rate
mechanisms are required to be evaluated for possible bifurcation under this Topic.
However, an equity-indexed annuity also may contain one or more market risk
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benefits (see paragraphs 944-40-55-29A through 55-29D). From an insurance
entity’sinsurer’s perspective, the option component of an equity-indexed annuity
that specifies a point-to-point design meets the definition of a derivative instrument
and requires separate accounting under paragraph 815-15-25-1 unless a fair value
election is made pursuant to paragraph 815-15-25-4. (Note that Section
815-15-25 allows for a fair value election for hybrid financial instruments that
otherwise would require bifurcation. However, Section 815-15-25 does not apply
to hybrid financial instruments that are described in paragraph 825-10-50-8, which
include insurance contracts as discussed in Subtopic 944-20, other than financial
guarantees and investment contracts.)

815-15-55-68 This guidance also applies to the policyholder because the
policyholder does not qualify for a scope exclusion.

815-15-55-69 For the periodic ratchet design product, the insurance entityinsurer
has committed to issue a series of options on the index over the duration of the
contract. All of those forward-starting options meet the definition of a derivative
instrument and require separate accounting under paragraph 815-15-25-1 from
the perspective of the insurance entityirsurer unless a fair value election is made
pursuant to paragraph 815-15-25-4. Paragraph 815-15-25-7 requires that the
embedded feature with multiple components be separately accounted for as one
compound embedded derivative.

815-15-55-70 In valuing those options, there are three main components to be
considered:

a. Future S&P 500 Index (or other index, as applicable) values will need to
be estimated to determine both the future notional amounts at each
ratchet date and the future strike prices of the future forward starting
options.

b. Future annual cap and participation rates, which are often at the
discretion of the contract issuer, subject to contractually specified
minimums and maximums, will need to be estimated.

c. Noneconomic factors related to policyholder-driven developments such
as policy surrenders or mortality.

815-15-55-71 Given the three components, the forward starting options should be
valued using the expected future terms (that is, index values and cap and
participation rates), but in no event should the value be less than the minimum
amounts contractually agreed on in the contract. Expected terms represent
management’s estimates of cap and participation rates, rather than contractually
guaranteed amounts. The estimated value reflects the notion that the contract
provides for a level of equity-indexed return that can be estimated even when
considering the issuer’s options to adjust the policyholder’s participation and cap
rates. In subsequent periods when the terms of the forward-starting options
become known, the actual terms should be substituted for the expected terms for
purposes of valuation.
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815-15-55-72 This guidance also applies to the policyholder (provided it prepares
GAAP-based financial statements) because the contracts do not qualify for a
scope exception.

> > > > Equity-Indexed Life Insurance Contracts

815-15-55-73 Equity-indexed life insurance contracts combine term life insurance
coverage with an investment feature, similar to universal life contracts. Death
benefit amounts are based on the amount selected by the policyholder plus the
account value. Charges for the cost of insurance and administrative costs are
assessed periodically against the account. The policyholder's account value,
maintained in the insurance entity’s general account (not a separate account), is
based on the cumulative deposits credited with positive returns based on the S&P
500 Index or some other equity index. An essential component of the contract is
that the cash surrender value is also linked to the index. Accordingly, the policy’s
cash surrender value is also linked to an equity index. The death benefit amount
may also be dependent on the cumulative return on the index.

815-15-55-74 Equity-indexed life insurance contracts are accounted for as
universal life insurance contracts under Topic 944. For those contracts, the
customer’s account value (the investment component of a universal life contract)
is credited with a return indexed to an equity index (for example, the S&P 500)
rather than an interest rate established by the insurance entityinsurer, as is done
with typical universal life contracts. The existence of the death benefit provision
does not exclude the entire equity-indexed life insurance contract from being
subject to Subtopic 815-10 for either the issuer or the policyholder because the
policyholder can obtain an equity-linked return by exercising the surrender option
before death. Before evaluating whether the equity-indexed life insurance contract
contains an embedded derivative, an insurance entity should first evaluate whether
the contract contains a market risk benefit (see paragraph 944-40-25-25C).

815-15-55-75 |f the investment component of the equity-indexed life insurance
contract does not contain a market risk benefit, then theThe investment component
of the equity-indexed life insurance contract would contain an embedded derivative
(the equity index-based derivative) that meets all of the requirements of paragraph
815-15-25-1 for separate accounting. (Note that Section 815-15-25 allows for a fair
value election for hybrid financial instruments that otherwise would require
bifurcation. However, Section 815-15-25 does not apply to hybrid instruments that
are described in paragraph 825-10-50-8, which include insurance contracts as
discussed in Subtopic 944-20, other than financial guarantees and investment
contracts.)

815-15-55-76 In contrast, if the contract contained an equity-indexed death benefit
component that was over and above the cash surrender value that is payable to
the policyholder upon surrender of the policy, that death benefit component would
not meet the criterion in paragraph 815-15-25-1(c) for separate accounting. As a
separate instrument, that death benefit component would not be a derivative
instrument subject to the requirements of Subtopic 815-10 due to the paragraph
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815-10-15-53 exclusion for benefits payable only upon death, as illustrated in
paragraphs 815-15-55-55 through 55-56.

Amendments to Status Sections

27. Amend paragraph 220-10-00-1, by adding the following items to the table, as
follows:

220-10-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
Market Risk Added 2018-12 08/15/2018
Benefit
220-10-45-10A Amended 2018-12 08/15/2018
220-10-55-15C Amended 2018-12 08/15/2018

28. Amend paragraph 270-10-00-1, by adding the following item to the table, as
follows:

270-10-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
270-10-50-7 Amended 2018-12 08/15/2018

29. Amend paragraph 350-30-00-1, by adding the following item to the table, as
follows:

350-30-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
350-30-15-4 Amended 2018-12 08/15/2018

30. Amend paragraph 815-10-00-1, by adding the following items to the table, as
follows:

815-10-00-1 The following table identifies the changes made to this Subtopic.
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Accounting

Standards
Paragraph Action Update Date
Market Risk Added 2018-12 08/15/2018
Benefit
815-10-15-13 Amended 2018-12 08/15/2018

31. Amend paragraph 815-15-00-1, by adding the following items to the table, as

follows:

815-15-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
Market Risk Added 2018-12 08/15/2018
Benefit
815-15-55-54 Amended 2018-12 08/15/2018
815-15-55-55 Amended 2018-12 08/15/2018
815-15-55-57 Superseded 2018-12 08/15/2018
815-15-55-58 Amended 2018-12 08/15/2018
815-15-55-59 Superseded 2018-12 08/15/2018
through 55-61
815-15-55-62 Amended 2018-12 08/15/2018
815-15-55-67 Amended 2018-12 08/15/2018
815-15-55-69 Amended 2018-12 08/15/2018
815-15-55-74 Amended 2018-12 08/15/2018
815-15-55-75 Amended 2018-12 08/15/2018

32. Amend paragraph 944-20-00-1, by adding the following items to the table, as

follows:

944-20-00-1 The following table identifies the changes made to this Subtopic.

Risk (Relating
to Variable

Accounting

Standards
Paragraph Action Update Date
Guaranteed Amended 2018-12 08/15/2018
Minimum
Income Benefit
Net Amount at Superseded 2018-12 08/15/2018
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Accounting

Standards
Paragraph Action Update Date
Annuity
Contracts)
944-20-05-23 Superseded 2018-12 08/15/2018
944-20-10-3 Amended 2018-12 08/15/2018
944-20-15-11 Amended 2018-12 08/15/2018
944-20-15-13 Amended 2018-12 08/15/2018
944-20-15-24 Amended 2018-12 08/15/2018
944-20-55-13 Amended 2018-12 08/15/2018
944-20-55-14 Amended 2018-12 08/15/2018
944-20-55-15 Superseded 2018-12 08/15/2018
through 55-26

33. Amend paragraph 944-30-00-1, by adding the following items to the table, as
follows:

944-30-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
Annual Superseded 2018-12 08/15/2018
Policyholder
Dividends
Benefit Superseded 2018-12 08/15/2018
Period
Contract Superseded 2018-12 08/15/2018
Rate
Guaranteed Amended 2018-12 08/15/2018
Minimum
Income
Benefit
Gross Superseded 2018-12 08/15/2018
Premium
Investment Superseded 2018-12 08/15/2018
Yield
Market Risk | Added 2018-12 08/15/2018
Benefit
Net Level Superseded 2018-12 08/15/2018
Premium
Reserve
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Accounting

Standards
Paragraph Action Update Date
Net Amended 2018-12 08/15/2018
Premiums
944-30-15-6 Amended 2018-12 08/15/2018
944-30-25-1B | Amended 2018-12 08/15/2018
944-30-25-3 Amended 2018-12 08/15/2018
944-30-25-6 Amended 2018-12 08/15/2018
944-30-25-8 Amended 2018-12 08/15/2018
944-30-25-9 Amended 2018-12 08/15/2018
944-30-25-10 | Superseded 2018-12 08/15/2018
944-30-30-2 Amended 2018-12 08/15/2018
944-30-35-3 Amended 2018-12 08/15/2018
944-30-35-3A | Amended 2018-12 08/15/2018
944-30-35-3B | Added 2018-12 08/15/2018
944-30-35-3C | Added 2018-12 08/15/2018
944-30-35-4 Superseded 2018-12 08/15/2018
through 35-17
944-30-35-18 | Amended 2018-12 08/15/2018
through 35-20
944-30-35-21 | Superseded 2018-12 08/15/2018
944-30-35-22 | Superseded 2018-12 08/15/2018
944-30-35-36 | Amended 2018-12 08/15/2018
944-30-35-41 | Superseded 2018-12 08/15/2018
through 35-45
944-30-35-46 | Amended 2018-12 08/15/2018
through 35-52
944-30-35-61 | Amended 2018-12 08/15/2018
944-30-35-62 | Superseded 2018-12 08/15/2018
944-30-35-63 | Amended 2018-12 08/15/2018
944-30-35-64 | Amended 2018-12 08/15/2018
944-30-40-3 Amended 2018-12 08/15/2018
944-30-50-2 Superseded 2018-12 08/15/2018
944-30-50-2A | Added 2018-12 08/15/2018
944-30-50-2B | Added 2018-12 08/15/2018
944-30-50-3 Superseded 2018-12 08/15/2018
944-30-50-4 Amended 2018-12 08/15/2018
944-30-55-2 Amended 2018-12 08/15/2018
944-30-55-3 Superseded 2018-12 08/15/2018
through 55-6
944-30-55-7 Amended 2018-12 08/15/2018
944-30-55-7A | Added 2018-12 08/15/2018
944-30-55-7B | Added 2018-12 08/15/2018
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Accounting

Standards
Paragraph Action Update Date
944-30-55-8 Superseded 2018-12 08/15/2018
through 55-10
944-30-55-11 | Amended 2018-12 08/15/2018
through 55-14
944-30-55-15 | Superseded 2018-12 08/15/2018
through 55-32
944-30-55-36 | Amended 2018-12 08/15/2018
944-30-55-39 | Amended 2018-12 08/15/2018
944-30-55-40 | Amended 2018-12 08/15/2018
944-30-55-56 | Amended 2018-12 08/15/2018
944-30-55-58 | Amended 2018-12 08/15/2018
944-30-55-65 | Amended 2018-12 08/15/2018
944-30-55-66 | Amended 2018-12 08/15/2018
944-30-55-76 | Amended 2018-12 08/15/2018

34. Amend paragraph 944-40-00-1, by adding the following items to the table, as
follows:

944-40-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
Annuitization Added 2018-12 08/15/2018
Block of New Superseded 2018-12 08/15/2018
Insurance
Contracts
Cash Added 2018-12 08/15/2018
Surrender
Value
Contract Rate Added 2018-12 08/15/2018
Guaranteed Added 2018-12 08/15/2018
Minimum
Accumulation
Benefit
Guaranteed Added 2018-12 08/15/2018
Minimum
Income Benefit
Guaranteed Added 2018-12 08/15/2018
Minimum
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Accounting

Standards
Paragraph Action Update Date
Withdrawal
Benefit
Lock-In Superseded 2018-12 08/15/2018
Concept
Maintenance Added 2018-12 08/15/2018
Costs
Market Risk Added 2018-12 08/15/2018
Benefit
Minimum Superseded 2018-12 08/15/2018
Guaranteed
Death Benefit
Net Amount at | Added 2018-12 08/15/2018
Risk (Relating
to Variable
Annuity
Contracts)
Net Premiums Amended 2018-12 08/15/2018
Policy Account | Added 2018-12 08/15/2018
Balance
Risk of Amended 2018-12 08/15/2018
Adverse
Deviation
944-40-15-6 Amended 2018-12 08/15/2018
944-40-25-11 Amended 2018-12 08/15/2018
944-40-25-25 Amended 2018-12 08/15/2018
944-40-25-25A Superseded 2018-12 08/15/2018
944-40-25-25B Added 2018-12 08/15/2018
through 25-25D
944-40-25-26 Amended 2018-12 08/15/2018
944-40-25-27 Amended 2018-12 08/15/2018
944-40-25-27A Added 2018-12 08/15/2018
944-40-25-28 Superseded 2018-12 08/15/2018
944-40-25-40 Amended 2018-12 08/15/2018
944-40-25-41 Amended 2018-12 08/15/2018
944-40-30-6 Superseded 2018-12 08/15/2018
944-40-30-7 Amended 2018-12 08/15/2018
944-40-30-7A Added 2018-12 08/15/2018
944-40-30-8 Amended 2018-12 08/15/2018
944-40-30-9 Amended 2018-12 08/15/2018
944-40-30-10 Superseded 2018-12 08/15/2018
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Accounting

Standards
Paragraph Action Update Date
944-40-30-13 Amended 2018-12 08/15/2018
through 30-16
944-40-30-19 Amended 2018-12 08/15/2018
944-40-30-19A Superseded 2018-12 08/15/2018
944-40-30-19B Added 2018-12 08/15/2018
through 30-19D
944-40-30-20 Amended 2018-12 08/15/2018
944-40-30-22 Amended 2018-12 08/15/2018
944-40-30-22A Added 2018-12 08/15/2018
944-40-30-24 Amended 2018-12 08/15/2018
944-40-30-25 Superseded 2018-12 08/15/2018
944-40-30-26 Amended 2018-12 08/15/2018
944-40-30-27 Amended 2018-12 08/15/2018
944-40-30-29 Amended 2018-12 08/15/2018
944-40-30-29A Added 2018-12 08/15/2018
944-40-30-30 Amended 2018-12 08/15/2018
944-40-35-5 Amended 2018-12 08/15/2018
944-40-35-6 Amended 2018-12 08/15/2018
944-40-35-6A Added 2018-12 08/15/2018
944-40-35-7 Superseded 2018-12 08/15/2018
944-40-35-7A Added 2018-12 08/15/2018
944-40-35-7B Added 2018-12 08/15/2018
944-40-35-8 Superseded 2018-12 08/15/2018
944-40-35-8A Added 2018-12 08/15/2018
944-40-35-8B Added 2018-12 08/15/2018
944-40-35-9 Amended 2018-12 08/15/2018
944-40-35-11 Superseded 2018-12 08/15/2018
944-40-35-12 Amended 2018-12 08/15/2018
944-40-35-15 Amended 2018-12 08/15/2018
through 35-18
944-40-35-20 Amended 2018-12 08/15/2018
through 35-23
944-40-35-24 Superseded 2018-12 08/15/2018
944-40-45-1 Amended 2018-12 08/15/2018
944-40-45-2 Amended 2018-12 08/15/2018
944-40-45-3 Added 2018-12 08/15/2018
944-40-45-4 Added 2018-12 08/15/2018
944-40-50-5A Added 2018-12 08/15/2018
944-40-50-6 Amended 2018-12 08/15/2018
944-40-50-7 Amended 2018-12 08/15/2018
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Accounting

Standards
Paragraph Action Update Date
944-40-50-7A Added 2018-12 08/15/2018
through 50-7C
944-40-55-13A Added 2018-12 08/15/2018
through 55-13K
944-40-55-14 Amended 2018-12 08/15/2018
through 55-17
944-40-55-18 Superseded 2018-12 08/15/2018
944-40-55-20 Amended 2018-12 08/15/2018
through 55-23
944-40-55-24 Superseded 2018-12 08/15/2018
944-40-55-25 Amended 2018-12 08/15/2018
through 55-28
944-40-55-29 Superseded 2018-12 08/15/2018
944-40-55-29A Added 2018-12 08/15/2018
through 55-29U
944-40-65-2 Added 2018-12 08/15/2018

35. Amend paragraph 944-50-00-1, by adding the following item to the table, as

follows:

944-50-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
944-50-25-5 Amended 2018-12 08/15/2018

36. Amend paragraph 944-60-00-1, by adding the following items to the table, as

follows:

944-60-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
944-60-15-5 Amended 2018-12 08/15/2018
944-60-25-7 Amended 2018-12 08/15/2018
944-60-25-8 Amended 2018-12 08/15/2018
944-60-30-1 Amended 2018-12 08/15/2018
944-60-30-2 Amended 2018-12 08/15/2018
944-60-35-5 Amended 2018-12 08/15/2018
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Accounting

Standards
Paragraph Action Update Date
944-60-50-2 Added 2018-12 08/15/2018

37. Amend paragraph 944-80-00-1, by adding the following items to the table, as
follows:

944-80-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
Cash Surrender | Added 2018-12 08/15/2018
Value
Guaranteed Superseded 2018-12 08/15/2018
Minimum
Accumulation
Benefit
Guaranteed Superseded 2018-12 08/15/2018
Minimum
Income Benefit
Market Risk Added 2018-12 08/15/2018
Benefit
Minimum Superseded 2018-12 08/15/2018
Guaranteed
Death Benefit
Net Amount at Superseded 2018-12 08/15/2018
Risk (Relating
to Variable
Annuity
Contracts)
Policy Account | Added 2018-12 08/15/2018
Balance
Surrender Added 2018-12 08/15/2018
Charge
944-80-25-3 Amended 2018-12 08/15/2018
944-80-50-1 Amended 2018-12 08/15/2018
944-80-50-2 Added 2018-12 08/15/2018
944-80-55-17 Added 2018-12 08/15/2018
through 55-21

38. Amend paragraph 944-605-00-1, by adding the following items to the table,
as follows:
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944-605-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
Liability for Added 2018-12 08/15/2018
Future Policy
Benefits
Net Premiums | Amended 2018-12 08/15/2018
944-605-25-8 Superseded 2018-12 08/15/2018
944-605-25-11 Superseded 2018-12 08/15/2018
944-605-30-1 Amended 2018-12 08/15/2018
944-605-30-2 Amended 2018-12 08/15/2018
944-605-30-2A | Added 2018-12 08/15/2018
944-605-35-1 Amended 2018-12 08/15/2018
944-605-35-1A | Amended 2018-12 08/15/2018
944-605-35-1B | Added 2018-12 08/15/2018
944-605-35-1C | Added 2018-12 08/15/2018

39. Amend paragraph 944-805-00-1, by adding the following items to the table,

as follows:

944-805-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
944-805-35-3 Amended 2018-12 08/15/2018
944-805-50-3 Amended 2018-12 08/15/2018
944-805-55-3 Amended 2018-12 08/15/2018
944-805-55-6 Amended 2018-12 08/15/2018
through 55-11
944-805-55-12 Superseded 2018-12 08/15/2018
944-805-55-13 Superseded 2018-12 08/15/2018

40. Amend paragraph 944-815-00-1, by adding the following items to the table,

as follows:

944-815-00-1 The following table identifies the changes made to this Subtopic.
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Accounting

Standards
Paragraph Action Update Date
Market Risk Added 2018-12 08/15/2018
Benefit
944-815-25-4 Superseded 2018-12 08/15/2018
944-815-25-5 Amended 2018-12 08/15/2018
944-815-60-3 Superseded 2018-12 08/15/2018
944-815-60-6 Amended 2018-12 08/15/2018
944-815-60-7 Superseded 2018-12 08/15/2018

41. Amend paragraph 944-825-00-1, by adding the following item to the table,

as follows:

944-825-00-1 The following table identifies the changes made to this Subtopic.

Accounting

Standards
Paragraph Action Update Date
944-825-45-1 Amended 2018-12 08/15/2018

The amendments in this Update were adopted by the unanimous vote of the six
members of the Financial Accounting Standards Board.
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Background Information and
Basis for Conclusions

Introduction

BC1. The following summarizes the Board’s considerations in reaching the
conclusions in this Update. It includes reasons for accepting certain approaches
and rejecting others. Individual Board members gave greater weight to some
factors than to others.

Benefits and Costs

BC2. The FASB’s Rules of Procedure states:

The mission of the FASB is to establish and improve
standards of financial accounting and reporting that foster
financial reporting by nongovernmental entities that provides
decision-useful information to investors and other users of
financial reports.

BC3. In fulfilling that mission, the Board follows certain precepts, including the
issuing of standards only when the expected benefits of the resulting information
justify the expected costs. The Board strives to determine that a standard will fill a
significant need and that the costs imposed to meet that standard, as compared
with other alternatives, are justified in relation to the overall benefits of the resulting
information. The Board’s assessment of the costs and the benefits of applying new
guidance is unavoidably more qualitative than quantitative because there is no
method to objectively measure the costs to implement new guidance or to quantify
the value of improved information in financial statements.

BC4. Paragraph OB2 of FASB Concepts Statement No. 8, Conceptual Framework
for Financial Reporting, Chapter 1, The Objective of General Purpose Financial
Reporting, and Chapter 3, Qualitative Characteristics of Useful Financial
Information, states the following:

The objective of general purpose financial reporting is to
provide financial information about the reporting entity that is
useful to existing and potential investors, lenders, and other
creditors in making decisions about providing resources to the
entity. Those decisions involve buying, selling, or holding equity
and debt instruments and providing or settling loans and other
forms of credit. [Footnote reference omitted]
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BC5. The objective of the amendments in this Update, which is consistent with the
objective of general purpose financial reporting, is to improve, simplify, and
enhance the financial reporting requirements for long-duration contracts issued by
insurance entities. Achieving this objective will result in providing financial
statement users with more decision-useful information about the amount, timing,
and uncertainty of cash flows related to long-duration contracts.

BC6. Over the course of the insurance project, the Board and staff conducted
extensive outreach with users, preparers, and auditors of financial statements, as
well as insurance industry trade groups and actuaries, to obtain information about
specific deficiencies in existing GAAP accounting requirements for long-duration
contracts and feedback on proposed changes to address those deficiencies.
Those outreach activities included more than 150 individual meetings with users
and more than 250 meetings with preparers, auditors, industry groups, and others;
13 group meetings with 60 users; 14 conferences with more than 150 users; more
than 450 comment letters from users, preparers, auditors, industry groups, and
others; 13 public roundtables hosted or attended by the Board or staff; and
numerous additional discussions. Nonpublic insurance entities also were included
as an integral part of the outreach efforts.

BC7. On the basis of the feedback obtained during the extensive due process
including significant stakeholder input, the Board concluded that the amendments
in this Update provide users with more relevant information about, and a more
faithful representation of, long-duration contracts than existing GAAP. In particular,
the amendments provide the following benefits:

a. A more current measure of traditional and limited-payment insurance
contract liabilities updated for changes in cash flow assumptions and for
discount rates. Specifically, financial statement users will benefit from
insurance contract liabilities no longer being reported using out-of-date
assumptions. Instead, a liability measured with updated assumptions
provides more decision-useful information and more faithfully represents
the insurance entity’s obligation because it gives users a more current
view of an insurance entity’s expected future cash flows as opposed to a
historical view that includes a provision for risk of adverse deviation.

b. A liability discount rate that uses observable market inputs and is
independent of an insurance entity’s expected return on its invested
assets. Specifically, financial statement users will benefit from a more
faithful representation of the time value of money for traditional and
limited-payment long-duration contracts by measuring the liability for
future policy benefits with a discount rate that reflects the characteristics
of the liability rather than the invested assets supporting the liability. The
amendments require future cash flows to be discounted using a current
upper-medium grade (low-credit-risk) fixed-income instrument yield that
maximizes the use of observable market inputs, independent of the return
that an insurance entity expects to earn on its investment portfolio.

158



c. A more consistent and current, market-based measure of capital market
risk benefits offered in variable annuities and other deposit or account
balance products. Specifically, financial statement users will benefit from
a consistent recognition and measurement model applied to contract
features with similar risks and economics. Also, users will benefit from a
current measurement model that maximizes the use of observable
market inputs. Additionally, users will benefit from a greater
understanding of the entity’s exposure to capital market risk in those
benefits and the extent to which an insurance entity hedges its capital
market risk because both market risk benefits and the derivatives used to
economically hedge the capital market risks in those benefits are
measured on a consistent basis—that is, fair value. Financial statement
preparers and auditors will benefit from being able to apply more
simplified accounting guidance.

d. Asimplified method for amortizing deferred acquisition costs. Specifically,
financial statement users will benefit from a clearer, easier-to-understand
amortization methodology. Also, users will have greater understanding of
an insurance entity’s investment and insurance risk and return
independent from a deferred acquisition cost amortization pattern that
fluctuates in relation to investment and insurance experience. Financial
statement preparers will benefit from reduced costs because fewer
resources need to be devoted to calculate, analyze, report, audit, and
explain amortization results.

e. Enhanced disclosures. Specifically, a rollforward of beginning to ending
balances of the liability for future policy benefits, policyholder account
balances, market risk benefits, separate account liabilities, and deferred
acquisition costs will inform financial statement users about the
components of changes in those asset and liability balances during the
reporting period that they would not be able to otherwise discern by
observing the total change in the asset or liability balances. The Board
noted that users of financial statements indicated that these
reconciliations would be one of the most useful disclosures because of
the numerous factors that cause the changes in those balances, thus
providing decision-useful information in assessing the performance and
expected performance of an insurance entity. In addition, users will
benefit from other information that is useful in their analyses, including
measurement assumptions, changes in those assumptions, actual
experience compared with expected experience, and crediting rate
guarantees.

BC8. As with any new guidance, there will be costs to implement the amendments
in this Update. The Board notes that the incremental ongoing costs are expected
to be less significant compared with the costs of initially implementing the
amendments. When making its decisions, the Board considered costs together
with the overall benefits as well as the benefits and costs of specific requirements.
The magnitude of the following costs will vary depending on several factors
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including the extent of an insurance entity’s international operations and the
diversity of its product offerings:

a. Initial costs to educate employees about how to apply the new
requirements, as well as how to explain the effects of the changes on the
insurance entity’s financial statements to financial statement users

b. Initial costs to implement changes in or develop new systems, processes,
and controls and ongoing costs related to maintaining or updating these
systems, processes, and controls

c. Initial and ongoing fees paid to external auditors to audit the enhanced
internal control processes and expanded disclosures.

BC9. The Board also considered other cost savings or cost mitigants. The Board
considered that insurance entities currently perform experience studies and
undertake periodic assumption reviews when performing premium deficiency
testing. Upon adopting the amendments in this Update, instead of using those
assumptions to perform premium deficiency testing (which is eliminated for
traditional and limited-payment contracts under the amendments) insurance
entities should use those updated assumptions to remeasure the liability for future
policy benefits. In addition, certain nontraditional contract features are currently
measured at fair value, and the Board noted that under the amendments,
insurance entities can leverage existing valuation models and processes for those
additional benefits that are measured at fair value as market risk benefits. The
Board also noted that the amendments will result in cost savings related to the
simplification of the amortization of deferred acquisition costs because fewer
resources are needed to calculate, analyze, report, audit, and explain amortization
or unlocking results.

BC10. The Board also considered that the amendments in this Update leverage
many concepts in existing GAAP for insurance entities and, therefore, should be
familiar to financial statement users, preparers, and auditors, thus facilitating the
understanding and adoption of the amendments. For example, rather than
introducing a new measurement model for traditional insurance contracts, the
Board decided to retain the existing net premium reserving model. Additionally,
rather than introduce a new method for updating insurance liability assumptions,
the Board decided to extend the existing catch-up method of updating liability
assumptions for universal life insurance contracts that considers the total cash
flows over a contract’s life—that is, historical actual experience and expected
future cash flows.

BC11. Overall, the Board concluded that the expected benefits of the
amendments in this Update justify the expected costs.

Background Information

BC12. In October 2008, the Board undertook the insurance contracts project
jointly with the International Accounting Standards Board (IASB) with an objective
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of developing common, high-quality guidance that would establish the principles
that an entity would apply in the recognition, measurement, presentation, and
disclosure of insurance contracts (including reinsurance). The objective was to
provide guidance that would apply to all insurance contracts, whether or not those
contracts were issued by an insurance entity. The Board deliberated the issues
together with the IASB because insurance is a global industry with many insurance
entities operating (mostly through subsidiaries) in numerous countries. In addition,
the Board noted that there were several areas for potential improvement to existing
GAAP and it identified several areas in which diversity exists in practice and
viewed this as an opportunity to mitigate, if not eliminate, that diversity.

BC13. In July 2010, the IASB issued an Exposure Draft, Insurance Contracts
(2010 IASB Exposure Draft). During the development of the 2010 IASB Exposure
Draft, most of the discussions about the proposed insurance accounting
approaches were held jointly with the FASB. Although the Boards reached
common decisions in many areas, they reached different conclusions in others,
chiefly in response to different conclusions about the costs and benefits of certain
alternatives. The FASB sought additional input from its stakeholders before issuing
an Exposure Draft, in large part to assess whether the proposed new amendments
would represent a sufficient improvement to GAAP to justify issuing those
proposed new amendments.

BC14. In September 2010, the FASB issued a Discussion Paper, Preliminary
Views on Insurance Contracts (2010 Discussion Paper), to seek such input. The
Board received 79 comment letters in response to the 2010 Discussion Paper and,
in subsequent discussions, considered relevant recommendations and
suggestions from those comment letters and the 253 comment letters on the 2010
IASB Exposure Draft.

BC15. In June 2013, after jointly deliberating issues arising from the 2010
Discussion Paper and the 2010 IASB Exposure Draft, the Board issued a proposed
Accounting Standards Update, Insurance Contracts (Topic 834) (2013 proposed
Update), and the IASB issued a revised Exposure Draft, Insurance Contracts
(revised 2013 IASB Exposure Draft).

BC16. The objectives of the amendments in the 2013 proposed Update were to
(a) increase the decision usefulness of the information about a reporting entity’s
insurance liabilities, including the amount, timing, and uncertainty of cash flows
related to those liabilities and the effect in the statement of comprehensive income,
and (b) improve comparability, regardless of the type of entity issuing the insurance
contract.

BC17. The amendments in the 2013 proposed Update would have applied to all
entities that issue or reinsure contracts that met the definition of an insurance
contract in that proposed Update, but not to contract holders (other than holders
of reinsurance contracts). An insurance contract was defined in the 2013 proposed
Update as:

161



A contract under which one party (the issuing entity) accepts
significant insurance risk from another party (the policyholder) by
agreeing to compensate the policyholder or its designated
beneficiary if a specified uncertain future event (the insured event)
adversely affects the policyholder.

BC18. The amendments in the 2013 proposed Update would have required that
an entity measure its insurance contracts under one of two measurement models,
referred to as the building block approach (for most life, annuity, and long-term
health contracts) and the premium allocation approach (for most property, liability,
and short-term health contracts).

BC19. Contracts accounted for using the building block approach generally would
have been measured with the following two components:

a. The present value of the unbiased probability-weighted mean of the future
net cash flows (that is, expected value) expected in fulfilling the contract

b. A margin, net of qualifying acquisition costs and representing profit at risk,
which would have been deferred and recognized as income as the
uncertainty in the cash flows decreased. The margin would have been
locked in at contract inception and not subsequently adjusted; however,
the margin would have been subject to a periodic onerous contract test.

BC20. The amendments in the 2013 proposed Update would have required that
an entity reflect the time value of money by discounting the expected cash flows
using a current discount rate that reflected the characteristics of the insurance
liability. The discount rate would have been updated for each reporting period. The
2013 proposed Update described two broad approaches that an entity could have
used to determine an appropriate discount rate:

a. A “top down” approach under which the rate of a reference portfolio of
assets would have been adjusted to reflect the characteristics of the
insurance liability.

b. A “bottom up” approach under which the discount rate would have been
derived by adjusting a risk-free rate to incorporate the liability
characteristics.

BC21. An entity applying the premium allocation approach initially would have
measured its liability for remaining coverage as the contractual premiums that are
within the boundary of the existing contract. In subsequent periods, the entity
would have reduced the measurement of the liability for remaining coverage on
the basis of the expected timing of incurred claims and benefits and would have
recognized the amount of that reduction as insurance contract revenue.

BC22. The amendments in the 2013 proposed Update generally would have
required that an entity present the following in net income:
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Insurance contract revenue:

1. For the building block approach—over the coverage and settlement
periods as the obligation to provide coverage and other services is
satisfied

2. For the premium allocation approach—over the coverage period on
the basis of the expected timing of incurred claims.

Claims and expenses as they are incurred, and for contracts measured

using the building block approach, changes in assumptions regarding

expected cash flows.

Interest expense using the discount rates determined when the contract

was initially recognized. Those rates would have been periodically reset

for insurance contracts with discretionary participation features that
change the expected cash flows.

BC23. The Board received 209 comment letters in response to the 2013 proposed
Update. In addition, the Board conducted extensive outreach with insurance
industry trade groups, preparers, auditors, and financial statement users, including
roundtables, field testing, and workshops. Stakeholders expressed concerns about
the following:

a.

Increased recognition and measurement complexity. Stakeholders
commented that the building block approach was complicated and
difficult to understand and that additional examples should be provided to
educate users on how their financial analyses would be affected.
Increased volatility. Stakeholders expressed concern that the
amendments in the 2013 proposed Update would result in increased
volatility in financial statements as a result of quarterly assumption
updating that may not necessarily, in their view, represent the underlying
economics given the long-duration nature of the liabilities and the relative
stability of predictable payouts. Stakeholders generally stated that
assumptions should be updated less frequently than quarterly, such as
on an annual basis or if a change is persistent. Many stakeholders
focused on the discount rate and, more specifically, on how changes in
the discount rate should be recognized in the financial statements.
Decreased financial statement comprehension. Stakeholders
commented that the amendments in the 2013 proposed Update would
create a financial statement presentation that would be difficult to
understand and would not improve comparability across different sectors.
The highly specialized nature of accounting for insurance contracts
hinders the comparison of the financial reports of insurance entities with
other entities, limiting the decision usefulness of reported information and
the efficient allocation of capital.

Issues with the proposed detailed disclosures. Financial statement
preparers stated that certain disclosures such as (1) qualitative and
quantitative information about the nature and extent of the risks arising
from contracts issued by insurance entities and (2) quantitative and
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qualitative information about the sensitivity of insurance balances to
changes in inputs would be voluminous, costly to implement and to audit,
and operationally burdensome. However, financial statement users
generally supported many of the disclosure requirements in the 2013
proposed Update. Users stated that the additional proposed disclosures
could improve the decision usefulness of the financial statements. In
particular, users supported the requirement to disclose information about
the assumptions used in estimating the insurance-related balances
because that information would have provided increased transparency
into the estimation process.

e. Scope. The scope of the amendments in the 2013 proposed Update
would apply to all reporting entities that issue insurance contracts (as
defined in that proposed Update), including reporting entities other than
insurance entities. Stakeholders commented that the scope of insurance
contract accounting should continue to be limited to reporting entities
subject to insurance regulation because the benefits would not justify the
costs of changing the accounting for insurance contracts issued by
entities other than insurance entities.

BC24. Stakeholders also commented that the existing accounting model for short-
duration contracts generally works well and is well understood. Most users
supported only targeted improvements to existing GAAP for long-duration
contracts, such as enhancing disclosure requirements and updating assumptions.
Financial statement users recommended changes to discount rates because they
currently have limited visibility into a reporting entity’s interest rate risk and different
insurance entities with similar products may use different rates to discount the
expected future cash flows associated with those products.

BC25. As a result of this stakeholder feedback, the Board decided to limit the
scope of the project to insurance entities within the scope of Topic 944. The Board
also decided to split the insurance project into separate short-duration and long-
duration contract phases.

BC26. For short-duration contracts, the Board decided to focus on improving
disclosures because the benefits of changing the recognition, measurement, and
presentation guidance for short-duration contracts would not justify the costs,
especially if the guidance did not substantially converge with the 2013 |ASB
Exposure Draft. Financial statement users commented that additional disclosures
about the liability for unpaid claims and claim adjustment expenses would increase
the transparency of significant estimates made in measuring those liabilities.
Those disclosures would provide additional insight into an insurance entity’s ability
to underwrite and anticipate costs associated with claims.

BC27. In response to this feedback on short-duration contracts, in May 2015, the
Board issued Accounting Standards Update No. 2015-09, Financial Services—
Insurance (Topic 944): Disclosures about Short-Duration Contracts.
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BC28. For long-duration contracts, as a direct result of extensive outreach with
users, preparers, and auditors of financial statements as well as insurance industry
trade groups and actuaries, the Board decided to focus on making targeted
improvements to existing recognition, measurement, and disclosure requirements.
As such, the Board did not undertake a comprehensive reconsideration of existing
specialized principles and practices.

BC29. In September 2016, the Board issued a proposed Accounting Standards
Update, Financial Services—Insurance (Topic 944): Targeted Improvements to
the Accounting for Long-Duration Contracts (2016 proposed Update).

BC30. The amendments in the 2016 proposed Update focused on improving the
following aspects of the accounting model for long-duration contracts:

a. Improve the timeliness of recognizing changes in the liability for future
policy benefits by requiring that updated assumptions be used to measure
the liability (that is, that assumptions should be “unlocked”) and modify
the rate used to discount future cash flows. Financial statement users
raised concerns about the use of out-of-date assumptions or “locked-in”
assumptions to calculate the liability for traditional insurance contracts.
Users also raised concerns about the use of an insurance entity’s
expected yield on its investment portfolio to discount the liability.
Discounting insurance contract liabilities using those rates hinders a
user’s ability to analyze an insurance entity’s true economic exposure,
such as duration mismatches.

b. Simplify and improve the accounting for certain benefits embedded in
variable contracts. Financial statement users, preparers, and auditors
raised concerns about the complexity and inconsistency of the existing
accounting models for benefits embedded in variable products that
provide contract holders with protection from adverse capital market
performance. In particular, users commented that those market risk
benefits in variable products should be measured on a consistent basis
because they share similar risks and economics. Also, preparers
commented on the complexity of evaluating whether a market risk benefit
should be accounted for as an embedded derivative in accordance with
Topic 815, Derivatives and Hedging. Additionally, both users and
preparers expressed concerns about the existing financial reporting
disincentive to economically hedge capital market risk exposures arising
from market risk benefits accounted for under an insurance accrual model
because the hedging instruments are measured at fair value, resulting in
earnings volatility not reflective of the economics.

c. Simplify the amortization of deferred acquisition costs. The Board
received feedback from users and preparers about several issues with
the existing deferred acquisition cost amortization methods, which are
very specialized and unique to the insurance industry. Multiple
amortization methods result in inconsistency by product type, even
though the nature of the costs (for example, commissions and
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underwriting costs) are the same across product types. The existing
required estimated gross profit and estimated gross margin amortization
models are complex and require numerous inputs and assumptions.
Assumption updates can result in periodic adjustments that are
challenging to calculate, understand, and explain. In certain situations,
recovery of amounts recognized as amortization in prior periods may
occur. That complexity limits the decision usefulness of information, thus
hindering financial statement analyses. In particular, users provided
feedback that linking the amortization of deferred acquisition costs to
changes in the liability or investment experience results in offsetting
effects in net income, which complicates financial results and the
evaluation of an insurance entity’s financial performance.

d. Improve the effectiveness of the required disclosures. Financial
statement users provided feedback that existing disclosures provide
limited decision-useful information. Users expressed an interest in
obtaining more transparency into the exposures of an insurance entity
and the drivers of the entity’s results. Users also expressed an interest in
better understanding the assumptions used in the measurement of
insurance liabilities and changes in those assumptions.

BC31. The Board received 39 comment letters in response to the 2016 proposed
Update. In addition, the Board held a public roundtable meeting on April 19, 2017,
and conducted further outreach with insurance industry trade groups, preparers,
auditors, actuaries, and financial statement users. The Board’s consideration of
stakeholder feedback and their conclusions are included in the relevant sections
of this basis for conclusions.

Basis for Conclusions
Liability for Future Policy Benefits—Assumption Unlocking

Existing GAAP

BC32. Under existing GAAP, the liability for future policy benefits for traditional
and limited-payment contracts represents the present value of future benefits to
be paid to or on behalf of policyholders and related expenses less the present
value of future net premiums (that is, the portion of gross premiums required to
provide for those benefits and expenses). The liability is estimated using methods
that include assumptions applicable at the time that the insurance contracts are
originated. The liability also includes a provision for risk of adverse deviation as an
allowance for possible unfavorable deviations from assumptions, and, therefore,
the liability does not represent management’s expectation of future net benefits to
be paid under the contract. Original assumptions continue to be used in
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subsequent periods to determine the liability for future policy benefits (commonly
referred to as the “lock-in concept”) unless a premium deficiency arises.

BC33. Users and preparers were critical of the existing accounting model for
traditional and limited-payment contracts whereby original assumptions are not
updated, even though long-duration contracts may be in force for many decades.
Users in particular stated that a requirement to update assumptions would be a
major improvement over the requirements in existing GAAP. Many users and
preparers also focused on the discount rate and, more specifically, how changes
in the discount rate should be recognized in the financial statements. Financial
statement preparers favored quarterly updating for discount rates because that
would more closely align with the quarterly updating of assets carried at fair value
that are used to back insurance liabilities and, therefore, mitigate capital volatility.

2013 Proposed Update

BC34. The building block approach in the 2013 proposed Update would have
represented a substantial change from existing GAAP. Under the building block
approach, an entity would project expected future cash flows at their current
fulfillment value (that is, an unbiased probability-weighted estimate), discounted at
a current rate that reflects the characteristics of the liability. The cash flow
estimates and discount rate would be updated each reporting period. The effects
of changes in cash flow estimates would be recognized in earnings. Changes
associated with fluctuations in the discount rate from inception would be
recognized in other comprehensive income. A margin would be recognized,
representing profit at risk, which is deferred and recognized in income as the
uncertainty in the cash flows decreases. An entity would offset qualifying
acquisition costs against the margin (as opposed to recognizing a deferred
acquisition cost asset). The margin would be locked in at contract inception—that
is, it would not be adjusted, even when the estimated cash flows used to determine
that margin are updated over the life of the contract; however, the margin would
be subject to a periodic onerous contract test.

BC35. Preparers, users, and industry groups commented that the building block
approach was complicated and difficult to understand, that it would not improve
comparability across different industry sectors, and that additional examples
should be provided to educate users on how their financial analyses would be
affected.

BC36. Preparers, users, and industry groups also expressed concern that the
building block approach would result in increased volatility in financial statements
as a result of quarterly assumption updating that, in their view, may not necessarily
represent the underlying economics given the long-duration nature of the liabilities
and the relative stability of predictable payouts. These stakeholders stated that
cash flow assumptions should be updated less frequently than quarterly, such as
on an annual basis or if a change is deemed to be persistent.
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BC37. Some users expressed concern that quarterly assumption updating of
discount rates would result in increased volatility in financial statements and
generally stated that assumptions should be updated less frequently than
quarterly, such as on an annual basis or if a change is persistent. However, many
financial statement preparers favored interim updating for discount rates because
that would more closely align with the underlying economics and the interim
updating of assets carried at fair value.

2016 Proposed Update

BC38. After considering stakeholder feedback collected throughout the project,
the Board proposed to retain the existing net premium reserving model for
traditional, limited-payment, and participating insurance contracts and improve it
by eliminating the lock-in concept associated with that model. Specifically, the
Board proposed to require that an insurance entity update all model assumptions
on a periodic basis rather than retain contract inception assumptions over a
contract’s life, which can extend for several decades over multiple economic
cycles.

BC39. An insurance entity would be required to update cash flow assumptions
(such as mortality, morbidity, and termination assumptions) on an annual basis, at
the same time every year, or more frequently if actual experience or other evidence
indicates that prior assumptions should be revised in interim reporting. An
insurance entity also would be required to update discount rate assumptions at
each reporting date.

BC40. The Board proposed certain other related changes as a result of the
decision to require the periodic updating of assumptions used in the measurement
of the liability for future policy benefits. Specifically, premium deficiency testing
would be eliminated because measurement assumptions would be updated on a
periodic basis, and, therefore, there would be no need for a test to determine
whether measurement assumptions should be updated. The provision for risk of
adverse deviation also would be eliminated because the liability would be
measured on the basis of periodically updated assumptions. Additionally, the
determination of whether to establish a liability (in addition to an account balance)
for annuitization, death, or other insurance benefits would be performed on a
periodic basis rather than only at contract inception.

BC41. To calculate and record the effects of updating assumptions, cash flow
assumptions would be updated using a catch-up method and the discount rate
assumption would be updated using an immediate method. Under the cash flow
assumption update method, a revised net premium ratio would be calculated as of
contract inception using actual historical experience and updated future cash flow
assumptions. The revised net premium ratio would then be applied to derive a
cumulative catch-up adjustment to be recognized in current-period benefit
expense. In subsequent periods, the revised net premium ratio would be used to
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accrue the liability for future policy benefits. As a result of the proposed elimination
of premium deficiency testing, expected benefits and expenses in excess of
expected gross premiums would be recognized as a loss in the current period—
that is, the net premium ratio would be capped at 100 percent so that losses would
not be deferred into future periods. The net premium ratio would not be updated
for discount rate assumption changes. Rather, the effects of discount rate changes
would be recognized immediately in other comprehensive income. The amount
included in accumulated other comprehensive income would represent the
difference between the carrying amount of the liability for future policy benefits
measured using updated discount rates and the carrying amount of the liability for
future policy benefits measured using rates determined at contract inception.

Feedback on the 2016 Proposed Update and Redeliberations

BC42. Users, preparers, industry groups, auditors, and other stakeholders broadly
supported the notion of unlocking and updating liability measurement
assumptions. Nearly all of these stakeholders provided feedback that using out-of-
date assumptions to measure the liability for future policy benefits under existing
GAAP results in information that is less decision useful. The Board noted that a
liability measured with updated assumptions provides more decision-useful
information and more faithfully represents an insurance entity’s obligation because
it gives users a more current view of the insurance entity’s expected cash flows
and resulting contract profitability, as opposed to a historical view that includes a
provision for adverse deviation.

BC43. In determining the method for updating cash flow assumptions, the Board
focused on its principal objectives of unlocking assumptions and remeasuring the
reported insurance liability on the basis of updated assumptions. The Board
concluded that the catch-up method—which is currently used for updating
universal life insurance contract liabilities—should be extended to traditional and
limited-payment insurance contracts. The Board determined that a catch-up
method best achieves the Board’s goal of improving the timeliness of recognizing
changes in the liability and refining the profit margin because estimated cash flows
are updated for the effects of changes in future assumptions and trued-up for
actual experience as that experience emerges. Additionally, the catch-up method
achieves the objective of remeasuring the reported liability on the basis of updated
assumptions, resulting in a more current measure of the insurance liability
presented on the balance sheet.

BC44. Some preparers and other stakeholders provided comment letter feedback
that the catch-up method:

a. Allows for future profits to emerge on the basis of updated cash flow
assumptions without being encumbered by assumptions related to prior
periods
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b. Gives financial statement users a more current view of expected cash
flows

c. Results in a more faithful representation of an insurance entity’s
obligations.

BC45. The Board considered an alternative approach put forth by a majority of
preparers whereby the estimated cash flow effects of future assumption changes
would be recognized prospectively in future periods, while the estimated cash flow
effects of actual experience deviations would be recognized on an immediate
basis. Although one Board member favored a prospective method, ultimately the
Board rejected a prospective method because it would have failed to achieve the
Board’s principal objectives of fully unlocking assumptions and remeasuring the
reported insurance liability on the basis of updated cash flow assumptions.
Specifically, the Board considered the following:

a. Accounting assumptions would remain locked and not be updated or
trued-up for actual experience under a prospective method. This lack of
updating is a characteristic of the existing accounting model, and,
therefore, a prospective method would not represent a meaningful
improvement over existing GAAP.

b. The reported insurance liability would not be remeasured for the effect of
assumption changes under a prospective method because the effect of
those assumption changes would be reflected in future periods.
Therefore, a prospective method would not represent a meaningful
improvement over existing GAAP.

BC46. Furthermore, the Board considered that the catch-up method is the
currently established method of updating assumptions for some life insurance
liabilities. Therefore, the Board is not introducing a new concept in insurance
accounting; rather, the Board is simply extending the existing assumption update
method to additional life insurance products.

BC47. The Board considered comment letter feedback from several preparers
and industry groups indicating that cash flow projections for traditional and limited-
payment contracts primarily involve mortality, morbidity, and lapse rate
assumptions that typically are not volatile and, given their long-term nature, these
assumptions may not need to change annually. For this reason, many of those
preparers and industry groups stated that the initially proposed requirement to
update assumptions at least annually should instead be changed to review
assumptions at least annually to consider the fact that after a review, certain
assumptions, given their long-term nature, may not have to change annually. The
Board agreed and changed the proposed requirement to reflect this
recommendation from preparers and industry groups. Also, in response to
preparer concerns about potential earnings distortion arising from the liability
remeasurement adjustment, the Board decided to require the separate
presentation of that adjustment to enable users to distinguish between the effect
of the liability remeasurement and the recurring policyholder benefit expense.
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BC48. The Board contemplated preparer feedback about the costs associated
with the catch-up method as proposed, and during redeliberations the Board made
several revisions to the proposal to address those cost concerns and reduce the
initial and ongoing cost burden. Specifically, preparers commented that it would be
costly to:

a. Update cash flow assumptions for actual experience every quarter. In
response to this feedback, the Board decided that an insurance entity
must review and, if there is a change, update cash flow assumptions for
actual experience at least annually, which could coincide with the time
that the insurance entity evaluates and updates its future cash flow
assumptions.

b. Update the expense assumption for actual experience because expenses
are typically allocated to contracts and the allocation process is costly and
time consuming. In response to this feedback, the Board decided that an
insurance entity may elect to not update the expense assumption on an
entity-wide basis.

c. Obtain the necessary history to adopt the guidance on a full retrospective
basis because many contracts were originated decades ago and, if
estimates are used, it would be difficult to determine whether the
estimates were good enough to use upon transition. Preparers also
commented that it would be challenging to demonstrate impracticability
to not apply the guidance on a full retrospective basis. In response to this
feedback, the Board decided to eliminate the requirement to adopt the
guidance on a full retrospective basis. Instead, the Board decided to
require adoption of the guidance on a modified retrospective basis as of
the earliest period presented and to provide an option for full retrospective
adoption.

d. Accumulate and maintain the data necessary to evaluate the need to
establish an additional liability for death or annuitization benefits for
universal life-type contracts. In response to this feedback, the Board
decided to retain the existing premium deficiency and loss recognition
guidance for those contracts instead of changing the additional liability
guidance from a contract inception evaluation to an ongoing evaluation.

e. Maintain contracts that were grouped on a quarterly basis. In response to
this feedback, the Board clarified that grouping on an annual basis is a
minimum requirement but that quarterly grouping is permitted.

BC49. The Board considered feedback that the catch-up method could result in
counterintuitive accounting that would be difficult for users to understand.
However, the Board observed that under a catch-up method, if adverse
development (lower future profitability) is expected, the liability is increased and a
loss is reflected in earnings. Conversely, if favorable development (higher future
profitability) is expected, the liability is decreased and a gain is reflected in
earnings. Users provided feedback that this relationship between liability
remeasurement and expected future cash flow changes was directionally intuitive
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and informative, thereby enabling users to get a better sense of expected future
profitability changes. Users found the lack of a liability remeasurement under a
prospective method when expected future cash flows change to be
counterintuitive, especially considering that users are used to seeing other
liabilities (for example, the liability for unpaid claims on property and casualty
insurance contracts) being remeasured to reflect changes in expected future cash
flows.

BC50. Some preparers provided feedback that a prospective method would result
in net income changes that are more aligned with changes in expected cash flows
and the immediate full recognition of actual experience deviations. The Board
observed that under the existing net premium insurance accounting model, total
cash inflows and outflows over an entire contract’s life are aggregated to calculate
a net premium ratio that is used to derive a constant profit margin over the entire
contract life. By design, GAAP profits (which are recognized evenly) emerge
differently from cash profits (which are front ended). Stated differently, unlike a
statement of cash flows, GAAP earnings are not intended to track cash flows
because cash flows over a discrete time period do not capture the overall contract
profitability. A prospective method concentrates the effect of cash flow changes
into the remaining periods; as a result, the contract profitability reported in those
remaining periods would not represent contract profitability on the basis of total
cash flows received and paid.

BC51. The Board considered a third method for updating cash flow assumptions
whereby the net premium ratio would remain locked, causing the effect of
assumption updates to be recognized immediately. Some Board members favored
this approach because the cumulative effect of any change in assumption would
be reflected immediately in current-period benefit expense, thus providing greater
transparency into the magnitude of the effect of the assumption change. Those
Board members also asserted that immediate recognition in earnings of the
change in the cash flow assumptions of a liability would provide a better
understanding of the overall duration mismatch between an entity’s insurance
liabilities and related invested assets because the full change in expected cash
flows on many of the entity’s invested assets are generally recognized
immediately. Ultimately, the Board rejected that approach because it would have
resulted in a locked margin and the effects relating to future periods would be
recognized immediately in the current period rather than in those future periods.

BC52. The Board decided not to include participating contracts within the scope
of the amendments on assumption unlocking because mutual insurance entities
generally do not furnish GAAP-basis financial statements and the liability
accounting model required by this Update may not be an appropriate model for
participating contracts that contain both liability and equity elements (in the form of
guaranteed benefits and discretionary dividends, respectively). However, the
Board recognized that demutualized insurance entities may hold participating
insurance contracts in closed blocks and their financial statement users are
interested in understanding whether those closed blocks may be deficient and
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necessitate the contribution of additional capital into the closed block. Therefore,
the Board decided to enhance disclosures pertaining to premium sufficiency or
deficiency for those contracts.

BC53. The Board considered that insurance entities currently undertake periodic
assumption reviews when performing premium deficiency testing. Instead of using
those assumptions to perform premium deficiency testing, insurance entities may
use those updated assumptions to remeasure the liability for future policy benefits.
The Board acknowledged that there will be initial costs to modify reserving models
to facilitate the recording of the effect of assumption updates; however, recurring
costs should be lower than initial one-time costs once systems are reconfigured.

BC54. In response to some user concerns about capital volatility, some Board
members favored an approach whereby discount rates would be updated annually
rather than quarterly. However, the Board concluded that quarterly updating of
discount rates provides a more current measure of the liability at each reporting
date as opposed to only once a year. Also, quarterly updating of discount rates
was broadly supported by preparers, and it better aligns with quarterly updating of
the majority of assets backing the insurance liability.

Liability for Future Policy Benefits—Discount Rate

Existing GAAP

BC55. Under existing GAAP, the discount rate assumption for the liability for future
policy benefits for traditional and limited-payment contracts is based on estimates
of investment yields (net of related investment expenses) expected at the time that
insurance contracts are originated.

BC56. Financial statement users recommended changes to discount rates
because users have a limited understanding of a reporting entity’s interest rate risk
and different insurance entities with similar products may use different discount
rates. Specifically, users raised concerns about the use of an insurance entity’s
expected investment yield to discount the liability for future policy benefits.
Discounting insurance contract liabilities using those rates may reduce a user’s
ability to analyze an insurance entity’s economic exposure, such as duration
mismatches. Those users recommended either that the disclosure about the
discount rates that are used be enhanced or that a more reliable, market-
observable rate be used and applied across the industry.

2013 Proposed Update

BC57. Under the building block approach in the 2013 proposed Update, an entity
would discount expected future cash flows at a current rate with characteristics
similar to the liability (that is, the “top down” approach or the “bottom up” approach).
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The discount rate would be updated at each reporting period. The effects of
changes associated with fluctuations in the discount rate from inception would be
recognized in other comprehensive income.

BC58. Users generally supported the use of a discount rate independent from the
expected yield on an entity’s investment portfolio. Financial statement preparers
raised concerns that determining an illiquidity premium when following the bottom-
up approach or identifying which yield to strip out when following the top-down
approach was conceptually and practically challenging.

2016 Proposed Update

BC59. Under the amendments in the 2016 proposed Update, future cash flows
would be discounted using a current high-quality fixed-income instrument yield that
maximizes the use of observable market inputs and is independent of the return
that an insurance entity expects to earn on its investment portfolio.

Feedback on the 2016 Proposed Update and Redeliberations

BC60. Users and preparers generally agreed that the discount rate assumption
should reflect the characteristics of the insurance liability while maximizing the use
of observable market inputs. However, most preparers commented that a high-
quality yield (generally interpreted as an AA rating) would not reflect the
characteristics of the insurance liability; instead, many of these preparers
recommended that a lower credit quality yield would better reflect the
characteristics of the insurance liability. In response to this feedback, the Board
decided that future cash flows should be discounted using a current upper-medium
grade (low-credit-risk) fixed-income instrument yield (generally interpreted as an A
rating).

BC61. The Board concluded that the proper rate to discount this net liability is a
liability rate rather than a rate linked to the insurance entity’s investment
experience. The Board noted that an insurance entity’s economic success is
influenced by its ability to invest its assets and earn a rate that exceeds the time
value of money on its liabilities. If an insurance entity’s investment yield is used to
discount the liability, the liability accretion expense would approximate the
insurance entity’s investment returns, which would not provide information about
duration risk and the spread between the return on investment and time value of
the liability.

BC62. The Board also considered that an insurance entity is obligated to perform
on its guaranteed benefit obligations irrespective of its investment strategy. Also,
in the Board’s view, an independent observable market rate allows for better
comparability across insurance entities. An insurance entity with a lower quality
investment portfolio should not report a lower liability than an insurance entity with
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a higher quality investment portfolio simply because the lower quality investment
portfolio has a higher estimated rate of return because of the increased risk.

BC63. FASB Concepts Statement No. 7, Using Cash Flow Information and
Present Value in Accounting Measurements, specifies that interest rates used to
discount cash flows should reflect assumptions that are consistent with those
inherent in the estimated cash flows. Otherwise, the effect of some assumptions
would be double counted or ignored. Because the Board decided that the discount
rate should be a current upper-medium grade (low-credit-risk) fixed-income
instrument yield that maximizes the use of observable market inputs, any
adjustment for uncertainty in cash flow variability not reflected in that rate should
be incorporated into the development of the estimated cash flows.

BC64. The Board rejected an alternative that would have involved using a top-
down methodology or bottom-up methodology similar to what was contemplated
in the 2013 proposed Update, agreeing with preparer feedback that stated that
determining an illiquidity premium or identifying which yield to strip out was
conceptually and practically challenging. In reaching its decision, the Board placed
an emphasis on ease of operability.

BC65. The Board recognizes that in some instances there may be points on the
yield curve for which there are limited or no observable market data, especially for
liabilities that are expected to be settled many decades from the reporting date.
Additionally, there may be periods of market dislocation. For points on the yield
curve for which there are limited or no observable market prices, or during periods
of market dislocation, an entity should use an estimate that is consistent with
existing GAAP guidance on fair value measurement, particularly for Level 3 fair
value measurement. In applying that guidance, an entity should adjust an
observable input that relates to a liability with characteristics that are different from
the characteristics being measured.

Market Risk Benefits

Existing GAAP

BC66. Variable contracts allow the contract holder to direct all or a portion of the
account balance into an investment that passes the risks and rewards of holding
that investment to the contract holder. Fixed indexed contracts also expose the
contract holder to capital market risk. Over time, features (referred to as market
risk benefits) have been added to those products whereby an insurance entity may
provide the contract holder with protection from capital market risk. Those features
include guaranteed minimum death, accumulation, income, withdrawal, and
lifetime withdrawal benefits.

BC67. A common attribute of those benefits is that the insurance entity is obligated
to cover the shortfall between the guaranteed benefit and the account balance

175



(commonly referred to as the net amount at risk), thus exposing the insurance
entity to capital market risk. However, benefits that meet the embedded derivative
criteria under Topic 815 are measured at fair value, while those that do not are
accounted for as insurance under Topic 944.

BC68. The Board considered stakeholder feedback specific to existing GAAP.
Preparers commented on the complexity of evaluating whether a benefit should be
accounted for as an embedded derivative in accordance with Topic 815.
Additionally, both users and preparers expressed concern about the existing
financial reporting disincentive to economically hedge capital market risk
exposures arising from market-related benefits accounted for under an insurance
accrual model because the hedging instruments are measured at fair value,
resulting in earnings volatility not reflective of the economics.

2013 Proposed Update

BC69. Under the building block approach in the 2013 proposed Update, cash
flows associated with market risk benefit features in an insurance contract would
have been included in the fulfilment cash flows used to calculate the insurance
contract liability if those benefits did not meet the embedded derivative criteria
under Topic 815. However, benefits that did meet the embedded derivative criteria
under Topic 815 would have continued to be measured at fair value.

BC70. Preparers and auditors raised concerns about the complexity and
inconsistency of the existing accounting models for those benefits, which would
not have been resolved by the amendments in the 2013 proposed Update. In
particular, users commented that those benefits should be measured on a
consistent basis because they share similar risks and economics, but the
amendments in the 2013 proposed Update would not have resulted in a single
model for those similar benefits.

2016 Proposed Update

BC71. To address stakeholder concerns, the Board proposed to require that an
insurance entity measure all market risk benefits at fair value. Fair value changes
would be recognized in net income, except for the portion of any change in fair
value attributable to a change in the instrument-specific credit risk, which would
have been recognized in other comprehensive income. This proposal would have
applied to contracts and benefits that meet both of the following criteria:

a. Contracts. The contract holder has the ability to direct funds to one or
more separate account investment alternatives, and investment
performance, net of contract fees and assessments, is passed through to
the contract holder.

b. Benefits. The insurance entity provides a benefit protecting the contract
holder from adverse capital market performance, exposing the insurance
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entity to other-than-nominal capital market risk. A benefit is presumed to
have other-than-nominal capital market risk if the net amount at risk would
vary significantly in response to capital market volatility. Capital market
risk includes equity, interest rate, and foreign exchange risk.

Feedback on the 2016 Proposed Update and Redeliberations

BC72. A number of respondents supported expanding the scope to include
general account products, noting that market risk benefits should be accounted for
consistently across general account products and separate account products.
Those respondents noted that insurance entities may offer benefits in general
account products that are in substance similar to benefits that are offered in
separate account products, such as guaranteed minimum death benefits in general
account indexed products with crediting rates that may go negative or guaranteed
minimum lifetime withdrawal benefits in fixed indexed annuities. Those
respondents noted that different measurement models for economically similar
benefits may increase complexity and lead to user confusion. The Board agreed
with those respondents and decided to expand the scope of market risk benefits
to include general account products.

BC73. In reaching its decision, the Board considered the existence of mortality or
longevity risk inherent in life-contingent market risk benefits. Some respondents
supported an insurance accrual model for benefits with payments that are life
contingent and a fair value model for benefits with payments that are not life
contingent. The Board observed that mortality is one of the inputs used to measure
life-contingent market risk benefits at fair value and, therefore, life contingency is
captured in the valuation process. The Board noted that the mortality input, which
predicts how long a contract holder is expected to live, is used to project the timing
of a benefit payment. In contrast, variability in the benefit amount (or the net
amount at risk, which involves comparing an account balance with a guaranteed
amount) is influenced by capital market performance. Given the significant effect
of capital market risk on the benefit payment amounts, the Board concluded that
fair value measurement using current market assumptions better reflects the
market risk inherent in those benefits compared with an insurance accounting
model that establishes a liability ratably over the life of the contract on the basis of
entity-specific assumptions about future market variability.

BC74. In the Board’'s view, a fair value measurement better reflects the risks
inherent in, and the economics of, market risk benefits, thereby providing more
decision-useful information. While each guaranteed feature may have unique
characteristics, all share some common market risks. In other words, an insurance
entity is insuring a potential shortfall (caused by market performance) between a
policyholder’s account balance and a guaranteed amount.

BC75. The Board also notes that a fair value measurement often better aligns with
an insurance entity’s risk management practices. The Board observed that
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insurance entities may utilize dynamic hedging strategies designed to mitigate the
capital market risk exposure arising from market risk benefits, including equity
market returns, interest rates, and foreign exchange rates. Under those strategies,
an insurance entity may enter into equity, interest rate, or foreign exchange
derivatives that seek to offset the capital market risk exposure in market risk
benefits. The Board considered feedback from insurance entities that were
concerned about the existing financial reporting disincentive to economically
hedge their capital market risk exposures arising from benefits currently accounted
for under a smooth insurance accrual model because the hedging instruments are
measured at fair value, resulting in earnings volatility not reflective of the
economics. The Board noted that measuring market risk benefits at fair value
facilitates an insurance entity’s risk management activities by removing that
perceived disincentive.

BC76. The Board considered the costs associated with changing the
measurement model for market risk benefits. Rather than consider introducing a
new measurement model, which would have required the development of new
systems and processes as well as an educational effort, the Board selected one
of the two existing measurement models—that is, fair value—as the single
measurement model for market risk benefits. As a result, the accounting for some
market risk benefits does not change other than for the presentation of changes in
the instrument-specific credit risk in other comprehensive income. For benefits that
are measured at fair value, the Board notes that insurance entities should be able
to leverage existing models and practices, thereby mitigating any incremental
costs of adopting the amendments in this Update.

BC77. The Board also considered feedback from insurance entities about the
challenges of interpreting and applying the derivatives accounting guidance to
determine whether a particular benefit should be accounted for as an embedded
derivative under Topic 815 or as insurance under Topic 944. This challenge is
particularly acute with the accounting for guaranteed minimum lifetime withdrawal
benefits, which has resulted in diversity in the accounting for those benefits. Under
the amendments in this Update, insurance entities will benefit from no longer
needing to perform this evaluation because market risk benefits are accounted for
under Topic 944.

BC78. The Board decided that changes attributable to the instrument-specific
credit risk should be reported in other comprehensive income rather than in
earnings. The Board noted that this decision is consistent with its decision to
require that entities present separately in other comprehensive income the portion
of the total fair value change of a liability caused by a change in credit risk if the
fair value option is elected under Topic 825, Financial Instruments. The Board also
considered that insurance entities typically exclude their risk of nonperformance in
the development of their hedging strategies because the objective is to hedge the
entire projected claim irrespective of the possibility of the insurance entity’s default.
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Deferred Acquisition Costs

Existing GAAP

BC79. Insurance entities incur costs in connection with the issuance or renewal of
long-duration contracts. Under existing GAAP, costs that are incremental and
directly related to the successful acquisition of new (or the renewal of existing)
contracts are deferred. Such costs generally include agent or broker commissions
and bonuses, premium taxes, medical and inspection fees, and other costs of
policy issuance and underwriting. Depending on the type of contract, deferred
acquisition costs are amortized under several different methods, including in
proportion to gross premiums, gross profits, or gross margins. Certain other
balances, such as the unearned revenue liability for universal life-type contracts,
are amortized on a basis consistent with deferred acquisition costs.

BC80. The Board received feedback from both users and preparers about several
issues with the existing deferred acquisition cost amortization methods, which are
very specialized and unique to the insurance industry. Multiple amortization
methods under existing GAAP result in inconsistency by product type, even though
the nature of the costs (for example, commissions and underwriting costs) are the
same across product types. Users and preparers noted that the existing estimated
gross profit and estimated gross margin amortization models are complex and
require numerous inputs and assumptions and that assumption updates can result
in periodic adjustments that are challenging to calculate, understand, and explain.
In certain situations, recovery of amounts recognized as amortization in prior
periods may occur. This complexity limits the decision usefulness of information,
thus hindering financial statement analyses. In particular, users provided feedback
that linking the amortization of deferred acquisition costs to changes in the liability
or investment experience results in offsetting effects in net income, which
complicates the evaluation of an insurance entity’s financial performance.

2013 Proposed Update

BC81. Under the building block approach in the 2013 proposed Update, there
would be no separate deferred acquisition costs asset. Instead, qualifying
acquisition costs would be netted against the margin on the balance sheet.
Deferred acquisition costs would be amortized on a basis consistent with the
amortization of the margin (that is, as the entity is released from risk). However,
the amortization expense would be reported in expense and not netted with
insurance contract revenue.

BC82. Although the amendments in the 2013 proposed Update would have
resolved the concerns about multiple amortization models by introducing a single
amortization approach, users would not have gained greater visibility because
deferred acquisition costs would have been netted with the margin and the
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amortization pattern would not have been intuitive. Stakeholder concern about
offsetting effects would not have been resolved by the amendments in the 2013
proposed Update because deferred acquisition costs would have been amortized
in relation to the margin.

2016 Proposed Update

BC83. To address both user and preparer concerns, the Board decided to simplify
the amortization of deferred acquisition costs and other balances amortized on a
basis consistent with deferred acquisition costs, such as the unearned revenue
liability for universal life-type contracts. Specifically, the Board decided that
balances amortized in proportion to premiums, gross profits, or gross margins
should instead be amortized in proportion to the amount of insurance in force. If
the amount of insurance in force over the expected term of the related contract
cannot be reasonably estimated, as is the case with certain universal life-type or
investment contracts, straight-line amortization should be used.

BC84. Existing GAAP specifies that contract renewal amounts (such as renewal
commissions or renewal loads) can be capitalized only upon successful contract
renewal. Accordingly, the Board decided that renewal amounts can only be
amortized after those renewal amounts are capitalized (that is, only upon
successful contract renewal). The Board also decided to eliminate the practice of
accruing interest on the balance of deferred acquisition costs because the
amortization methods do not employ present value techniques and deferred
acquisition costs are not, in themselves, monetary items.

Feedback on the 2016 Proposed Update and Redeliberations

BC85. Some preparers and auditors noted that the term insurance in force is too
narrow and cannot be applied to a wide range of products that are issued by
insurance entities. As a recommendation, these respondents suggested that the
Board provide guidance that could be applied across all product types. The Board
agreed with those respondents and decided that deferred acquisition costs relating
to a contract should be amortized on a constant basis to derive a level amortization
amount over the expected life of that contract, independent of profit emergence.

BC86. In the Board’s view, simplification will benefit both users and preparers.
From a user perspective, simplification improves the understandability of an
insurance entity’s financial results because the amortization pattern is easier to
understand and forecast and is independent of liability measurement assumption
updates. Users expressed concern over the magnitude of periodic unlocking
adjustments, mostly because of the influence of market factors in the amortization
pattern. These frequent earnings adjustments complicate financial statement
analyses, can be unintuitive or counterintuitive, and are difficult to model. Under
the amendments in this Update, the amortization pattern is no longer influenced
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by or fluctuates in relation to the effects of investment performance or changes in
expected future liability cash flows. As a result, users will benefit from greater
understanding about the effects of updated future cash flow assumptions without
the distortion from the recalibration of the amortization of historical cash flows.

BC87. In the Board’s view, insurance entities will benefit from the reduced costs
of a simpler amortization model. Insurance entities provided feedback that existing
amortization methods are operationally burdensome and that significant resources
are devoted to running the amortization models, evaluating adjustments, and
explaining the adjustments to management and users. Under the amendments in
this Update, insurance entities may devote fewer resources to running amortization
models and analyzing and explaining amortization adjustments.

BC88. Some preparers indicated that it is inconsistent to require retrospective
unlocking of assumptions for the liability for future policy benefits while eliminating
a similar unlocking of assumptions in existing GAAP for the amortization of
deferred acquisition costs. However, in reaching its decisions, the Board
considered that deferred acquisition costs represent historical cash flows—that is,
expenses such as commissions or underwriting costs incurred when a contract is
originated or renewed. The Board observed that because the cash flows occurred
in the past and a cost accumulation measurement approach is followed, there is
no measurement uncertainty associated with deferred acquisition costs. In
contrast, the estimated gross profit or margin amortization methods introduce
uncertainty (and earnings variability) because the amortization rate under those
methods is affected by multiple long-dated assumptions or market-based
assumptions (such as expected investment performance) that fluctuate over the
expected contract term. In reaching this conclusion, the Board considered other
areas of GAAP in which amortization is employed. In particular, constant-level
amortization is consistent with the amortization of finite-lived intangible assets
under Topic 350, Intangibles—Goodwill and Other, in which a straight-line
amortization method must be used if the pattern in which the economic benefits of
the intangible asset are consumed cannot be reliably determined.

BC89. The carrying amount of deferred acquisition costs are reduced as a result
of unexpected contract terminations but not as a result of changes in contract
profitability. Expensing upfront acquisition costs over the entire contract term is
consistent with expensing back-end costs (such as termination and settlement
costs) over the entire contract term (through the accrual of the liability for future
policy benefits) and the expensing of recurring maintenance costs over the entire
contract term as those costs are incurred. The Board considered alternative
approaches whereby the carrying amount of deferred acquisition costs would be
adjusted for changes in the profitability of the related contracts. In reaching its
decision, the Board observed that a long-duration contract is akin to a financing
arrangement in which a contract holder provides cash to the insurance entity (in
the form of a premium or deposit) and the insurance entity agrees to return cash
to the contract holder or beneficiary at a future date, subject to the terms of the
contractual arrangement and, therefore, establishes a liability to recognize that
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obligation. In this regard, deferred acquisition costs are similar to debt issuance
costs. Under existing GAAP, debt issuance costs are deferred and amortized over
the borrowing term, independent of how that entity chooses to utilize the borrowing
proceeds. No impairment assessment is performed on deferred borrowing costs;
rather, those costs are amortized as long as the borrowing is outstanding and are
viewed as part of the funding cost.

Disclosure
Existing GAAP

BC90. Financial statement users provided feedback that existing disclosures
provide limited decision-useful information. Users stated that they rely on
information obtained from various sources other than GAAP financial statements—
for example, supplemental schedules provided by insurance entities and U.S.
statutory filings—and that additional disclosures would improve the decision
usefulness of the financial statements.

2013 Proposed Update

BC91. Under the amendments in the 2013 proposed Update, an entity would need
to disclose qualitative and quantitative information about (a) the amounts
recognized in its financial statements arising from insurance contracts, (b) the
significant judgments and changes in judgments, and (c) the nature and extent of
risks arising from insurance contracts. The purpose of those disclosures was to
help financial statement users understand the amount, timing, and uncertainty of
future insurance contract cash flows. An entity would need to (1) discuss the
methods, processes, and assumptions it uses and (2) analyze uncertainty about
significant inputs that have a material effect on measurements. The amendments
in the 2013 proposed Update specified that an entity could not obscure information
by providing disclosures with overly summarized levels of aggregation (for
example, combining portfolios that have different characteristics) or masking
relevant information with insignificant details.

BC92. Financial statement users generally supported many of the disclosure
requirements in the 2013 proposed Update. In particular, users supported the
requirement to disclose information about the assumptions used in estimating the
insurance contract liability balances because they provide increased transparency
into the estimation process. Financial statement preparers noted that certain
disclosures, such as (a) qualitative and quantitative information about the nature
and extent of the risks arising from contracts issued by insurance entities and (b)
quantitative and qualitative information about the sensitivity of insurance contract
liability balances to changes in inputs, would be voluminous, costly to implement
and to audit, and operationally burdensome.
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2016 Proposed Update and Redeliberations

BC93. In response to user and preparer feedback, and after analyzing the
voluntary disclosures that public insurers make available to investors and other
users outside of the financial statements, the Board decided to require that an
insurance entity provide a rollforward of beginning to end balances of the liability
for future policy benefits, policyholder account balances, market risk benefits,
separate account assets and liabilities, and deferred acquisition costs. The Board
made this decision because those reconciliations inform users of financial
statements about changes in those asset and liability balances during the reporting
period that they would not be able to otherwise discern by simply observing the
change in the asset or liability balances. The Board noted that users of financial
statements indicated that these reconciliations would be one of the most useful
disclosures because of the numerous factors that cause the changes in those
balances, thus providing decision-useful information in assessing the performance
and expected performance of an insurance entity.

BC94. In addition, to provide context to the information presented in the
rollforwards, the Board decided to require the disclosure of assumptions and
changes in assumptions. The Board also decided to include other information that
users indicated would be useful in their analyses of an insurance entity’s financial
performance, including crediting rates and actual deviations from expected
experience.

BC95. The Board decided that an insurance entity should aggregate or
disaggregate disclosures so that useful information is not obscured either by the
inclusion of a large amount of insignificant detail or by the aggregation of items
that have significantly different characteristics. Disaggregation allows users to
understand the amount, timing, and uncertainty of cash flows arising from
contracts issued by insurance entities.

BC96. The Board decided that useful disaggregation of disclosures depends on
the characteristics of the contracts that an insurance entity writes and on various
entity-specific factors; therefore, the guidance should not prescribe any specific
factor to be used as the basis for disaggregating the disclosures. Instead, the
Board decided to specify a principle for providing disaggregated information. The
Board noted that specifying a principle should result in useful information for
financial statement users because it enables an insurance entity to disaggregate
the disclosures into categories that are meaningful for its business. In addition,
specifying a principle should result in disaggregation that is neither too aggregated
nor too detailed. The Board also noted that an insurance entity should not
aggregate amounts from different reportable segments because this would reduce
the usefulness of the disclosure.

BC97. The Board also considered the guidance in FASB Concepts Statement No.
8, Conceptual Framework for Financial Reporting—Chapter 8: Notes to Financial
Statements. In selecting the disclosure objectives, the Board concluded that
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disclosures about long-duration contracts should enable users of financial
statements to evaluate the amount, timing, and uncertainty of cash flows arising
from those contracts.

Transition

2016 Proposed Update

BC98. The Board decided that the amendments on the liability for future
policyholder benefits in the 2016 proposed Update should be applied
retrospectively (with a cumulative catch-up adjustment to the opening balance of
retained earnings) as of the beginning of the earliest period presented. In many
cases, insurance entities will have objective, contemporaneous data about
insurance contracts issued before the date of transition. Data could include
actuarial reports and regulatory filings among other information. However, the
Board recognized that there may be circumstances in which the historical
information may be limited or unavailable or the application impracticable. Because
of the age of many contracts in force (that is, some that have been issued decades
ago), insurance entities might reasonably face challenges in accumulating the
necessary data, especially if, historically, there was no perceived need to capture
the data in accounting systems or if the systems used to capture the data have
since been retired. Therefore, the Board decided to provide alternative transition
provisions for those circumstances.

BC99. The Board decided that the amendments in this Update on market risk
benefits should be applied retrospectively as of the beginning of the earliest period
presented. The cumulative effects of changes in the instrument-specific credit risk
between contract inception date and transition date should be recognized in the
opening balance of accumulated other comprehensive income. The difference
between fair value and carrying value at the transition date, excluding the effects
of changes in the instrument-specific credit risk, should be reported as an
adjustment to the opening balance of retained earnings. The Board also decided
that the amendments on deferred acquisition costs should be applied as of the
transition date on the basis of the existing carrying amounts at that date, adjusted
for the removal of any related amounts in accumulated other comprehensive
income.

Feedback on the 2016 Proposed Update and Redeliberations

BC100. Preparers commented that it would be costly to obtain the necessary
history to adopt the guidance on the liability for future policy benefits on a
retrospective basis because many contracts were originated decades ago, and if
estimates are used, it would be difficult to determine whether an estimate was good
enough to use upon transition. Preparers also commented that it would be

184



challenging to demonstrate impracticability to apply the guidance prospectively. In
addition, preparers commented that an insurance entity should have the ability to
apply the guidance on deferred acquisition costs on a retrospective basis.

BC101. The Board decided that an insurance entity should apply the guidance on
the liability for future policy benefits and deferred acquisition costs to all contracts
in force based on their existing carrying amounts at the transition date and updated
future assumptions, adjusted for the removal of any related amounts in
accumulated other comprehensive income. In response to preparer feedback
noting that the proposed discount rate reset at the transition date would lead to
discount rate changes being reflected in earnings, the Board decided that for
purposes of calculating net premiums and interest accretion, an insurance entity
should not reset the discount rate to the upper-medium grade fixed-income
instrument yield as of the transition date.

BC102. An insurance entity may elect to apply the guidance retrospectively (with
a cumulative catch-up adjustment to the opening balance of retained earnings)
using actual historical experience information as of contract inception. For
consistency, an insurance entity should apply the same transition method to both
the liability for future policy benefits and deferred acquisition costs. An insurance
entity should elect to apply the guidance retrospectively at the same contract issue-
year level for both the liability for future policy benefits and deferred acquisition
costs. The election should be applied entity wide (that is, applied to all products
and contracts) for that contract issue year and all subsequent contract issue years.
Estimates of historical experience information may not be substituted for actual
historical experience information.

BC103. Preparers also commented that retrospective transition for market risk
benefits would be difficult because of the need (a) to calibrate the attributed fee at
inception date, (b) to generate stochastic economic scenarios to determine the
attributed fee on a market risk benefit retrospectively, and (c) to do so on an
objective basis without the use of hindsight. In response to feedback, the Board
decided that an insurance entity may use hindsight for transition purposes in
instances in which assumptions in a prior period are unobservable or otherwise
unavailable and cannot be independently substantiated.

Effective Date

BC104. The Board decided that for public business entities, the amendments in
this Update are effective for fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2020. For all other entities, the amendments
are effective for fiscal years beginning after December 15, 2021, and interim
periods within fiscal years beginning after December 15, 2022. Early application of
the amendments is permitted.

BC105. The Board acknowledges that adoption of the amendments in this Update
will require significant effort from the insurance industry. Therefore, for public
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business entities, the Board decided that an effective date more than two years
after issuance of this Update should provide these entities with sufficient time to
implement the amendments. The Board concluded that a later effective date is
appropriate for all other entities because those entities are generally more
resource constrained than public business entities and rely on the experience of
public business entities when implementing new guidance.

International Financial Reporting Standards (IFRS®
Standards)

BC106. IFRS 17, Insurance Contracts, which was issued by the IASB in May
2017, addresses the accounting and financial reporting for insurance contracts.

BC107. IFRS 17 requires that an entity measure its insurance contracts using a
current measurement model in which estimates are remeasured at each reporting
period. The measurement approach in IFRS 17 is based on the present value of
probability-weighted cash flows expected to arise as the insurer fulfills the
insurance contracts, an explicit risk adjustment for nonfinancial risk, and a
contractual service margin representing the unearned profit of those contracts. A
simplified measurement approach is permitted if the coverage period is one year
or less or if the simplified measurement provides a reasonable approximation to
applying the general measurement model.
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Amendments to the XBRL Taxonomy

The amendments to the FASB Accounting Standards Codification® in this
Accounting Standards Update require improvements to the U.S. GAAP Financial
Reporting Taxonomy (Taxonomy). Those improvements, which will be
incorporated into the proposed 2019 Taxonomy, are available through Taxonomy

Improvements provided at www.fasb.org, and finalized as part of the annual
release process.
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