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SUMMARY OF ISSUE 

1. Though disclosures about market values of certain investments are currently made in schedules 
included in the Annual Statements for Property and Casualty Insurance Companies and for Life and 
Accident and Health Insurance Companies, the annual statements contain no disclosures of fair values of 
other financial instruments. Furthermore, there are no specific disclosure requirements in the current 
statutory guidance requiring fair value disclosures in the financial statements. GAAP has specific 
disclosure requirements for the fair value of financial instruments. This issue paper establishes statutory 
accounting principles for disclosures about fair value of financial instruments that are consistent with the 
Statutory Accounting Principles Statement of Concepts and Statutory Hierarchy (Statement of Concepts). 

SUMMARY CONCLUSION 

2. A financial instrument shall be defined as cash, evidence of an ownership interest in an entity, or 
a contract that both: 

a. Imposes on one entity a contractual obligation (1) to deliver cash or another financial 
instrument to a second entity or (2) to exchange other financial instruments on potentially 
unfavorable terms with the second entity; 

b. Conveys to that second entity a contractual right (1) to receive cash or another financial 
instrument from the first entity or (2) to exchange other financial instruments on 
potentially favorable terms with the first entity. 

3. Examples of the financial instruments, which encompass both assets and liabilities recognized 
and not recognized in the statement of financial position, to which this issue paper apply include but are 
not limited to short-term investments, bonds, common stock, preferred stocks, mortgage loans, 
derivatives, financial guarantees written, standby letters of credit, notes payable and deposit-type 
contracts. 

4. A reporting entity shall disclose in the notes to the financial statements the fair value of all 
financial instruments, summarized by type of financial instrument, for which it is practicable to estimate 
fair value, except for certain financial instruments named in paragraph 8 of FASB Statement No. 107, 
Disclosure about Fair Value of Financial Instruments (FAS 107), (which is excerpted in the Relevant 
GAAP Guidance section in paragraph 14 below). Fair value disclosed in the notes shall be presented 
together with the related admitted values in a form that makes it clear whether the fair values and 
admitted values represent assets or liabilities and to which line items in the Statement of Assets, 
Liabilities, Surplus and Other Funds they relate. Separate disclosure of this information in the notes is 
required even if such information is presented elsewhere in the financial statements. Unless specified 
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estimate the fair value of financial instruments. Fo
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11. Paragraph 4 above requires the disclosure of the fair value of all financial instruments if it is 
practicable to estimate those values. In the context of this issue paper, practicable means that an estimate 
of fair value can be made without incurring excessive costs. It is a dynamic concept: what is practicable 
for one entity might not be for another; what is not practicable in one year might be in another. For 
example, it might not be practicable for an entity to estimate the fair value of a class of financial 
instruments for which a quoted market price is not available because it has not yet obtained or developed 
the valuation model necessary to make the estimate, and the cost of obtaining an independent valuation 
appears excessive considering the materiality of the instruments to the entity. Practicability, that is, cost 
considerations, also may affect the required precision of the estimate; for example, while in many cases it 
might seem impracticable to estimate fair value on an individual instrument basis, it may be practicable 
for a class of financial instruments in a portfolio or on a portfolio basis. In those cases, the fair value of 
that class or of the portfolio should be disclosed. Fina
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o b l i g a t i o n s that ends with the deliv e r y of cash or  an owners h i p intere s t in an entity. Any number of 
obli g a t i o n s to deli v e r fina n c i a l inst r u m e n t s can be link s in a chain that quali f i e s a parti c u l a r contr a c t as 
a finan c i a l instr u m e n t. 
______ _ _ _ _ _ _ _ _ 

b. Conveys to that sec ond entity a contract u a l right 3 (1) to recei v e cash or anoth e r 
financia l instrume n t from the first ent ity or (2) to exchange other financi a l 
instrume n t s on potentia l l y favorabl e terms with the firs t entity. 

______ _ _ _ _ _ _ _ _ 

3 Contract u a l right s encom p a s s both those that are condi t i o n e d on the occur r e n c e of a specif i e d 
event and those that are not. All contr a c t u a l right s t hat are finan c i a l instr u m e n t s meet the defin i t i o n of 
asset set forth in Concept s State m e n t 6, althou g h so me may not be recog n i z e d as asset s in finan c i a l 
statem e n t s — m a y be “off-balanc e-sheet”  —becau s e they fail to meet some other crite r i o n for 



 Disclosures about Fair Value of Financial Instruments IP No. 33 

IP 33–5 

Insurance Enterprises, and No. 97, Accounting and Reporting by Insurance 
Enterprises for Certain Long-Duration Contracts and for Realized Gains and 
Losses from the Sale of Investments 

d. Lease contr a c t s as define d in FASB Statement No. 13, Accounting for Leases (a 
continge n t obligat i o n arising out of a cancel e d lease and a guaran t e e of a third-
party lease obliga t i o n are not lease c ontr a c t s and are inclu d e d in the scope of 
this Statement) 

e. Warrant y obligat i o n s and rights 

f. Uncondi t i o n a l purcha s e obliga t i o n s as define d in paragr a p h 6 of FASB 
Statement No. 47, Disclosure of Long-Term Obligations 

g. Investm e n t s accoun t e d for under the equity method in accord a n c e with the 
requir e m e n t s of APB Opinion No. 18, The Equity Method of Accounting for 
Investments in Common Stock 

h. Minorit y intere s t s in consol i d a t e d subsid i a r i e s 

i. Equity investm e n t s in consoli d a t e d subsidi a r i e s 

j. Equity instrum e n t s iss ued by the entity and classified in stockh o l d e r s ’ equity in 
the statement of financial position. 

9. General l y accept e d accoun t i n g princi p l e s alrea d y requi r e discl o s u r e of or subse q u e n t 
measur e m e n t at fair value for many classe s of financial instruments. Al though the definit i o n s or 
the methods of estimation of fair value vary to some extent, and variou s terms such as market 
value, curren t value, or mark-to-market  are used, the amount s comput e d under those 
require m e n t s satisfy the require m e n t s of this Stateme n t and those require m e n t s are not 
superseded or modified by this Statement. 

Disclosu r e s about Fair Value of Financi a l Instrum e n t s 

10. An entity shall disclose, either in t he body of the financial statem e n t s or in the 
accompa n y i n g notes, the fair value of financi a l instru m e n t s for which it is practi c a b l e to estima t e 
that value. An entity also shall disclose t he method(s) and signif i c a n t assump t i o n s used to 
estimate the fair value of financial instruments. 

11. Quoted market prices, if availabl e, are t he best evidence of the fair value of financial 
instrume n t s. If quoted market pric es are not availabl e, managemen t ’ s best estimate of fair value 
may be based on the quoted market price of a financi a l instr u m e n t with simil a r chara c t e r i s t i c s or 
on valuati o n techniq u e s (for exampl e, the present value of estimat e d future cash flows using a 
discou n t rate commen s u r a t e with the risks involv e d, option pricing models, or matrix pricing 
models).  

12. In estimating the fair value of deposit liab ilities, a financial entity shall not take into 
accoun t the value of its long-term relati o n s h i p s with deposi t o r s, common l y known as core deposi t 
intang i b l e s, which are separa t e intang i b l e assets, not financ i a l instru m e n t s. For deposi t liabil i t i e s 
with no defined maturities, the fair value to be disclos e d under this Stateme n t is the amount 
payable on demand at the reporti n g date. This Statement does not prohibit an entity from 
disclos i n g separat e l y the estimat e d fair value of any of its nonfinancia l intangib l e and tangible 
assets and nonfina n c i a l liabili t i e s. 

13. For trade receiv a b l e s and payabl e s, no disclo s u r e is requir e d under this Statem e n t when 
the carrying amount approximates fair value. 

14. If it is not practicable for an entity to estima te the fair value of a financial instrume n t or a 
class of financi a l instrum e n t s, the followi n g shall be disclos e d: 
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