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SUMMARY OF ISSUE

1. This issue paper documents the SAP clarification revisioBS AP No. 4—Assets and Nonatkdi
Assets.The intent ofthe revisions is to align cume statutory accountinguidance, specifically the
definition of an “asset,” with the term utilizeay the Financial Accounting Standards Board (FASB).

SUMMARY CONCLUSION

2. The statutory accounting principle clarificationsS8AP No. 4 (illustrated in Exhibit A), reflect
that for the purposes of statutory accounting, an asset shall be defined as: a present ragftitpftaran
economic benefit. An asset has two essential clarsiits: (1) it is a present right, and (2) the right is to
an economic benefit. The combination of these twaratteristics allows an entity to obtair thconomic
benefit and contrabthers’ access to the benefit. A present right of an entity é@z@momic benefit entitles
the entity to lhe economic benefit and the ability to restrict others’ access tetiedit to which the entity
is entitled. For clarity, an “economic benefit” reprets services or other items of econowatue and
generally result in net cash inflowsttee entity. Punsant to current guidece, assets are themaluated, as
outlined n paragraph 3 below, to determine whethey are admitted for atutory accounting purposes.

3. Asset having economic value other than thagkich can be used to fulfill policyholder
obligations, or those assethich are unavailable due emcumbrances or other third-party interestsuld

not be recognized on the balance sheet, andthezefore, considered nonadmitted. For purposes of
statutory accounting principles, a nonadmitted asset bhallefined as an asset meeting the criteria in
paragraph 2, which is accorded limited or no vaugtatutory reporting, and e which is:

a. Specifically identified within theAccounting Practies and Procedures Manuak a
nonadmitted asseby

b. Not specifically identified as aadmitted asset within the Accounting Prees and
Procedures Manual

If an asset meets one of these critetle asset shalklreported as a nonadmitted asset and charged against
surplus unless otherwise specifically addressed withiAteeunting Practices and Procedures Manual
The asset shall be depreciated or amortized againstavene as the estimated economic benefit expires.
In accordance with the reporting entity's written itajzation policy, amounts less than a predefined
threshold of furniture, fixtures, equipment, or supplies, shall be expensed when purchased.

4, Transactions which do not give rise to assets as defingdragraph 2 shall be charged to
operations irthe period the transactions occur. $adransactionshich result in amounts which may meet
the definition of assetbut are spéfically identified within the Accounting Practices anBrocedures
Manualas not giving rise to assets (e.g., policy acquisition coces and
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5. The reporting entity shall maintamcapitalization policy containing the predefined thresholds for
each asset class to be made availaléhe department(s) of insurance.

DISCUSSION

6. In December 2021, FASB issu€dncepts Statement No. 8, Conceptual Framework for Financial
Reporting—Chapter 4, Elements of Financial Statemeviiich introduced updated definitions of certain
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RELEVANT STATUTORY ACCOUNTING AND GAAP GUIDANCE

Statutory Accounting

17. Relevant excerpts of SSAP No. 4, paragrapts regarding the definition of an asset and a
nonadmitted asset (nonadmitted asset as it is referenafimnition of an asset paragraph) utilized by
statutory accounting is:

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

3. As stated in the Statement of Concepts, "The ability to meet policyholder obligations is
predicated on the existence of readily marketable assets available when both current and future
obligations are due. Assets having economic value other than those which can be used to fulfill
policyholder obligations, or those assets which are unavailable due to encumbrances or other third-
party interests should not be recognized on the balance sheet," and are, therefore, considered
nonadmitted. For purposes of statutory accounting principles, a nonadmitted asset shall be defined
as an asset meeting the criteria in paragraph 2, which is accorded limited or no value in statutory
reporting, and is one which is:

a. Specifically identified within the Accounting Practices and Procedures Manual as a
nonadmitted asset; or

b. Not specifically identified as an admitted asset within the Accounting Practices and
Procedures Manual.

If an asset meets one of these criteria, the asset shall be reported as a nonadmitted asset and
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Generally Accepted Accounting Principles

18. Relevant paragraphs froif@oncepts Statement No. 8, Conceptual Framework for Financial
Reporting—Chapter 4, Elements of Financial Statentente been included below:

Assets
E16. An asset is a present right of an entity to an economic benefit.
Characteristics of Assets

E17. An asset has the following two essential characteristics: a. It is a present right. b. The right
is to an economic benefit.

The combination of those two characteristics allows an entity to obtain the economic benefit and
control others’ access to the benefit. A present right of an entity to an economic benefit entitles the
entity to the economic benefit and the ability to restrict others’ access to the benefit to which the
entity is entitled.

E19. Essential to the definition of an asset is a right to an “economic benefit"—the capacity to
provide services or benefits to the entities that use them. Generally, in a business entity, that
economic benefit eventually results in potential net cash inflows to the entity. In a not-for-profit
entity, that economic benefit is used to provide desired or needed goods or services to beneficiaries
or other constituents, which may or may not directly result in net cash inflows to the entity. Some
not-for-profit entities rely significantly on contributions or donatio
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BC4.18. In applying the definition of an asset in Concepts Statement 6, however, many constituents
misunderstood the notion of control. Some improperly viewed control of a probable future economic
benefit in the same manner as described in business combinations or consolidation accounting.
Additionally, in applying the term control, some failed to properly identify that which was controlled
under the asset definition. For example, in the instance of trade receivables, the definition could be
misunderstood to indicate that what is controlled is the successful collection of the receivable in the
future. When applied appropriately, however, the definition in Concepts Statement 6 would
conclude that the present right to collection is what is controlled. Similarly, if an entity has an option
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future economic benefit is low, the asset definition is not met under that interpretation. A similar
interpretation could be made for liabilities. The footnotes to the Concepts Statement 6 definition of
assets and liabilities also were not helpful in clarifying the application of the term probable as used
in the definitions of assets and liabilities. Accordingly, the Board decided to eliminate that term from
the definitions of both assets and liabilities.

BC4.12. The term future in the definitions in Concepts Statement 6 focused on identifying a future
flow of economic benefits to demonstrate that an asset exists or identifying a future transfer of
economic benefits to demonstrate that a liability exists. The definitions in Concepts Statement 6
were often misunderstood as meaning that the asset (liability) is the ultimate future inflow (outflow).
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b. Not specifically identified as amadmitted asset within the Accounting Practices and
Procedures Manual.

If an asset meets one of these crétetiie asset shall be reported as a nonadmitted asset and charged against
surplus unless otherwise specifically addressed withid\tdoeunting Practices and Procedures Manual
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Relevant Literature

9. This statemenadeptincorporates the definition of an asset fr6#ASB Statement of Financial
Accounting Concepts N68, Chapter 4 Elements of Financial Statemenaragraphs-25-33E16-E18

Effective Date and Transition

10. This statement is effective for years begmgniJanuary 1, 2001. A change resulting from the
adoption of this statement shall be accounted f@ @sange in accounting principle in accordance with
SSAP No. 3—Accounting Changes and Corrections of Ei@uislance reflected in paragraphs 3, 5 and 8,
incorporated from SSAP No. 87, was originally effegtior years beginning on and after January 1, 2004.
The guidance in footnote 2 to parggne2 was originally contained withilNT 01-03: Assets Pledged as
Collateral or Restricted for the Benefit of a Related Partg was effective June 11, 2001.
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