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US GAAP

Insurers that prepare financial statements under Gener-
ally Accepted Accounting Principles (GAAP) account for 
taxes pursuant to what was once known as FAS 109. This 
standard, which has been in place since the early 1990s, 
requires filers to include current and deferred income taxes 
in their financial statements. Current taxes are generally 
based upon the expected tax return results. Deferred taxes 
are based upon financial accounting and tax differences 
in the bases of assets and liabilities (a balance sheet ap-
proach). A valuation allowance is established if it is “more 
likely than not” that a portion or all of the deferred tax 
assets will not be realized.

GAAP also requires, pursuant to what was formerly called 
FIN 48, that companies only recognize the tax benefit of 
uncertain tax positions (UTPs) when it is “more likely than 
not” that the tax position will be sustained upon audit (the 
recognition threshold). Thus, FIN 48 is sometimes referred 
to as an asset recognition model. Once a position is recog-
nized, it is subjected to a measurement threshold which 
may reduce the ultimate benefit of the UTP established in 
the financial statements.

In 2009, the Financial Accounting Standards Board (FASB) 
completed its codification project. Accounting Standards 
Codification (ASC) now represents a single source of au-
thoritative U.S. GAAP guidance. The standards formerly 
known as FAS 109 and FIN 48 now reside in FASB ASC 740.

IFRS

The FASB is also working on a convergence of GAAP and 
International Financial Reporting Standards (IFRS). The 
tax standard of IFRS is similar to GAAP tax accounting 
guidance in that it requires a balance sheet approach to 
calculating deferred taxes.

There are differences, one being the treatment of UTPs. 
The IFRS standard, International Accounting Standard 
(IAS) 12, contains only a measurement threshold. In other 
words, a UTP does not need to be “more likely than not” 
sustainable to be booked.

Introduction
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• The first part of the admissibility test (carryback 
potential based upon tax law carryback provisions)  
is consistent for all filers, regardless of RBC levels

• The second part of the admissibility test (future 
realization of DTAs) applies reversal periods and 
adjusted capital and surplus limitations based upon  
RBC thresholds (or similar ratios for companies not 
subject to RBC)

• The third part of the admissibility test (offset of DTLs) 
adds a requirement for filers to consider the reversal 
patterns of temporary differences

• Changes to disclosure requirements, including a 
disclosure of reinsurance related tax planning strategies

Insurers should familiarize themselves with the process  
by which their states of domicile adopt changes in SAP  
accounting to ensure if and when the standard is effective.

This document includes SSAP 101 alerts throughout  
to highlight the impact of SSAP 101 on the SAP tax  
accounting regime.

The Q&A

The NAIC has published a revised Q&A that clarifies  
some of the provisions of SSAP 101 and provides  
several examples that filers may find useful in applying  
these provisions.

Model audit rule

The Model Audit Rule (MAR), which first applied to 
many SAP filers in 2010, imposes an internal control 
regime on insurers that is similar to that required for 
public companies under Sarbanes-Oxley (SOx).  
Throughout this publication, there are Internal  
control focus points designed to help companies  
unfamiliar with SOx apply the MAR to their  
tax functions. 
 
 
Good luck and enjoy!

SAP

Statutory Accounting Principles (SAP) require the recogni-
tion of current and deferred federal income taxes. Statement 
of Statutory Accounting Principles (SSAP) 10 (effective from 
January 1, 2001, essentially through September 30, 2009) 
employed the fundamentals of GAAP to calculate temporary 
differences and carryforwards and measure deferred tax as-
sets (DTAs) and deferred tax liabilities (DTLs).

However, the GAAP valuation allowance was supplanted by 
a SAP admissibility test. The admissibility test limited the 
admitted DTA to the portion of the DTA reversing within 
one year of the balance sheet date. A limitation based upon 
10% of adjusted SAP surplus may also have limited the 
admitted DTA.

The National Association of Insurance Commissioners 
(NAIC) substantively revised SSAP 10 for annual periods 
ending December 31, 2009, and interim and annual periods  
of 2010 and 2011. SSAP 10R revisions included:

• A GAAP-like valuation allowance assessment that was 
performed before the admissibility test (all filers were 
subject to this provision)

• For companies meeting certain risk-based capital (RBC) 
thresholds, an election could be made to apply:

 – a reversal period of up to three years [as opposed to 
one year], and

 – a 15% surplus limitation versus the 10% limitation

• Expanded disclosure requirements

The NAIC adopted SSAP 101, effective January 1, 2012,  
as a permanent replacement of SSAP 10 and SSAP 10R.  
Although the basics of the current and deferred calcula-
tions and admissibility test remain intact, SSAP 101 has 
brought about change.

Highlights include:

• The addition of an income tax contingency regime for 
UTPs, applicable to federal and foreign income taxes 
only, that is similar to the GAAP standard (but with 
important differences)

• The admissibility standard for DTAs does not  
contain elective provisions, unlike SSAP 10R
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The GAAP foundation

Current taxes

With respect to current taxes, GAAP and SSAP 101 are 
nearly identical. Both standards require a calculation of the 
current tax liability or asset for estimated taxes payable or 
refundable on tax returns for the current year. For GAAP 
purposes, current federal and state taxes are recognized in 
the tax provision line of the income statement. Statutory 
filers include state taxes in the expense exhibit of the 
annual statement; only federal taxes (and foreign taxes, if 
applicable) are included in the taxes incurred line of the 
income statement. Tax contingencies are generally included 
along with the current provision. See the section below 
entitled Tax contingencies. Also, the new SSAP 101 Q&A 
clarifies that interest and penalties related to current federal 
and foreign income taxes (including tax contingencies) be 
included in current income tax expense, whereas GAAP 
provides more flexibility in terms of where these amounts 
are included in the income statement.

Deferred taxes

GAAP tax accounting focuses on differences between the 
GAAP and tax bases of assets and liabilities (a balance 
sheet approach). Deferred taxes are also recognized for 
carryforward items (net operating loss carryovers, capital 
loss carryovers, charitable contribution carryovers, etc.) and 
credits (alternative minimum tax credits, foreign tax credits, 
etc.). Deferred tax assets (DTAs) and liabilities (DTLs) 
include  items that impact a company’s income statement, 
as well as surplus items that create bases differences — for 
instance, certain unrealized gains and losses on securities. 

SSAP 101 relies substantially upon the principles of GAAP.
Both GAAP and SSAP 101 require companies to identify 
and measure “temporary differences” and “carryforward 
items.” Deductible temporary differences and carryforward 
items, which generate potential tax benefits when they 
reverse or are utilized, are tax effected in arriving at 
the deferred tax asset. Items such as tax credits are, by 
definition, tax effected, and are recorded as deferred tax 
assets. Taxable temporary differences (items that will 
generate tax charges when they reverse) are tax effected in 
arriving at the deferred tax liability. GAAP and SAP only 
recognize DTAs to the extent they will “more likely than 
not” yield a tax benefit. This is accomplished through the 
establishment of a valuation allowance.

PwC observes: One of the challenges many companies face 
is how to modify GAAP spreadsheets for SSAP 101. By treat-
ing most GAAP/SAP differences as temporary, one can rec-
oncile a pre-valuation allowance GAAP deferred tax asset or 
liability to a pre-valuation allowance, pre-admissibility SSAP 
101 deferred tax asset or liability. Surplus items for SAP, such 
as nonadmitted assets and other GAAP/SAP balance sheet 
differences, require careful consideration. Key SAP/GAAP dif-
ferences include the following:

• Unrealized gains/losses on bonds – bonds may be marked-
to-market for GAAP but are generally not for SAP (certain 
bonds may be written down as unrealized losses based upon 
their NAIC designations and, in limited circumstances, may 
be written up as unrealized gains)

• Nonadmitted assets – unlike GAAP, SAP “non-admits” 
certain assets through a charge to surplus

• Deferred acquisition costs – GAAP capitalizes certain 
policy acquisition costs currently deducted for SAP

Internal control focus point: Companies subject to 
Sarbanes-Oxley or Model Audit Rule internal control stan-
dards should ensure that they have adequate controls for the 
identification, measurement, recognition, and reporting of 
DTAs and DTLs. Particular areas of focus include acquisition-
related items (intangibles and basis step-ups) and pension 
accruals. These items may not be driven exclusively by the 
income statement. Intangibles may arise in an acquisition 
setting if purchase accounting is followed for GAAP, for 
example, or the transaction is treated as an asset acquisition 
for tax. Pension liabilities are often adjusted through surplus, 
and pension assets create significant deferred tax challenges.



What’s in a name?

Although temporary differences and carry-
forwards are described as taxable or deductible, 
these monikers can be confusing. A taxable 
temporary difference, for instance, could relate 
to an item of income or deduction. The “taxable” 
label merely means that taxable income will 
increase relative to book (GAAP or SAP) income 
when the temporary difference reverses. 
Similarly, the “deductible” label means that 
taxable income will decrease relative to book 
income when the temporary difference reverses.

A comparison of tax accounting – 2012 and beyond  7
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Income statement / surplus  impact

A point of divergence between the two regimes is that SAP 
requires all changes in deferred tax balances to be included as 
surplus adjustments; under GAAP, however, most changes in 
deferred tax balances are recorded in the income statement 
(with the exception of certain items that are recorded through 
Other Comprehensive Income or directly to the equity section 
of the balance sheet) as a component of the total income  
tax provision.

Other GAAP / SSAP 101 differences

GAAP requires that deferred taxes be included for all 
jurisdictions that determine taxes based on income. Thus, 
deferred state income taxes must be booked under GAAP. 
SSAP 101, however, specifically prohibits establishing de-
ferred state income tax assets and liabilities. SSAP 101 also 
rejects certain paragraphs found in FAS 109, as well as all 
of FIN 48. See paragraphs 30 through 35 of SSAP 101 for a 
list of rejected GAAP guidance.

SSAP 101 adopts most of the FAS 109 disclosure require-
ments, with modifications. See the section on disclosures 
under Key provisions of SSAP 101.



A comparison of tax accounting – 2012 and beyond  9

Common temporary differences and  
carryforward items

Internal control focus point: It is worth addressing, in 
advance, the internal controls for the identification, mea-
surement, and monitoring of the inventory of temporary dif-
ferences and carryforwards. Items that create current taxable 
income or expense relative to GAAP and SAP income should 
be easy to identify. Assuming the beginning-of-year balance 
is correct, the change in a temporary difference stemming 
from an income statement item should merely be the book/
tax adjustment per the current tax calculation. Because SSAP 
101 and GAAP require a balance sheet approach to calculat-
ing deferred taxes, the end-of-year cumulative temporary dif-
ference should always be analyzed from a book/tax balance 
sheet perspective and tied back to the supporting balance 
sheet accounts or tax return balances.

Other temporary differences separate from the current tax 
calculation, such as unrealized gains/losses and nonadmit-
ted assets, must also be covered by sufficient internal controls 
to ensure temporary differences are accurate and complete. 
A quarterly review of surplus changes should be performed to 
ensure that all such items are examined and any related tax 
impact is properly analyzed under GAAP and/or SAP.

Investments—Unrealized 
gains/losses, market discount, 
impairments, and dividends

For GAAP and SAP purposes, common stocks (and most 
preferred stocks) are customarily marked-to-market. 
Companies typically will have unrealized gains, creating 
taxable temporary differences, when the stock market is 
performing well. Conversely, a declining stock market will 
typically create losses, which generate deductible tempo-
rary differences. Bonds, however, are generally carried at 
amortized cost for SAP reporting and fair value for GAAP. 
For tax purposes, historical cost usually represents the basis 
for stocks, and amortized cost (modified for deferred mar-
ket discount) for bonds.

The tax accounting for stocks and certain other investments 
depends on the percentage ownership of the investment. 
Generally, DTAs and DTLs are not established for differences 

in the book and tax bases of wholly owned subsidiaries. DTAs 
and DTLs are recognized for book/tax bases differences 
(unrealized gains/losses and other than temporary im-
pairments) in stocks of non-controlled investees.

On the bond side, increasing interest rates reduce the value 
of a company’s bond portfolio; decreasing rates have the 
opposite impact. Although most bond portfolios are not 
marked-to-market for SAP, an appreciated bond portfo-
lio may serve as a source of taxable income to be offset by 
reversing deductible temporary differences. See the section 
entitled Tax planning strategies.

The carrying value of bonds, stocks, and other investments 
may be reduced for GAAP and/or SAP through the recogni-
tion of other than temporary impairments (OTTI), thereby 
creating deductible temporary differences to the extent such 
markdowns do not generate current tax deductions.

The Internal Revenue Code permits the deferred recognition 
of income from corporate dividends until the dividends are 
received. Market discount on bonds can also be deferred. 
GAAP and SAP income include accrued dividends and mar-
ket discount. Thus, accrued dividends and market discount 
represent taxable temporary differences for these insurers.

PwC observes: Under SAP, like GAAP, changes in unreal-
ized gains and losses are recorded, net of tax, as adjustments 
to surplus. Insurers must also present realized gains/losses 
net of tax on their statutory income statements. OTTI adjust-
ments are treated as realized losses for SAP, but the related 
tax effects, which are deferred, are included in the surplus 
adjustment captioned “change in net deferred income taxes.”

Example 1: ABC Insurance Company has bonds with 
an amortized cost of $2,000 and stocks with an original 
purchase price of $3,000. The bonds and stocks have fair 
market values of $2,600 and $2,400, respectively. Assume 
there has been $100 of cumulative market discount that 
will be deferred until sale or maturity for tax purposes. 
Also assume that the bonds and stocks are held as “avail-
able for sale” for GAAP purposes, have NAIC designations 
of 1, and that neither the stocks nor the bonds are consid-
ered impaired. The applicable tax rate is 35%.
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The following table summarizes the balances of  
these holdings:

GAAP SAP Tax

Bonds 2,600 2,000 1,900

Stocks 2,400 2,400 3,000

Total 5,000 4,400 4,900

For GAAP purposes, the company would have a net taxable 
temporary difference of $100 ($5,000–$4,900) that would, 
when tax effected, generate a net deferred tax liability of 
$35. For SAP purposes, the net deductible temporary differ-
ence would be $500 ($4,900–$4,400) resulting in a net de-
ferred tax asset of $175. However, it should be noted that 
the character of the $100 bond basis difference stemming 
from deferred market discount may be ordinary, whereas 
the unrealized gain/loss differences are likely classified as 
capital. Realizability and admissibility under GAAP and SAP 
must be analyzed with tax character in mind.

Example 2: Assume the same facts as in Example 1, but the 
unrealized loss in the stock portfolio is determined to be an 
other than temporary impairment (OTTI) loss with a result-
ing charge to the income statement. Neither the current nor 
the deferred tax position of the company will change as the 
impairment is not a realized loss for tax purposes. However, 
the current tax calculation will now require an adjustment to 
remove the OTTI loss. Under GAAP, the deferred tax impact 
of the impairment charge is recognized through the income 
statement. Under SAP, the deferred tax impact is recognized 
in surplus on the “Change in net deferred income tax” line. 
As the loss is considered realized for SAP, the deferred tax 
impact is not allocated to the “Change in net unrealized 
capital gains or (losses)” line.

Partnership investments

Many insurance companies invest in partnerships. Insurers 
generally account for these investments for SAP purposes 
on the equity method. Initial capital contributions, as well 
as subsequent capital infusions and unrealized gains, create 
SAP basis. Cash distributions reduce basis. SAP basis may 
also be reduced by OTTI or unrealized losses. GAAP basis for 

these investments may vary from SAP. Tax basis is governed 
by the income/loss reported to the insurer on its partnership 
Form K-1. Tax basis in a partnership may change significant-
ly from year to year based upon K-1 activity whereas SAP 
basis may remain somewhat static (absent any contributions, 
distributions or other basis adjustments).

Internal control focus point: Many companies fail to 
properly monitor the temporary difference related to partner-
ship investments. It is critical that companies annually update 
their tax bases in partnership investments to ensure proper sup-
port for deferred tax values.

Deferred acquisition costs

Deferred acquisition costs (DAC) are costs related to the 
issuance of insurance policies. Under GAAP, companies 
writing property and casualty (P&C) policies must capitalize 
and amortize these costs over the life of the policies. Under 
SAP and tax, these amounts are deducted as incurred. Since 
the GAAP asset will be amortized, there will be future GAAP 
deductions with no corresponding SAP or tax deductions. 
Thus, a GAAP taxable temporary difference results, and a 
deferred tax liability is established for the tax effect of the 
capitalized DAC asset. No SAP DTA or DTL results.

For life policies, the deferred tax impacts also vary between 
GAAP and SAP. The tax law requires that a percentage of 
premiums related to life insurance contracts be capitalized as 
tax DAC and amortized over a period of years. Under GAAP, 
the unamortized DAC book balance generally exceeds the 
tax DAC balance creating a taxable temporary difference, 
which yields a DTL. Under SAP, there is no DAC balance, 
so the entire unamortized tax DAC represents a deductible 
temporary difference, which yields a DTA.

Example: Assume $2,400 of policy-related expenses have 
been capitalized for GAAP purposes. If the policies are P&C 
policies, no amounts would be capitalized for tax or SAP 
purposes. The entire $2,400 would represent a GAAP taxable 
temporary difference (which would result in a deferred tax 
liability when tax effected), because future GAAP deduc-
tions will exceed future tax deductions. For SAP, there is no 
deferred tax liability, as both book and tax recognize the 
expenses in the year incurred.



A comparison of tax accounting – 2012 and beyond  11

If the policies are life policies, a tax DAC asset appears on the 
tax balance sheet, although in an amount typically smaller 
than for GAAP (say $1,400 for tax as compared to $2,400 
for GAAP). Thus, DAC will still represent a taxable tempo-
rary difference for GAAP reporting (GAAP and tax balance 
sheet assets of $2,400 and $1,400, respectively, for a taxable 
temporary difference of $1,000), but will be considered a 
deductible temporary difference in its entirety for SSAP 101 
(SAP balance sheet asset of $0 versus a tax balance sheet 
asset of $1,400).

Insurance policy reserves

Life, health, and property/casualty reserves represent liabili-
ties under GAAP and SAP. Typically, P&C reserves are the 
same for GAAP and SAP accounting. However, life reserves 
may vary significantly for GAAP and SAP due to the formu-
laic requirements under SAP for interest rate, mortality, and 
other state prescribed assumptions. For tax purposes, life 
(and certain health) reserves may be lower due to different 
reserve assumptions inherent in the tax reserving calcula-
tions. Property and casualty (and certain health) reserves 
are also lower for tax purposes, as these reserves are dis-
counted using prescribed interest rates and loss payment 
patterns. The specified tax treatment results in a deferral of 
tax deductions until losses are paid. Thus, insurance policy 
reserves generate a deductible temporary difference. Sched-
uling the reversal of this deductible temporary difference 
(which will be discussed later as part of the admissibility 
test) may require actuarial support.

Example: Assume insurance policy reserves of $2,200 
for GAAP and SAP. Tax reserves are calculated as $1,800. 
Therefore, a deductible temporary difference of $400 exists 
for GAAP and SAP.

Fixed assets

Temporary differences are created by virtue of varying depre-
ciation methods employed for SAP and tax. If the tax basis of 
an asset exceeds the SAP/GAAP basis, a deductible temporary 
difference is created. A taxable temporary difference results 
from an excess of SAP/GAAP basis over tax basis.

Nonadmitted assets

Certain assets recognized for GAAP and tax are nonadmitted 
for SAP purposes. A nonadmitted asset may have no SAP ba-
sis but may still have a tax basis. Thus, the SAP and tax dif-
ference gives rise to a deductible temporary difference (see 
SSAP 101, paragraph 7.b.). Since nonadmitted assets create 
DTAs, but do not affect the current provision, a reconciling 
item needs to be included in the effective tax rate analysis. 
See the Comprehensive example later in this publication 
for an illustration.

Example: Assume fixed assets with a $1,200 purchase 
price. Also, assume that SAP and GAAP depreciation of $200 
has been taken in the year the assets were placed in service. 
Tax depreciation was $240. Further assume that the assets 
are nonadmitted for SAP. A GAAP taxable temporary dif-
ference of $40 results (GAAP basis of $1,000 and a tax basis 
of $960). For SAP, a net deductible temporary difference 
of $960 results (SAP basis of $0 and a tax basis of $960). 
Whether the company treats this as one deductible tempo-
rary difference of $960 or a taxable temporary difference 
of $40 (related to depreciation) and a deductible temporary 
difference of $1,000 (related to nonadmissibility) is based 
upon the company’s grouping  methodology (see Q&A  
paragraph 2.9).

Compensation related items

Vacation pay, bonus accruals, deferred compensation, and 
postretirement health obligations are not generally de-
ductible for tax purposes until they are paid. Under certain 
circumstances, payments made within a prescribed period 
of time after year-end (generally two and a half months) are 
tax deductible in the year accrued. These items represent 
deductible temporary differences unless the entire accrual is 
paid within the two-and-a-half-month period.
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Pensions

Pension accruals are not deductible for tax purposes unless 
they are funded during the tax year or before the filing of the 
tax return for the year of accrual. To the extent unfunded, 
pensions create deductible temporary differences. If pension 
accounting results in a prepaid asset for SAP purposes, a tax-
able temporary difference may result. However, the pre-paid 
asset will likely be nonadmitted, meaning that the SAP basis 
is zero. The tax basis is also zero as the tax law does not 
recognize such an asset. Therefore, no taxable temporary 
difference will be created.

Unearned premiums/ 
advance premiums

For property and casualty policies, the liabilities for un-
earned premiums and advance premiums result in deduct-
ible temporary differences. For GAAP and SAP, revenue 
recognition policies result in the unearned premium reserve 
(UPR) and advanced premium liabilities. For tax purposes, 
only 80% of such liabilities are recognized, which results 
in quicker revenue recognition. This creates a deductible 
temporary difference equal to 20% of the outstanding book 
liabilities, as future GAAP and SAP income statements will 
reflect the earning of the larger reserve amounts. A compa-
ny that writes one-year policies will have a deductible tem-
porary difference reversing within one year of the balance 
sheet date (see discussion on the SAP admissibility test).

Example: Assume $2,000 of SAP and GAAP unearned 
premiums that are subject to the 20% tax haircut. Tax 
unearned premiums are $1,600. The $400 represents  
a GAAP and SAP deductible temporary difference.

Alternative minimum tax credits

Alternative minimum tax (AMT) credits can be used to reduce 
regular tax to the extent that regular tax exceeds the AMT in 
a future year. The credit does not expire. Because the credit 
is already tax effected, the entire credit represents a compo-
nent of the deferred tax asset. Credits created by hypothetical 
carrybacks under the first part of the admissibility test are not 
added to the deferred tax inventory for consideration in the 
second and third parts of the admissibility test. Only actual 
credits are included.

Net operating loss and capital  
loss carryovers

Net operating loss (NOL) and capital loss carryovers are 
essentially deductible temporary differences, representing 
losses for which a current tax benefit has not been realized. 
For property and casualty insurers, NOLs can be carried 
forward 20 years to offset future taxable income and back 
two years to offset prior year income. For life insurers, NOLs 
can be carried forward 15 years and back three years. Capi-
tal losses can be carried forward five years to offset future 
capital gains and back three years to offset prior capital 
gains for all corporations, including property/casualty and 
life insurers.

Other items

Other areas of statutory accounting create temporary dif-
ferences. Bad debt reserves have been established for SAP 
reporting to the extent that receivables less than 90 days 
past due are potentially uncollectible. Premium deficiency 
reserves are established to the extent that the unearned 
premium reserve and any remaining premium installments 
are insufficient to meet anticipated losses and loss adjust-
ment expenses. These reserves are generally considered 
nondeductible for income tax purposes. Thus, both reserves 
represent deductible temporary differences.
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Valuation allowance and the  
admissibility standard

Once the gross DTA is calculated, both GAAP and SAP require 
that the gross DTA be assessed for realizability. GAAP applies 
a largely subjective analysis of evidence regarding the ability 
to offset the gross DTA against sources of taxable income. 
A valuation allowance is required under GAAP if it is deter-
mined that a gross deferred tax asset cannot be realized, in 
whole or in part. The standard for determining whether a 
gross deferred tax asset will be realized is “more likely than 
not” based upon all available evidence. “More likely than 
not” is defined as a greater than 50% likelihood of realiza-
tion. Sources of taxable income include: (1) reversals of 
existing DTLs, (2) carryback capacity under the tax law, (3) 
projections of future taxable income, and (4) income from 
tax planning strategies.

Under SSAP 10, the valuation allowance was replaced with 
a mechanical admissibility calculation, which some viewed 
as a more objective test. The key differences were the inclu-
sion of a limited time horizon and restriction based upon a 
measure of surplus.

SSAP 10R and SSAP 101 have added a valuation allowance 
concept to SAP for all filers. Once the need for a valuation 
allowance is considered, any remaining DTA is subjected to 
the admissibility test. SAP considers the same sources of tax-
able income used in GAAP in determining whether the "more 
likely than not" standard for realization has been satisfied.

The Q&A clarifies that the statutory valuation allowance 
(SVA) is determined on a separate company, reporting en-
tity basis (Q&A 2.5). Thus, positive and negative evidence 
must be analyzed from this perspective. Positive evidence 
from other consolidated group members, such as a strong 
earnings history or projected income, cannot be considered 
in the separate company SVA assessment.

The Q&A further clarifies that the SVA reduces the DTA in 
arriving at adjusted gross DTAs in column one of the annual 
statement rather than being included in nonadmitted assets 
in column two (see Q&A 2.1, Footnote 1). Consequently, the 
change in the SVA for the reporting period will need to be 
included in the statutory effective tax rate reconciliation.

PwC observes: The four sources of taxable income aforemen-
tioned are also embedded in the admissibility test (discussed 
below). Thus, the addition of the statutory valuation allowance 
regime in SSAP 10R and SSAP 101, in most cases, will have no 
net impact on the ultimate amount of DTAs admitted. Instead, 
some of the DTAs previously nonadmitted may be allocated to 
the statutory valuation allowance with no net change to bal-
ance sheet recognition.

Internal control focus point: For a non-GAAP filer, SSAP 
10R and SSAP 101 may represent the first time a valuation 
allowance assessment has been performed and management's 
"more likely than not" assertion documented. Internal controls 
may include the analysis of the four sources of income, main-
tenance of a schedule of three years of earnings history to deter-
mine if the company is in a three year cumulative loss, support 
for temporary difference reversals, a review of the consistency 
between projections and actual results, and documentation of 
prudent and feasible tax planning strategies.



14 Tax accounting for insurance companies

SSAP 101, paragraph 11, provides that gross DTAs are 
admitted in an amount equal to the sum of:

a. Federal income taxes paid in prior years that can be recov-
ered through loss carrybacks for existing temporary dif-
ferences that reverse during a time frame corresponding 
with IRS tax loss carryback provisions, not to exceed three 
years, including any amounts established in accordance 
with the provision of SSAP No. 5R as described in para-
graph 3.a. of this statement related to those periods.

b. The reporting entity shall admit:

i. The amount of adjusted gross DTAs, after the applica-
tion of paragraph 11.a., expected to be realized within 
the applicable period (refer to the 11.b.i. column 
of the applicable Realization Threshold Limitation 
Table: the RBC Reporting Entity Table, the Financial 
Guaranty or Mortgage Guaranty Non-RBC Reporting 
Entity Table, or the Other Non-RBC Reporting Entity 
Table) following the balance sheet date limited to the 
amount determined in paragraph 11.b.ii.

ii. An amount that is no greater than the applicable 
percentage (refer to the 11.b.ii. column of the ap-
plicable Realization Threshold Limitation Table: the 
RBC Reporting Entity Table, the Financial Guaranty 
or Mortgage Guaranty Non-RBC Reporting Entity 
Table, or the Other Non-RBC Reporting Entity 
Table) of statutory capital and surplus as required 
to be shown on the statutory balance sheet of the 
reporting entity for the current reporting period’s 
statement filed with the domiciliary state com-
missioner adjusted to exclude any net DTAs, EDP 
equipment and operating system software and any 
net positive goodwill.

c. The amount of adjusted gross DTAs, after application 
of paragraphs 11.a. and 11.b., that can be offset against 
existing gross DTLs. The reporting entity shall consider 
the character (i.e., ordinary versus capital) of the DTAs 
and DTLs such that offsetting would be permitted in the 
tax return under existing enacted federal income tax 
laws and regulations. Additionally, for purposes of this 
component, the reporting entity shall consider the re-
versal patterns of temporary differences; however, this 
consideration does not require scheduling beyond that 
required in paragraph 7.e.

SSAP 101 alert: SSAP 10R allowed companies that met 
certain risk-based capital requirements to elect to apply a 
more liberal admissibility test. SSAP 101 has removed 
the elective provisions. The first and third parts of the 
admissibility test are the same for all filers, whereas the 
second part of the admissibility test varies depending upon 
RBC (or RBC-like) levels.

Paragraph 11.a.

Federal income taxes paid in prior years that can be 
recovered through loss carrybacks for existing temporary 
differences that reverse during a time frame corresponding 
with IRS tax loss carryback provisions, not to exceed three 
years, including any amounts established in accordance with 
the provision of SSAP No. 5R as described in paragraph 3.a. 
of this statement related to those periods.

This portion of the test provides for the admissibility of a 
deferred tax asset to the extent that deductible temporary 
differences reversing in the succeeding years, determined 
by reference to the applicable IRC provisions, can be carried 
back to recoup prior year taxes paid on a separate company,  
reporting entity basis. The guidance suggests that the rever-
sal pattern should be consistent with the underlying asset or 
liability that gives rise to the deductible temporary differ-
ence. Once identified, the reversal pattern should be applied 
consistently unless there is a change in facts that justifies a 
change in reversal assumptions. No assumptions are made 
with respect to income in the succeeding year. The critical 
issue is determining the reversals of temporary differences. 
In general, one would look to items that will reverse by the 
mere passage of time. Applying the “mere passage of time” 
rationale removes DTAs supported by tax attributes (such as 
net operating loss and net capital loss carryovers, foreign tax 
credits, and alternative minimum tax credits) from consider-
ation in this part of the three-part test.

For non-life companies, the carryback period for ordinary 
losses is two years; consequently, taxes recoverable include 
the current year and the first preceding year. For life in-
surers, the ordinary loss carryback period is three years; 
consequently, taxes recoverable include the current year and 
the two preceding years. If the reversing deductible tempo-
rary difference is capital in nature, existing tax law permits 
a three year carryback. Accordingly, for any portion of the 
reversing temporary differences that is capital, both life and 
non-life insurers will apply a three year carryback.

SSAP 101—The statutory  
admissibility standard



A comparison of tax accounting – 2012 and beyond  15

PwC observes: The 11.a. test is very similar to the GAAP 
guidance that provides for carryback capacity as a source of 
taxable income to support the realization of DTAs. Also, as 
11.a. represents a hypothetical carryback under applicable tax 
law, the AMT provisions should also be considered.

For instance, a company writing property and casualty poli-
cies covering periods of one year or less would expect that 
its entire temporary difference with respect to unearned 
premiums would reverse within one year, well within the 
two-year carryback provision for ordinary losses of nonlife 
companies. The fact that it will be replaced by a new reserve 
at the end of the succeeding year is not relevant for purposes 
of determining reversals. The two-year reversal associated 
with loss reserves for P&C companies, for example, can be 
estimated by applying historical reversal patterns. No single 
methodology is preferred, but any estimation technique 
should be reasonable and consistently applied. Policy liabil-
ity reserves for life insurers generally require deeper analy-
sis, likely requiring the use of actuaries, to determine the 
portion of the temporary difference that will reverse during 
the applicable period.

Q&A 4.3 makes it clear that an actual tax loss is not required 
to apply the provisions of paragraph 11.a. Rather, the esti-
mated reversing temporary differences create a hypothetical 
net operating loss (or net capital loss) that is carried back to 
determine how much tax would be recovered and, therefore, 
the value of the admitted DTA.

Paragraph 3.a. of SSAP 101 states that the term “taxes paid” 
includes taxes accrued, as well as any tax contingencies re-
lated to years in the carryback period. These tax contingen-
cies must specifically relate to years in the carryback period, 
rather than to years that are beyond the carryback period 
but remain open due to an ongoing IRS audit (Q&A 7.1).

Q&A 13 discusses the concept of tax planning strategies and 
how they may be employed in the context of SSAP 101. The 
Q&A does not foreclose the possibility that tax planning 
strategies may be used to accelerate temporary difference  
reversals for paragraph 11.a. purposes. Therefore, if items will 
not reverse by the mere passage of time within the applicable 
period, it may be reasonable to proffer a prudent and feasible 
tax planning strategy to support increased reversals and ad-
missibility. Any benefit to surplus may be short-lived, because 
admissibility is tied to taxes available for recoupment.

Internal control focus point: Assumptions with respect 
to the expected reversals of deductible temporary differences 
should be reasonable and consistently applied. Internal con-
trols should ensure such consistency or require a documented 
rationale for changing such assumptions. Documentation with 
respect to tax planning strategies should be reviewed at least 
quarterly to ensure that such strategies are still prudent and 
feasible, and that they support the admissibility of the DTAs.

Example: Assume NYC Insurance Company, a P&C compa-
ny, had ordinary deductible temporary differences of $500, 
with $200 projected to reverse in the two year 11.a. reversal 
period (based upon IRC carryback provisions). Also assume 
that the company had $200 of taxable income (and paid 
tax of $70) in the earliest carryback year (preceding year), 
and had $100 of taxable income (and paid tax of $35) in the 
subsequent carryback year (current year). Assuming that 
the AMT NOL 90% limitation ($180) would apply upon car-
ryback, the company could not reduce its taxes below $4 in 
the earliest carryback year ($200 less $180 = $20 x 20% = 
$4). Thus, $66 would be recoverable in that year. However, 
if the AMT credit of $4 could be absorbed in the subsequent 
year (current year), then NYC could admit a total DTA of $70 
(expected refund value of the full $200 upon hypothetical 
carryback) under paragraph 11.a.

PwC observes: Paragraph 11.a. clarifies that taxes paid 
includes the estimate of tax for the reporting period and the 
appropriate number of previous years depending on the tax 
law. Also note that paragraph 11.a. essentially limits the 
consideration of reversals of deductible temporary differences 
to the lesser of three years or the allowable carryback period 
pursuant to the IRC. If the tax law changes to allow for a five 
year loss carryback, paragraph 11.a. would not allow more 
than three years of reversals to be considered under the first 
part of the admissibility test.

SSAP 101 alert: Paragraph 11.a. allows electing filers to 
consider up to three years of reversals, subject to Internal 
Revenue Code carryback provisions. However, matching of 
reversals and taxes recoverable will present challenges. Con-
sider a life insurer with a three-year carryback. At December 
31, 2012, the company has recoverable taxes of $300, $100 
in each of the years 2010, 2011, and 2012. If no reversals are 
expected until 2014, for instance, the $100 of 2010 taxes paid 
will no longer be available for recoupment as a carryback 
from 2014 to 2010 would not be permitted under existing tax 
law. This illustrates the need to match up reversals and recov-
erable taxes by year to ensure that the tax law would provide 
for a refund of taxes paid (see Q&A 4.3).
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Paragraph 11.b.

The reporting entity shall admit:

i. The amount of adjusted gross DTAs, after the applica-
tion of paragraph 11.a., expected to be realized within 
the applicable period (refer to the 11.b.i. column of the 
applicable Realization Threshold Limitation Table: the 
RBC Reporting Entity Table, the Financial Guaranty or 
Mortgage Guaranty Non-RBC Reporting Entity Table, or 
the Other Non-RBC Reporting Entity Table) following the 
balance sheet date limited to the amount determined in 
paragraph 11.b.ii.

ii. An amount that is no greater than the applicable percent-
age (refer to the 11.b.ii. column of the applicable Realiza-
tion Threshold Limitation Table: the RBC Reporting En-
tity Table, the Financial Guaranty or Mortgage Guaranty 
Non-RBC Reporting Entity Table, or the Other Non-RBC 
Reporting Entity Table) of statutory capital and surplus 
as required to be shown on the statutory balance sheet 
of the reporting entity for the current reporting period’s 
statement filed with the domiciliary state commissioner 
adjusted to exclude any net DTAs, EDP equipment and 
operating system software and any net positive goodwill.

The realization test is based upon the full value of deductible 
temporary differences expected to be realized during the 
reversal period. However, SSAP 101 and the Q&A make 
it clear that double counting is not permitted. In practice, 
double counting is avoided by only considering the value 
of any deductible temporary difference not fully admitted 
pursuant to paragraph 11.a. (including any available tax 
carryforwards not considered in the paragraph 11.a. test) 
that reverse within the prescribed period (based upon the 
tables included in paragraph 11.b.).

The “expected to be realized” language requires more than 
the mere reversal of deductible temporary differences.  
To estimate this amount, companies are required to perform 
a “with/without” analysis of future tax to project the amount 
of cash tax savings generated by the reversal on a separate 
company, reporting entity basis. That is, the guidance requires 
that the reversing deductible temporary differences and 
carryforwards result in a reduction of tax otherwise due in 
order to support admissibility under paragraph 11.b.i.

Taxes (regular and AMT) are first calculated on the “with” 
basis, which essentially measures the amount of taxes pro-
jected for the upcoming year (and may include the impact 

of tax planning strategies discussed later in this publica-
tion). Taxes (regular and AMT) are then recalculated on 
the “without” basis by excluding the benefit of reversing 
deductible temporary differences and carryforwards.  
DTAs are admitted to the extent that taxes calculated on 
the “without” basis exceed taxes calculated on the “with” 
basis. The "with/without" benefit is then compared to the 
adjusted capital and surplus limitation, with the lesser of 
the two being admitted.

SSAP 101 alert: Paragraph 11.b.i. provides for a three-
year reversal period for qualifying companies (based on 
RBC) with no reference to IRC carryback provisions. Thus, 
a property/casualty company with DTAs that are ordinary 
in character can consider such items reversing in the third 
year after the balance sheet date, whereas these reversals 
could not be considered in paragraph 11.a. If the three-year 
reversal period applies, excess reversals in one year may be 
carried forward or back to other years in the reversal period, 
subject to provisions of the IRC (such as AMT). Also, note that 
SSAP 101 provides for a 15% adjusted capital and surplus 
limitation for qualifying companies.

PwC observes: Companies can employ tax planning 
strategies to increase the admitted DTA under paragraph 
11.b. by accelerating reversals of temporary differences 
into the reversal period, or by increasing taxable income in 
the “with/without” calculation. See the discussion on tax 
planning strategies below.

Exhibit 1—example of 11.b.i.  
with / without test

Below is deferred tax information for XYZ Insurance 
Company. XYZ has no recoverable taxes; thus, no  
DTAs have been admitted under the first part of the 
admissibility test.

The company has an ExDTA ACL RBC at year end of 250%. 
Consequently, the company can only consider one-year revers-
ing DTAs in the second part of the admissibility test, subject to 
a 10% adjusted capital and surplus limitation. 

Year 1 is the reporting period. Year 2 is the year subsequent 
to the reporting period. Reversals by the end of Year 2 repre-
sent the temporary differences subject to the 11.b. test. This 
illustration ignores any consequences from the AMT and 10% 
adjusted surplus limitation.
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XYZ Insurance Company 
SSAP 101—with/without test

Temporary differences Taxable (deductible)

Temporary differences 
year 1

Reversals by end of 
year 2

Reversals after 
year 2

Unearned premium reserves $2,000,000 @20% (400,000) (400,000) 0

Loss reserve discounting $5,000,000 SAP and 
$4,500,000 tax (assumes a 25% one yr. reversal)

(500,000) (125,000) (375,000)

Deductible temporary differences (900,000) (525,000) (375,000)

Tax rate 35% 35% 35%

Deferred tax assets (315,000) (183,750) (131,250)

Less deferred tax liabilities/deferred market 
discount ($100,000 @ 35%)*

35,000 7,000 28,000

Tentative deferred tax (asset)/liability (280,000) (176,750) (103,250)

*Of the $100,000 of market discount, $20,000 ($7,000 tax effected) is scheduled to reverse in one year with the balance reversing thereafter.

With/without calculations

“Without” year 2 “With” year 2 Difference year 2

Estimated SAP income (loss) for year 2 (410,000) (410,000) 0

Year 2 permanent differences* (100,000) (100,000) 0

New year 2 temporary differences

Loss reserve discounting $1,000,000 new SAP 
reserves and $900,000 new tax reserves

100,000 100,000 0

Unearned premium reserve $2,500,000 @ 20% 500,000 500,000 0

Deferred market discount $10,000 new for year 2 (10,000) (10,000) 0

Reversing year 1 taxable temporary differences 20,000 20,000 0

Reversing year 1 deductible temporary differences 0 (525,000) 525,000

Taxable income (loss) 100,000 (425,000) 525,000

Tax rate 35% 35% 35%

Tax 35,000 0 183,750

*Permanent differences may include items such as tax-exempt interest, the dividends received deduction, club dues, and lobbying expenses.
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Based on the with/without analysis, XYZ would admit a DTA 
of only $35,000 (out of a gross DTA of $315,000 and one-year 
reversing DTA of $183,750), pursuant to paragraph 11.b., due 
to insufficient taxes to be offset in the with/without calcula-
tion. If the company qualified for a three-year reversal period, 
the $425,000 tax loss on a “with” basis (that did not create 
a benefit in year two) may be carried forward (along with 
scheduled reversals for those years) to the next two years to 
offset income and potentially ensure admissibility.

SSAP 101 alert: Paragraph 11.b.ii. contains a limitation 
based upon a percentage of “adjusted statutory capital and 
surplus” computed from the company’s current statutory 
statement. This represents a departure from SSAP 10 and 
SSAP 10R, both of which made reference to adjusted capital 
and surplus from a company’s “most recently filed statement.” 
The Q&A acknowledges that a company whose adjusted 
statutory capital and surplus has increased from September 
30th to December 31st, for instance, may practically use the 
September 30th figure to calculate the paragraph 11.b.ii. 
limitation at year-end [note the use of the “…amount that 
is no greater than…” language in that paragraph]. Also, the 
surplus limitation only applies to the DTA admitted under the 
second part of the test. See Q&A 4.34-4.35.

PwC observes: If XYZ Insurance Company repeatedly incurs 
losses on a “with” basis, the continued admissibility of DTAs 
under paragraph 11.b. may be subject to challenge. If the com-
pany never actually pays federal income taxes, it may be dif-
ficult to sustain an argument that DTAs will result in a reduc-
tion of tax upon reversal (in other words, be “realized”). The 
risk that a pure mechanical approach to the admissibility test 
may result in questionable admissibility of DTAs is somewhat 
ameliorated by the SVA test under paragraph 7.e.

Internal control focus point: As previously mentioned, 
companies should establish an approach to determining the tim-
ing of reversals, ensure that projections of income in the reversal 
period are reasonable and consistent with business projections, 
and document (and regularly revisit) any planning strategies 
supporting admissibility.

Paragraph 11.c.

The amount of adjusted gross DTAs, after application of 
paragraphs 11.a. and 11.b., that can be offset against ex-
isting gross DTLs. The reporting entity shall consider the 
character (i.e., ordinary versus capital) of the DTAs and 
DTLs such that offsetting would be permitted in the tax 
return under existing enacted federal income tax laws and 
regulations. Additionally, for purposes of this component, 
the reporting entity shall consider the reversal patterns of 
temporary differences; however, this consideration does not 
require scheduling beyond that required in paragraph 7.e.

The character of the temporary differences must be consid-
ered (a point of emphasis in SSAP 101). For instance, an unre-
alized loss on stocks would, upon reversal, generate a capital 
loss which could not (once tax effected) offset a deferred tax 
liability stemming from a taxable temporary difference that 
is ordinary in character.

Internal control focus point: Controls should be in place 
to ensure that the character of DTAs and DTLs is considered 
when applying all parts of the admissibility test.

SSAP 101 alert: Paragraph 11.c. does not require the sched-
uling of temporary difference reversals beyond what is neces-
sary to support the statutory valuation allowance assertion. 
Q&A 4.13 clarifies that the requirement to “schedule  reversal 
patterns” generally only applies to filers that used DTLs as a 
source of income to meet the “more likely than not” statutory 
valuation allowance test. However, the Q&A further states 
that “the significant and relevant historical and/or currently 
available information...must be considered and be consistent 
with the conclusion to admit or nonadmit adjusted gross DTAs 
under paragraph 11.c. without additional detailed scheduling.” 
Companies with DTLs related to indefinite-lived intangibles 
may have difficulty in asserting that paragraph 11.c. offset 
is appropriate as these DTLs may never reverse and create 
income. Long-term DTAs (e.g., FAS 106) will require special 
attention to ensure offset is appropriate.
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Key provisions of SSAP 101

Tax rate

The tax rate used to measure gross deferred tax assets and 
liabilities is the enacted regular tax rate expected to apply to 
taxable income in the period in which the deferred tax asset 
or liability is projected to be realized or settled. The impact 
of future changes in tax laws and rates or special tax status 
(e.g. AMT) are not anticipated. Accordingly, the values of the 
gross DTAs and DTLs reported in the footnotes to the financial 
statements represent amounts determined at that enacted 
tax rate. However, the admitted adjusted gross DTA may not 
reflect the same tax rate. This is because the asset admitted 
under paragraphs 11.a. and 11.b. is affected by applicable tax 
rules, which may result in the value of reversing temporary 
differences being less than the enacted tax rate. For instance, 
application of the small life insurance company deduction, the 
Blue Cross/Blue Shield special deduction, or companies an-
ticipating a tax loss will likely result in the use of a marginal 
tax rate less than 34 or 35%. In these cases, the DTAs may be 
measured at the lower rate. Of course, the value of an adjusted 
gross DTA not admitted under the 11.a. or 11.b. test may be 
admitted under paragraph 11.c., which may mask the impact 
of this difference between the enacted regular tax rate used to 
measure gross DTAs and DTLs and the marginal tax rate re-
flected in the admitted adjusted gross DTA under paragraphs 
11.a. and 11.b.

Grouping of temporary differences

Grouping of temporary differences is a critical and often 
overlooked step in the SSAP 101 exercise. Consider, for ex-
ample, fixed assets. Within a pool of fixed assets, one may 
find taxable and deductible temporary differences. Taxable 
temporary differences may be $100 and deductible temporary 
differences $60. The issue is whether one should consider the 
pool to represent a single taxable temporary difference of 
$40 (net method) or separate taxable and deductible tem-
porary differences (gross method).

Mechanically, the admissibility test will never yield a lower 
admitted deferred tax asset if the gross method is used, and 
will often result in a better answer using that method. Of 
course, one must consider the administrative cost of access-
ing the information and monitoring the inventory of items. 
Q&A 2.9 indicates that groupings should be done in a “rea-
sonable and consistent manner.” The Q&A further states that 

such groupings should remain consistent from period to pe-
riod, and that internal documentation should be retained to 
support grouping methodologies. Modifications of groupings 
are justifiable if events or circumstances change, but they 
must be disclosed. Examples of justification for modifications 
include a change in materiality of the underlying assets and 
liabilities, an increase or decrease in administrative costs 
of maintaining such groupings, and changes in computer 
systems that allow access to more detailed information.

PwC observes: A single fixed asset could generate a differ-
ence from the method of depreciation employed (perhaps a 
taxable temporary difference) and another difference created 
because the asset is nonadmitted (a deductible temporary dif-
ference). Because these differences relate to the same asset, an 
argument can be made that they should be netted resulting in 
a single deductible or taxable temporary difference. We have 
seen both applications in practice and believe each alterna-
tive to be acceptable.

Internal control focus point: Companies should maintain 
adequate documentation to support their temporary difference 
groupings. This documentation should be reviewed regularly to 
ensure consistent application.

Changes in deferred tax assets  
and liabilities

The change from one period to the next in the value of gross 
deferred tax assets and liabilities impacts surplus. The loca-
tion of these surplus adjustments is where the process gets 
tricky. The “[c]hange in net deferred income tax” line in the 
surplus reconciliation includes the change in gross deferred 
tax balances without regard to unrealized gains and losses 
and admissibility of deferred tax assets, but would include 
any change in the SVA. “Net unrealized gains or (losses)” are 
reported net of the related tax, without regard to the admis-
sibility of any deferred tax asset or the change in the SVA 
allocable to unrealized losses. The change in the portion of 
any deferred tax asset which is not admitted becomes part of 
the “[c]hange in nonadmitted assets” line in the surplus rec-
onciliation (see the Comprehensive example later in this 
publication for an illustration). Other surplus adjustments 
should not be presented net of tax, absent specific statutory 
accounting authority.
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SSAP 101 alert: SSAP 10R required companies to separately 
present the benefit associated with expanded admissibility in 
the surplus section of the balance sheet and as a component of 
the change in surplus in the capital and surplus roll forward. 
This is not required under SSAP 101. The impact of SSAP 101 
adoption should be accounted for and presented as a change in 
accounting principle under SSAP 3.

Interdependence of tests

The Q&A makes it clear that a single temporary difference 
can be considered in all three parts of the admissibility 
test. However, equally clear is that the net admitted DTA 
may not exceed the excess of the adjusted gross DTA over 
the gross DTL. If a deferred tax asset is initially admitted in 
an amount less than the enacted tax rate in one part of the 
test, the remaining nonadmitted value may be admitted in 
subsequent parts of the test. For example, a deductible tem-
porary difference related to loss reserve discounting may 
only yield a 20% benefit in paragraph 11.a. because the 
company paid AMT in the carryback period or was subject 
to AMT as the result of the loss carryback. This temporary 
difference can be considered again in paragraphs 11.b. 
and 11.c., until the entire 34% or 35% benefit is recog-
nized. SSAP 101 employs an anti-duplication mechanism to 
prevent the recognition of benefits beyond the maximum 
expected tax rate of 34 or 35%.

PwC observes: In the “with and without” example illus-
trated in Exhibit 1, the company was able to book a DTA of 
only $35,000. Assume the recoverable taxes in paragraph 
11.a. were $105,000. One-year reversals of $300,000 would 
fully absorb the recoverable taxes upon carryback, yielding 
a paragraph 11.a. admitted DTA of $105,000 ($300,000 at 
35%). Q&A 4.2 indicates that the amount of admitted gross 
DTAs under paragraph 11.a. must be subtracted from the 
amount of gross DTAs to be considered in the paragraph 11.b. 
calculation. Because $300,000 of the total one-year reversals 
of $525,000 were utilized in paragraph 11.a., and resulted 
in a full 35% benefit, only the remaining $225,000 need be 
considered in the paragraph 11.b. calculation (see discussion 
under paragraph 11.b.). This amount supports an additional 
admitted DTA of $35,000 under the with /without calculation. 
Thus, paragraphs 11.a. and 11.b. would yield an admitted 

asset of $140,000 ($105,000 in 11.a. and $35,000 in 11.b.). 
Alternatively, the full $525,000 of reversing deductible tem-
porary differences could be used in the with /without calcula-
tions; however, any result would need to be reduced to avoid 
double counting of the value of DTAs within the reversal pool 
admitted under paragraph 11.a. Either way, the net admitted 
DTA should be $140,000 as none of the temporary differences 
were double counted in Paragraphs 11.a. and 11.b.

Income taxes incurred

“Income taxes incurred” includes current-year estimates 
of federal and foreign income taxes, including refunds 
anticipated from carryback claims filed or expected to be 
filed. These anticipated, yet unfiled, refund claims (and the 
resulting tax recoverables) represent admitted assets not 
subject to the 90 day admissibility rule. Also included are 
amounts incurred or received during the current year relat-
ing to prior periods, to the extent not previously recognized. 
Additionally, “income taxes incurred” includes changes in 
federal and foreign income tax contingencies established 
under paragraphs 3.a.i.-iii. Note that P&C and life insurers 
must separately reflect the portion of federal and foreign 
income taxes incurred related to realized capital gains and 
losses as elements of the respective realized capital gain/
loss amounts. As previously mentioned, the Q&A states that 
interest and penalties related to federal and foreign income 
taxes (including tax contingencies) must be included in “in-
come taxes incurred.”

PwC observes: In a consolidated return setting, current 
taxes (income statement and balance sheet) may be based upon 
the tax allocation agreement in place which may not reflect a 
separate company approach. A company may be allowed to 
book a current tax benefit (and a federal income tax receivable) 
if its losses are expected to be utilized to offset other consoli-
dated group members’ income, regardless of separate company 
carryback potential. With respect to deferred taxes, however, 
footnote 2 of SSAP 101 makes it clear that the DTA admissibility 
test must be performed on a separate company, reporting entity 
basis. Application of this separate company approach in the 
deferred tax space overrides a tax sharing agreement that would 
otherwise guarantee recoverability of a DTA through payment 
by the entity’s corporate parent.
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State income taxes

Current state income taxes should be included as “Taxes, 
licenses, and fees” by P&C insurers and as “Insurance taxes, 
licenses, and fees, excluding federal income taxes” by life and 
accident and health insurers. State income taxes should not 
be included as “Income taxes incurred.” No state deferred 
taxes may be recognized. State income tax recoverables that 
are reasonably expected to be recovered in subsequent peri-
ods are admitted assets. As such, these recoverables may be 
outstanding more than 90 days and still be admitted assets. 
See SSAP 101, paragraph 4.

SSAP 101 alert: The new tax contingency regime of SSAP 
101 only applies to federal and foreign income taxes. State tax 
contingencies are governed by the “probable” standard of SSAP 
5R’s liability recognition model.

Items excluded from deferred  
income taxes

SSAP 101, paragraph 7.b, states that “[t]emporary differences 
include unrealized gains and losses and nonadmitted assets 
but do not include asset valuation reserve (AVR), interest 
maintenance reserve (IMR), Schedule F penalties and, in the 
case of a mortgage guaranty insurer, amounts attributable to 
its statutory contingency reserve to the extent that ‘tax and 
loss’ bonds have been purchased.” [Emphasis added.]

Some have questioned the reasoning for not recording de-
ferred tax assets for the asset valuation reserve (AVR) and 
interest maintenance reserve (IMR). With respect to the AVR, 
the NAIC might have believed that the AVR is not a liability 
that will be settled (see language in Q&A 2.1) and, therefore, 
cannot produce a tax deduction. Because the AVR is computed 
on a pool of assets, rather than an individual investment-by-
investment basis, it would be impossible to know when the 
liability would be settled. Regarding the IMR, under current 
SAP accounting, the increase or decrease in the IMR in any 
given year is reduced by the related tax; thus, the IMR balance 
represents the deferred gains or losses already net of tax. 

PwC Observes: As noted, the IMR is determined “net of 
tax.” SSAP 101 contains no guidance with respect to this allo-
cation. In practice, we have seen companies determine the tax 
effect at the enacted tax rate, e.g., 34 or 35%, or, in the case 
of a current tax loss, at zero percent. In some instances, the 
allocation of tax to the IMR requires an “offset” in the income 
statement tax lines to avoid a misstatement of the total cur-
rent tax provision. However, no amount of deferred income 
tax is allocated to the IMR. Doing so would be inconsistent 
with the SSAP 101 guidance.

Schedule F penalties apply only to non-life companies.  
A liability is booked to the extent that the company is 
ceding business to an unauthorized reinsurer. A similar 
statutory penalty applies to life insurers, but is taken from 
Schedule S (vs. Schedule F). It seems reasonable that a 
statutory penalty applicable to life insurers (one that is con-
sistent with the Schedule F penalty applicable to non-life 
insurers) should also not give rise to a deferred tax asset.

The contingency reserve for mortgage guaranty insurers 
(to the extent that tax and loss bonds are purchased) is also 
not considered a temporary difference. The purchase of tax 
and loss bonds secures a tax deduction for the company. As 
such, the SAP and tax values of the contingency reserve are 
the same. Also, the tax and loss bonds are recognized as an 
asset in the statutory balance sheet, and, as such, recogni-
tion of a DTA would result in an overstatement.

Internal control focus point: Because SSAP 101 represents 
a balance sheet approach to deferred tax accounting, companies 
should be prepared to produce a comparison of the SAP and 
tax bases of all assets and liabilities. Although a tax balance 
sheet is not required, a detailed review of tax returns and tax 
workpapers can serve as evidence to support tax bases. The dif-
ference between tax and SAP bases should then be examined to 
ensure that any of the exceptions noted above are considered.
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Tax allocation agreements

Income tax transactions between affiliated parties filing con-
solidated returns shall be recognized if such transactions are 
economic transactions pursuant to SSAP 25; are pursuant 
to a written income tax allocation agreement; and income 
taxes incurred are accounted for in a manner consistent with 
the principles of SSAP 101 and GAAP. Any amounts owed to 
a reporting entity that are not settled within 90 days of the 
filing of a consolidated income tax return or the receipt of a 
refund shall be nonadmitted. Q&A 8 clarifies that tax alloca-
tion agreement language cannot provide a company with a 
greater admitted deferred tax asset than would be achieved 
on a separate company basis, but could be applied to reduce 
the admitted DTA.

PwC observes: This area produces much concern as com-
panies often do not fully consider the impact of tax alloca-
tion agreements. Care must be taken to apply the agreement 
consistently. Furthermore, unlike GAAP, the SSAP 101 tax 
allocation agreement provisions are primarily concerned with 
cash settlement. As such, there should be few differences with 
the agreement used for Internal Revenue Code purposes.

Example: Assume that Insurance Company A is the parent 
of Insurance Company B, and the two join in the filing of a 
consolidated income tax return. Further, assume that the 
written tax allocation agreement states that the companies 
should be treated as if they had always filed stand-alone 
returns. In 2012, Company A has $1,000 of book and taxable 
income. Company B has ($600) of book and taxable loss. 
Company A has historically been profitable. Company B 
began operations in 2012.

For 2012, Company B books no current provision because of 
its loss, but cannot book a current benefit because it cannot 
carry its loss back on a stand-alone basis. Company B, there-
fore, has a deferred tax asset of $210 ($600 at 35%) which 
represents the tax benefit of its stand-alone net operating 
loss (NOL). Note that there is no actual NOL, as the consoli-
dated group has taxable income of $400. Because B is a new 
company, management believes the company will also have 
a book and taxable loss in 2013, the one year reversal period 

(assume Company B has an ExDTA ACL RBC of 250%). Man-
agement does expect, nonetheless, that Company B will be 
a regular taxpayer in 2014 and beyond such that it is “more 
likely than not” that the DTAs will be realized and no statu-
tory valuation allowance is required. However, none of the 
DTA of $210 is admitted pursuant to the three part admis-
sibility test.

For 2012, Company A books a current provision of $350 un-
der the same separate company assumption. However, only 
$140 ($400 at 35%) of this provision is payable to the IRS. 
The balance of $210 is essentially a contingent liability to 
Company B, payable in the event B generates future income.

Combined surplus has been reduced by $350 because of the 
contingent liability booked by Company A (parent) and the 
nonadmitted asset at Company B (subsidiary). Company 
A cannot assert that the $210 is recoverable current tax 
under the first part of the admissibility test–only $140 is 
recoverable from the IRS. Limited relief could be achieved if 
Company A could treat the contingent liability as a DTL. In 
the event that company A had nonadmitted DTAs, the DTL 
could be used as a source of offset in paragraph 11.c. of the 
admissibility test. However, the contingent liability does not 
technically meet the definition of a DTL.

Alternatively, Company A could argue that it should book a 
current tax provision and payable of only $140. Some states, 
however, have taken the position that a benefit from the 
subsidiary’s loss should be held as a contingent liability on 
the parent’s books.

SSAP 101 alert: Subsidiaries that file stand-alone GAAP 
financial statements may have been able to avoid establish-
ing a valuation allowance as their tax deductions (including 
deductible temporary differences creating DTAs) always were 
realized pursuant to the tax allocation agreement, regardless 
of individual company performance. Such an entity may at-
tempt to argue that this agreement supports realization under 
SSAP 101. However, both SSAP 101 and the Q&A make it clear 
that the impact of a tax sharing agreement cannot be used to 
produce an admitted DTA result that is greater than that sup-
ported by the separate entity calculation. 
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Internal control focus point: A tax allocation agree-
ment should be kept up to date and include signatures from 
officers of all subject parties. Many states have holding com-
pany regulations which require Insurance Department ap-
proval of tax allocation agreements and amendments thereto. 
Proper controls should be followed to ensure that the agree-
ment’s provisions are followed consistently and that amounts 
payable or recoverable are settled in a timely manner.

Realized and unrealized capital 
gains and losses

The component of the current tax provision or benefit 
related to realized capital gains and losses must be netted 
against the gains and losses in the income statement. SSAP 
101 does not specifically prescribe a method for allocating 
the current tax provision or benefit between realized capital 
gains/losses and income/loss from operations. However, see 
Q&A 10a. which discusses the allocation of true-up adjust-
ments between ordinary and capital items. GAAP intrape-
riod allocation rules may also be helpful in allocating the 
current tax expense between capital gains/losses and op-
erating income.The change in unrealized gains and losses 
shall be recorded net of any DTA or DTL without regard to 
the change in the admissibility of any DTA.

Example: PDQ Insurance Company has $100 of unrealized 
gains (DTL of $35) at the beginning of the year and $200 of 
unrealized losses ($70 DTA) at the end of the year. Assum-
ing a 35% tax rate, the $300 reduction in surplus associated 
with the decline in value is recorded net of the $105 tax 
benefit for a net charge to surplus of $195. If the DTA of $70 
is nonadmitted, the $70 charge will be included with other 
changes in nonadmitted assets in surplus.

Tax planning strategies

Companies can use “prudent and feasible” tax planning 
strategies to support the admissibility of deferred tax 
assets. A tax planning strategy does not have to be imple-
mented (except in the case of an expiring attribute, such as a 
net operating loss or capital loss carryover) and can be used 
to accelerate reversals of DTAs into the short-term reversal 

period, or generate more taxable income to absorb exist-
ing short-term reversal items. It is important to remember, 
however, that if the item supporting a planning strategy (i.e., 
unrealized gain in bond portfolio) disappears, so does the 
DTA that it supported. Therefore, it is critical to revisit plan-
ning strategies at least quarterly to identify at-risk DTAs. 

SSAP 101 (paragraphs 13–15) discusses the application of 
tax planning strategies for SAP. Paragraph 14 defines tax  
planning strategies as strategies that:

a. are prudent and feasible,

b. a reporting entity ordinarily might not take, but would 
take to prevent an operating loss or tax credit carryfor-
ward from expiring unused, and

c. would result in realization of deferred tax assets.

GAAP literature, which is relevant as the tax planning 
strategy model is borrowed from FAS 109, also states that 
the action “shall be primarily within the control of manage-
ment” to be considered a viable tax planning strategy.

Example: Assume Full Shilling Mutual Insurance Company, 
a stand-alone P&C insurer with ExDTA ACL RBC of 400%, has 
unrealized capital losses from its stock portfolio of $200 and 
a gross DTA of $70. Full Shilling has no recoverable taxes and 
no DTLs; thus, none of the DTA can be admitted under the first 
and third parts of the admissibility test. In projecting income 
for the three-year reversal period of the second part of the 
admissibility test, Full Shilling’s capital gain projections must 
be sufficient to absorb the capital loss that is the source of the 
capital DTA. Assumptions that the market will turn are gener-
ally too speculative for consideration. Additionally, Full Shilling 
must consider the possibility of ordinary losses in the three-year 
reversal period that could offset any capital gains in the “with-
out” calculation before the capital loss item is considered in the 
“with” calculation. Full Shilling does have a piece of property, 
capital in character, that is not marked-to-market for SAP but 
which has an excess of fair market value over tax basis of $160. 
Assuming the sale of the piece of property meets the three-part 
test aforementioned, and further assuming no surplus limita-
tion applies and no ordinary losses are projected, Full Shilling 
could use the $160 of potential capital gain to ensure realiza-
tion of $56 of the $70 DTA.
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The following components of the net deferred tax asset or 
liability shall be disclosed:

• The total deferred tax assets (admitted and nonadmitted)

• The total deferred tax liabilities

• The total deferred tax assets nonadmitted as the result of 
the application of SSAP 101

• The net change during the year in the total deferred tax 
assets nonadmitted

The following additional disclosures must be made:

• The amount of unrecognized DTLs

• Net operating loss carryforwards and credits with their 
origination and expiration dates

• The substance of any tax allocation agreement and a list 
of  members of the consolidated group, if applicable

 
SSAP 101 alert: Additional disclosures are required by 
SSAP 101. Select disclosures include:

• Listing of DTAs and DTLs by character (ordinary vs. capital)

• Certain disclosures related to the statutory valuation allowance

• An ‘early warning’ disclosure for expected significant 
increases in tax contingencies within 12 months of the 
statement date

• Disclosure of the impact of tax planning strategies on DTA 
admissibility including a statement as to whether or not a 
reinsurance-related tax planning strategy was employed

PwC observes: SSAP 101 states that any “…change result-
ing from the adoption of this statement shall be accounted for 
as a change in accounting principle in accordance with SSAP 
No.3…” The change in accounting principle is the difference 
between the reported current and deferred tax balances un-
der SSAP 10R at December 31, 2011, and the balances of the 
accounts calculated under the provisions of SSAP 101. UTPs 
generated under the new tax contingency model or changes in 
admitted DTAs because of changes in the admissibility test repre-
sent likely causes of changes in surplus from SSAP 101 adoption.

SSAP 101 alert: The expanded reversal period for certain 
filers provided for in paragraph 11.b. may provide sufficient 
additional time to make a tax planning strategy feasible. Also, 
paragraph 15 of SSAP 101 links the tax contingency model to 
tax planning strategies. Thus, to the extent that a tax planning 
strategy would result in a contingent tax liability, the value of 
the strategy must be reduced. And, if the measurement of the 
contingent liability exceeds 50% of the intended benefit, the 
guidance would suggest that no value from the tax planning 
strategy would be permitted.

Internal control focus point: Tax planning strategies 
should be documented and revisited regularly to ensure they 
are prudent, feasible, and consistent with the company’s 
strategic initiatives.

Disclosures

Certain disclosures required by GAAP are required by SSAP 
101. Disclosures related to the statutory valuation allowance 
and the nonadmissibility of all or a portion of the deferred 
tax assets are required. Also, SSAP 101 requires an effec-
tive tax rate analysis, similar to that required for nonpublic 
companies under GAAP.

The rate reconciliation is similar to that required for 
GAAP reporting. Reconciling items will typically include 
permanent differences, such as the tax effects of exempt 
interest and the dividends received deduction, as well as 
any change in the statutory valuation allowance. Tempo-
rary differences will generally not be included in the rate 
reconciliation. The reconciliation is from pre-tax statutory 
income at the enacted tax rate to the sum of income taxes 
incurred (current taxes, including taxes netted against 
realized gains/losses) plus the change in the deferred tax 
asset or liability (which excludes the tax effect of unreal-
ized gains and losses and is calculated before the admis-
sibility test). Companies will have to include the change in 
the deferred tax asset or liability related to nonadmitted  
assets (such as furniture, fixtures, and receivables past  
90 days due) as a reconciling item; the change in these  
nonadmitted assets has no impact on current taxes, but 
does impact deferred taxes. The effective tax rate recon-
ciliation would also include any change in the SVA. See 
the Comprehensive example and Exhibit E for a detailed 
analysis of footnotes and disclosures.
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Internal control focus point: Many SAP filers use a 
nontabular format for reconciling the effective tax rate. This is 
consistent with the non-public company disclosure pursuant to 
GAAP. However, companies should use the tabular format to 
support their tax provision to management and their outside 
auditors. The discipline required to complete the tabular rate 
reconciliation will guard against a variety of pitfalls. It is dif-
ficult to overstate the rate reconciliation’s usefulness.

Interim reporting

Q&A 11 provides an illustration of quarterly reporting. The 
Q&A expands upon the requirement for a company to proj-
ect its annual effective tax rate (current provision plus the 
change in deferred tax assets and liabilities without regard 
to unrealized capital gains and losses) and determine the 
interim tax accounts using that information. The tax effect 
of unrealized capital gains and losses should be booked 
based upon year-to-date results (a discrete basis). 

To calculate the portion of the deferred tax asset to be ad-
mitted, companies must estimate the amount of asset that 
will be admitted at year end, based on the annual projec-
tions. In this regard, SSAP 101 requires that the determina-
tion of the applicable paragraph 11.b. reversal period and 
surplus limitation is based upon a combination of current 
period total adjusted capital, or TAC, and prior year-end 
RBC. However, a reporting entity that is aware of factors 
that will substantially impact the RBC should make appro-
priate adjustments. 

The estimation of the annual effective tax rates (total, 
current, and deferred) can prove very challenging. 
Nevertheless, the guidance requires that the estimate be 
made based upon the best available information. In cases 
where the estimated annual effective tax rate is determined 
to be unreliable, the reporting entity may calculate the 
interim tax provision on a discrete period basis.

PwC observes: Assume R&R Insurance Company projects 
statutory income of $1,000 for the tax year. The company ex-
pects tax-exempt interest will equal $100, and that loss reserve 
discounting and the unearned premium reserve (UPR) haircut 
will increase taxable income by $300 ($160 for loss reserve dis-
counting and $140 for UPR). Thus, projected taxable income for 
the year is $1,200. All of the DTA related to the UPR ($140) will 
be admitted, and one-half of the DTA related to the loss reserve 
difference ($80) will be admitted (meaning that the nonadmit-
ted asset will equal the tax effect of $300 less $140 less $80—or 
$80). Statutory income for the first quarter is $200. The effec-
tive rates to be applied against quarterly income are as follows: 

Current Deferred Non
admitted

Total

Projected 
annual taxable 
income

$1,200 $(300) $80 $980

Tax rate 35% 35% 35% 35%

Tax $420 $(105) $28 $343

Rate (as % of 
$1,000 SAP 
income)

A
42% (10.5%) 2.8% 34.3%

Income for 
quarter

B
$200 $200 $200 $200

Tax charge /
benefit*

[A×B]
$84 $(21) $5.6 $68.6

*This represents the tax provisions through the end of the interim period. 
The tax provision for the period is the difference between the end of 
period and the previous period.

Combined reporting

In certain circumstances, related insurers may issue combined 
audited statutory financial statements. Two methods are com-
monly employed in calculating the admitted deferred tax asset. 
The first method treats the combined group as an aggregation 
of the separate companies, with the admitted deferred tax as-
set being merely the sum of the separate companies’ admitted 
deferred tax assets. The second method treats the combined 
group as a separate entity, and the admissibility test is per-
formed based on the characteristics of the group. For instance, 
this approach would look to the combined surplus in applying 
the test under paragraph 11.b.ii.
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Tax contingencies

Statutory tax contingencies

SSAP 10R, in conjunction with SSAP 5R, required that a tax 
contingency be established (a “liability recognition” stan-
dard) to the extent it was “probable” that a liability would 
become due. To the extent that any tax contingency was re-
lated to a temporary item, the original Q&A provided that the 
establishment of the contingency and offsetting deferred tax 
asset (referred to as the gross-up of the balance sheet) was 
not required until such time as an event had occurred that 
would have caused a re-evaluation of the contingency and its 
probability of assessment. This guidance remained applicable 
even after the issuance of FIN 48.

Effective in 2012, SSAP 101 provides that federal and foreign 
income tax contingencies are governed by SSAP 5R, with 
some important modifications. First, the “probable” standard 
is replaced with a “more likely than not” standard. Second, 
companies must assume that they will be audited by the tax-
ing authority that has “full knowledge of all relevant informa-
tion.” Third, if the estimated tax contingency is greater than 
50% of the tax benefit originally claimed, the tax contingency 
shall equal 100% of the original tax benefit. The gross-up lan-
guage has been moved to the SSAP 101 text (paragraph 3.c.). 
Note that other tax contingencies (state income and premium 
taxes) are still governed by the SSAP 5R “probable” standard. 
Furthermore, SSAP 101 specifically rejects the guidance 
contained in FIN 48.

PwC observes: Although a tax contingency and offsetting 
DTA may not be recognized based upon the provisions of SSAP 
101, paragraph 3.c., interest and penalties may still be prop-
erly accruable. 

Example: Assume a company has SAP loss reserves of 
$1,000 and discounted tax loss reserves of $900. Thus, a 
$100 deductible temporary difference results, and a $35 
DTA has been created, subject to the SSAP 101 admissibil-
ity test. Assume that the IRS challenges the $1,000 SAP loss 
reserves as the starting point for calculating discounted tax 

loss reserves. Instead, the IRS proposes a starting point of 
$800 (through the issuance of a Form 5701), which trans-
lates into tax reserves of $720 (assuming the relationship 
between SAP and tax reserves stays constant). If the likeli-
hood of the proposed adjustment reaches the SSAP 101/SSAP 
5R “more likely than not” standard, the company would 
increase its tax contingency (through current tax expense) 
by $63 ($900 of original tax reserves less $720 of new tax 
reserves, or $180, times the 35% tax rate). The gross DTA 
would also increase by $63 (SAP reserves of $1,000 less tax 
reserves of $720, for a deductible temporary difference of 
$280, times the tax rate of 35%, resulting in a DTA of $98 
compared to the original $35) and be evaluated for admissi-
bility. This example assumes that receipt of the Form 5701 is 
an event that causes a “re-evaluation of the contingency and 
its probability of assessment.”

Internal control focus point: Tax contingencies are 
generally included in the current provision and reported as 
a component of income taxes incurred. Tax contingencies 
related to years in the carryback period can be considered 
“taxes paid” for purposes of the paragraph 11.a. portion of 
the admissibility test. Filers should also be aware that Gener-
ally Accepted Auditing Standards (GAAS) may require that 
GAAP – like disclosures of SAP contingencies be included in 
audited SAP financial statements. Early communication with 
external auditors is recommended.

PwC observes: Note that SSAP 101 cites the issuance by 
the IRS of a Form 5701, as well as an Information Docu-
ment Request (“IDR”), as potential “events” that may cause 
a re-evaluation of the probability of assessment. Generally, 
the IDRs are issued at the beginning of an audit and the Form 
5701 toward the conclusion. There may be tax positions that 
are re-evaluated as the result of the mere issuance of an IDR, 
while other positions are more appropriately re-evaluated 
toward the end of the audit. Also note that once an “event” 
has occurred, the NAIC has provided no guidance as to the 
measure of probability that would necessitate a “gross up” of 
the contingency and DTA.
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GAAP tax contingencies

For GAAP purposes, companies must book tax contingen-
cies to the extent that it is not “more likely than not” that 
an income tax position is sustainable. In other words, a tax 
benefit can be booked (an “asset recognition” standard) 
only if the underlying tax position is “more likely than not” 
sustainable and only to the extent GAAP’s measurement 
standard allows.

The following is a summary of GAAP tax contingency  
guidance, with specific commentary relating to  
insurance companies.

Identification
Companies must identify tax positions before consideration is 
given to recognition. A tax position includes not only tax re-
turn positions taken, but also tax return positions expected to 
be taken (e.g., carryback claims or amended returns) or the 
decision not to file a return in a particular jurisdiction (e.g., 
the company feels it arguably does not have state nexus in 
the jurisdiction). Tax positions can result in either a perma-
nent reduction in income taxes or a deferral of such taxes.

Recognition
No benefit related to income taxes can be recognized until 
it is “more likely than not” (a greater than 50% likelihood) 
that the tax position will be sustained. The assumption is 
that the tax position will be evaluated by the taxing author-
ity on its technical merits, and that all relevant facts will be 
known. Detection risk is not considered. If a tax position 
meets the “more likely than not” test, the tax position is 
subjected to the measurement phase. If the “more likely 
than not” test is not passed, no benefit is booked (a 100% 
liability or contingency is established). Note that tax posi-
tions emanating from temporary differences (loss reserve 
redundancy, for instance) will be deemed to have passed 
the “more likely than not” test. That is because there is no 
question that the ultimate amount that ends up in the tax re-
turns will equal the amount included in the financial state-

ments; it is only a matter of the timing of the item. These 
types of uncertain tax positions are subjected to measure-
ment and may result in a GAAP tax contingency (liability). 
The impact of the contingency may be offset by a DTA, with 
the net impact being interest and penalties.

Measurement
After a tax position passes the “more likely than not” test, it is 
subjected to the measurement standard. Some positions are 
essentially all-or-nothing propositions. In these instances, the 
entire tax benefit will be either booked or offset by a liability. 
For other positions, there may be several potential outcomes, 
each with its own probability of occurring. The GAAP tax ben-
efit recognized is the highest possible outcome with a cumula-
tive probability of occurring that is greater than 50%. The 
difference between the tax position and the benefit booked is 
the liability.

SSAP 101 alert: Unlike the GAAP standard, the SAP stan-
dard for measuring tax loss contingencies states that “[i]f the 
estimated tax loss contingency is greater than 50% of the tax 
benefit originally recognized, the tax loss contingency recorded 
shall be equal to 100% of the original tax benefit recognized.”

The following example may prove helpful in understanding 
the GAAP measurement step of the test.

Example: ABC Life Insurance Company writes variable 
annuities. ABC’s separate account activity generates income, 
much of which qualifies for the dividends received deduc-
tion (DRD). The calculation of the separate account DRD 
is not clearly delineated in the Internal Revenue Code and 
has been the subject of numerous IRS audits. ABC feels its 
approach is reasonable, does not violate the letter of the 
law, and would “more likely than not” be sustained upon its 
merits if audited. Thus, some or all of the benefit of the tax 
position can be recognized. ABC also knows, however, that 
its approach differs from the IRS preferred approach, has no 
desire to litigate the issue, and is willing to settle at less than 
100% with the IRS.
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The position has generated a $100 tax benefit. Since the 
recognition test has been satisfied, the company is now 
measuring the tax benefit. The following table highlights 
the possible outcomes and their probabilities of occurring:

Tax benefit  
realized

Individual  
probability

Cumulative  
probability

$100 15% 15%

$80 20% 35%

$60 20% 55%

$40 30% 85%

$20 15% 100%

Solution: The company would book a tax benefit of $60 
(a $100 tax benefit offset by a liability of $40). This is the 
amount for which the cumulative probability of success 
exceeds 50%.

Tax contingency financial statement disclosures
The disclosures under GAAP should be closely examined. 
Of particular concern is the “early warning” disclosure. For 
liabilities reasonably expected to increase or decrease signifi-
cantly over the next 12 months, companies are required to 
provide the nature of the uncertainty, the nature of the event 
that would cause the change, and an estimate of the range of 
the possible change.

SSAP 101 alert: SSAP 101 only requires an early warning 
disclosure if it is “reasonably possible” that any federal or 
foreign income tax contingency will “significantly increase” 
within 12 months of the reporting date. Determining what is 
a significant increase is a matter of judgment.

PwC observes: Generally accepted auditing standards 
(GAAS) may require certain statutory filers to include GAAP 
-like disclosures for uncertain tax positions in audited statu-
tory financial statements. This does not apply to annual 
statement disclosures. Although the NAIC has addressed the 
area of tax contingencies in SSAP 101, filers should confirm 
with their outside auditors the extent to which GAAP-like 
disclosures are required in audited SAP financial statements.

Internal control focus point: GAAP and SAP filers 
should have adequate controls in place to identify uncertain 
tax positions and should continue to monitor the state of the 
law to determine if prior conclusions are still supportable and 
disclosures appropriate. A best practice includes the comple-
tion of a tax contingency process document that discusses the 
identification, assessment and disclosure processes, and fur-
ther summarizes the uncertain tax positions and the current 
conclusions with respect to those positions. The process needs 
to be revisited at least quarterly.
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Internal controls

Companies subject to Sarbanes-Oxley (SOx) have likely 
spent considerable effort documenting, modifying, and test-
ing their internal controls as they relate to taxes. The Model 
Audit Rule, which was effective for most statutory filers in 
the first quarter of 2010, embodies a similar internal con-
trol standard. Certain companies may not be subject to the 
Model Audit Rule, either because they are currently subject 
to SOx for GAAP filings or because they do not meet the 
minimum premium threshold of the Model Audit Rule. How-
ever, all companies can benefit from what has been learned 
from the SOx effort.

A full discussion of internal controls as they apply to the tax 
function is beyond the intended scope of this publication. 
The following observations, however, may provide compa-
nies with some valuable insight into the new requirements:

• Being right is not good enough—The fact that a 
company’s tax calculations are right is not enough. The 
question is whether the company has sufficient controls 
to detect a material error or misstatement.

• Spreadsheets—Most tax departments rely heavily 
on spreadsheets to calculate their tax provisions. These 
spreadsheets are prone to internal control-related prob-
lems. Many spreadsheets are accessible to personnel who 
should not have such access. Certain critical fields and 
formulas are not protected, and version control generally 
is not good. Even if the spreadsheet is adequate, often 
underlying data may change without the knowledge of 
the tax department.

• Balance sheet approach—Deferred tax inventories 
must be based upon a balance sheet approach. Merely 
rolling forward an incorrect beginning inventory using 
correct current year changes still results in an incorrect 
ending inventory. Remember that ending balances should 
be tied back to documentation in order to support the as-
sertion that a DTA or DTL represents the tax effect of the 
book /tax basis difference in an asset or liability.

• Segregation of duties—Segregation of duties pro-
vides some assurance that a second set of eyes will find an 
error or omission. This presents problems for companies 
with small tax departments. Such companies may need to 
go outside the tax or accounting department for a review 
of reconciliations and provision workpapers.

• Training—Training is a critical and often overlooked 
component of an effective internal control environment. 
It is difficult to design controls to minimize risk when 
the risk (for instance, tax technical risk) is not adequate-
ly understood.

• Review—What is a review? What is evidence of a re-
view? Companies should define both; the use of checklists 
can be helpful. For instance, a review of a current tax 
provision may include the following steps, which could be 
included in a checklist:

 – Tie-back pre-tax statutory income to annual statement

 – Review investment workpapers and annual  
statement data to confirm tax exempt interest  
and dividends received deduction

 – Trace loss reserves and unearned premium  
reserves back to annual statement

 – Compare book-tax differences, in absolute and rela-
tive terms, to prior year amounts and as a percentage 
of current year income

 – Consider the alternative minimum tax (AMT)

 – Confirm prior year taxes have been trued-up

 – Include the impact of expected carryback claims  
and amended returns

 – Evaluate the need for tax contingencies

 – Reconcile current payable/receivable accounts
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The mere fact that a checklist has been initialed and 
dated, however, does not mean a robust review has taken 
place. Review notes and comments may also be good evi-
dentiary support of a review.

• Reconciliations versus rollforwards—Every time 
a current or deferred tax asset/liability is presented on 
the balance sheet, a company is making an assertion. A 
reconciliation supports such an assertion much more ef-
fectively than a rollforward of an account.

• Hand-offs—Hand-offs create the need for controls. 
When information changes hands from one department to 
another, chances of a misstatement increase. For instance, 
the tax department asks the investment department for 
a schedule of tax-exempt interest. The investment de-
partment assigns this to a new employee, who promptly 
assembles a schedule of state and local bond interest, 
some of which is not tax-exempt, and hands-off the data 
to the tax department. The tax person who receives the 
information assumes all of the state and local interest is 
exempt from federal taxes, and includes this figure in the 
tax provision calculation. As a result, tax-exempt inter-
est is overstated, and the current tax provision is under-
stated. The fact that the investment department did not 
understand the purpose of the request, coupled with the 
inexperience of the new staff member in the investment 
department, led to a misstatement in the tax provision 
calculation. This could have been a material misstate-
ment, depending upon the magnitude of the error.

• Judgment—Any time judgment is employed in a tax 
accounting decision, the need for proper controls (and 
documentation) increases. Judgment is exercised in many 
decisions, some obvious and others more subtle. For 
instance, consider the following examples of judgment 
exercised in the area of taxes:

 – For GAAP and SAP filers, the decision that a valuation 
allowance is or is not required based upon manage-
ment’s assessment as to whether it is “more likely 
than not” that a tax benefit will be realized from the 
reversal of deductible temporary differences or car-
ryforward items.

 – For GAAP and SAP filers, the conclusion that a tax 
contingency should or should not be booked and, if so, 
in what amount.

 – For GAAP and SAP filers, the identification and 
quantification of the potential impact of tax planning 
strategies used as a means to recognize a net deferred 
tax asset.

 – For SAP filers, projections of income in the reversal pe-
riod and assumptions with respect to reversal patterns 
of temporary differences and carryforward items.

From an internal controls perspective, documentation 
should include qualitative and quantitative factors included 
in the analysis, the substance of communications with 
management, and sign-offs (as deemed necessary).

• Disclosure—Internal controls must also address dis-
closure. There should be adequate controls around finan-
cial statement disclosure, both for GAAP and SAP filers. 
Deferred tax inventories and rate reconciliations should be 
adequately supported by workpapers and other documen-
tation. Just as important may be documentation as to why 
something was not disclosed.
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Comprehensive example

What follows is a basic example, highlighting the typical 
insurance company temporary differences and carryfor-
wards, as well as some of the varied results that can be 
generated by GAAP and SSAP 101. 

ABC Insurance Company is a P&C insurance company. ABC 
has historically paid regular tax. ABC had net DTLs of $35 for 
SAP and $105 for GAAP at the end of 2011. There is no cumu-
lative effect of adopting SSAP 101 as of January 1, 2012.

ABC Insurance Company 
Current and Deferred Tax Calculations 

December 31, 2012

SAP/GAAP current tax
SAP and GAAP current tax provision calculation

Description SAP GAAP/
SAP

GAAP

Pre-tax income/(loss)—includes $20 of capital gains 1,000 (2,300) 3,300 

Tax-exempt interest (net of proration) (500) 0 (500)

Dividends received deduction (net of proration) (100) 0 (100)

Other permanent items 120 0 120 

Loss reserve discounting 280 0 280 

Unearned premium reserve 20 0 20 

Depreciation (700) 0 (700)

Deferred acquisition costs 0 2,300 (2,300)

Taxable income/(loss) 120 0 120 

Tax rate 35% 35% 35%

Current tax provision/(benefit)—2012 42 0 42 

Current tax provision/(benefit)—2011 true-up [permanent in this example] 4 0 4 

Current tax provision/(benefit)—2011 tax contingency [permanent in this example] 5 0 5 

Current tax provision/(benefit)—total 51 0 51 

Current tax provision/(benefit)—operations 44   

Current tax provision/(benefit)—capital gains/(losses) 7   

Current tax provision/(benefit)—total 51   

SAP and GAAP current tax entry

Dr. FIT expense 51

Cr. FIT liability 51

This example assumes that the tax contingency adjustments for GAAP and SAP are equal. Note that GAAP tax contingency guidance is provided for in ASC 740 and 
applies a “more likely than not” asset recognition model. The SAP standard is similar, but applies a “more likely than not” liability recognition model.
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ABC Insurance Company 
Current and Deferred Tax Calculations 

December 31, 2012

SAP/GAAP deferred tax
SAP, GAAP and tax balance sheets as of December 31, 2012—dr. / (cr.)

Description SAP GAAP Tax
1Bonds 2,000 2,600 2,000 
2Common and preferred stocks 4,000 4,000 4,300 
3Receivables (nonadmitted for SAP) 0 300 300 
4Fixed assets 2,000 2,000 1,200 
5Deferred acquisition costs 0 2,400 0 

Total assets 8,000 11,300 7,800 

6Loss reserves (2,100) (2,100) (1,720)
7Unearned premium reserves (1,100) (1,100) (880)

Surplus (4,800) (8,100) (5,200)

Total liabilities and surplus (8,000) (11,300) (7,800)

Notes

1  Bonds are typically marked-to-market for GAAP and carried at amortized cost for SAP. The tax basis of bonds is generally amortized cost, reduced to reflect the deferral of 
market discount which is taxed at sale or maturity. Thus, bonds generate a taxable temporary difference for GAAP and SAP to the extent of deferred market discount and an 
additional market-based difference for GAAP, which may be taxable or deductible. Other-than-temporary impairments will also create deductible temporary differences as 
impairments are generally not recognized for tax. This example assumes no taxable temporary difference related to deferred market discount, leaving only the GAAP mark-
to-market related temporary difference. No impairments are assumed.

2  Common and certain preferred stocks are marked-to-market for GAAP and SAP. Tax law generally recognizes the purchase price of stock as its basis. Thus, unrealized 
GAAP or SAP gains result in taxable temporary differences, whereas unrealized losses result in deductible temporary differences. No impairments are assumed in 
this example.

3  Receivables past 90 days due are nonadmitted for SAP. GAAP and tax do not have an admissibility model. Thus, nonadmitted receivables create a deductible temporary 
difference for SAP.

4  Certain assets (for instance, furniture and fixtures) are nonadmitted for SAP. Other assets, like EDP equipment, may be admitted for SAP. The example assumes that the 
company made a significant investment in EDP equipment in 2012 and further assumes that all fixed assets are admitted for SAP. The entire basis difference, which is 
taxable for both GAAP and SAP, is the result of accelerated tax depreciation.

5  ABC is a property/casualty insurance company. For GAAP, P&C companies capitalize DAC (and amortize over the policy term), but do not for SAP or tax purposes. DAC 
represents a taxable temporary difference for GAAP only.

6  Loss and loss adjustment expense reserves are discounted for tax purposes. Such reserves may be discounted for SAP in certain states and for certain types of reserves. 
However, this example assumes only tax discount. Thus, a deductible temporary difference is created for GAAP and SAP.

7  Unearned premiums are deferred for GAAP and SAP. However, tax law limits the deferral to 80% of the outstanding unearned premium reserve, thereby generating a 
deductible temporary difference for GAAP and SAP.
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(Taxable)/deductible temporary differences as of December 31, 2011

Description SAP SAP/GAAP GAAP

Unrealized (gains)/losses (400) 0 (400)

Receivables (nonadmitted for SAP) 100 (100) 0 

Fixed assets (100) 0 (100)

Deferred acquisition costs 0 (100) (100)

Loss reserves 100 0 100 

Unearned premium reserves 200 0 200 

Total (taxable)/deductible temporary differences (100) (200) (300)

Tax rate 35% 35% 35%

Total deferred tax asset/(liability) (35) (70) (105)

(Taxable)/deductible temporary differences as of December 31, 2012

Description SAP SAP/GAAP GAAP

Unrealized (gains)/losses 300 (600) (300)

Receivables (nonadmitted for SAP) 300 (300) 0 

Fixed assets (800) 0 (800)

Deferred acquisition costs 0 (2,400) (2,400)

Loss reserves 380 0 380 

Unearned premium reserves 220 0 220 

Total (taxable)/deductible temporary differences 400 (3,300) (2,900)

Tax rate 35% 35% 35%

Total deferred tax asset/(liability) 140 (1,155) (1,015)

GAAP deferred analysis

For GAAP purposes, ABC has a net deferred tax liability of $1,015 at the end of 2012 as compared to a net deferred tax liability 
of $105 at the end of 2011. The entire increase in the GAAP deferred tax liability of $910 would be booked to the balance sheet. 
Following the intraperiod allocation rules, the unrealized loss of $100 (unrealized gains for GAAP went from a beginning balance 
of $400 to an ending balance of $300) results in a $35 surplus benefit. The balance represents an income statement charge of $945.

GAAP deferred tax entry

Dr. Deferred tax expense—income statement 945

Cr. Surplus (net against $100 unrealized loss) 35 

Cr. Deferred tax liability 910 

Under GAAP, even if the company is in a net DTL position, individual DTAs must be examined for realizability. If all or a portion of the DTAs are not “more likely than not” 
realizable, the DTAs would be reduced by a valuation allowance. The example assumes that the gross DTAs are “more likely than not” realizable.
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ABC Insurance Company
Current and Deferred Tax Calculations

December 31, 2012

SAP deferred analysis
Projected reversal patterns of (taxable)/deductible temporary differences as of December 31, 2012

Reversals of Deductible Temporary Differences

Description Temporary
Differences

DTAs
Deductible

2013 2014 2015 >2015 DTLs
Taxable

Character

Unrealized (gains)/losses 300 300 300 0 0 0 0 Capital

Receivables (nonadmitted for 
SAP) 

300 300 100 100 100 0 0 Ordinary

Fixed assets (800) 0 0 0 0 0 (800) Ordinary

Deferred acquisition costs 0 0 0 0 0 0 0 Ordinary

Loss reserves 380 380 80 100 100 100 0 Ordinary

Unearned premium reserves 220 220 220 0 0 0 0 Ordinary

Total (taxable)/deductible 
temporary differences 400 1,200 700 200 200 100 (800)

Tax rate 35% 35% 35% 35% 35% 35% 35%

Total deferred tax asset/(liability) 140 420 245 70 70 35 (280)

First part of admissibility test—carryback to recoup prior year taxes

Taxes recoverable in carryback period

Description Ordinary Capital Total

2010 N/A 35 35 

2011 (includes RTP and UTP) 175 42 217 

2012 35 7 42 

Total taxes recoverable 210 84 294 

2013 – 2015 capital loss carryback Admitted DTA $84

The $300 of capital reversals expected in 2013 ($105 tax effected) can be carried back to 2010, 2011, and 2012 for a potential 
recovery at 35% of $105. However, there is only $84 of regular tax on capital gains recoverable in the carryback period ($240 of 
capital gains tax effected at 35%). Capital losses cannot be carried back to offset ordinary income in prior years (ordinary losses, 
however, can be carried back to offset capital gains). Thus, $84 of the capital DTA is admitted and the balance of $21 is nonadmitted 
under the carryback provision and is considered under the realization and DTL offset provisions of 11.b. and 11.c., respectively.

2013 ordinary loss carryback Admitted DTA $140

The $400 of ordinary reversals expected in 2013 cannot be carried back to 2010 as ABC is a P&C company with a two-year ordinary 
loss carryback period. Thus, the 2013 loss is carried back to 2011. The ordinary taxes paid in that year are sufficient to allow full 
admissibility of the $140 of DTA with $35 of taxes left in the 2011 tax year. Absent a tax planning strategy to accelerate reversals, 
the $35 of “unrecouped” tax from 2011 does not support any admitted DTA.

2014 ordinary loss carryback Admitted DTA $35

The $200 of ordinary reversals expected in 2014 can be carried back to 2012 to generate a potential recovery of $70. However, the 
ordinary taxes paid in that year of $35 are insufficient to allow full admissibility. There are no capital gains taxes to absorb and the 
remaining ordinary taxes not used in the 2013 ordinary loss carryback of $35 are beyond the two-year carryback period.

2015 ordinary loss carryback Admitted DTA $0

Although $200 of ordinary reversals are expected, this amount cannot be used in the 11.a. calculation because the relevant reversal 
period is limited to the applicable tax carryback period, or two years (2013 and 2014). These reversals would be considered in the 
second part of the admissibility test, paragraph 11.b.
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Second part of admissibility test—offset of future income

Remaining short term DTAs after first part of admissibility test

Description Ordinary Capital Total

Deductible temporary differences—short term 800 300 1,100 

Fully admitted in first part of admissibility test (500) (240) (740)

Temporary differences remaining for part two 300 60 360 

Tax rate 35% 35% 35%

Maximum short-term DTA admissible in part two, excluding  
tax attribute carryovers not considered in Paragraph 11.a. 105 21 126 

Note that a single temporary difference can be considered for admissibility in all three parts of the admissibility test until a 35% benefit is achieved; thus, a temporary 
difference admitted at the AMT rate in the first part of the test can be considered in the second and third parts of the test, but the admitted DTA cannot exceed the 35% 
rate. Furthermore, tax attribute carryforwards may not be admitted via the 11.a. carryback test. Hence, such items are an addition to the potential maximum admitted DTA 
under the second part of the test.

With and without test (Paragraph 11.b.)

Description 2013 2014 2015 Total

“Without” Basis:

Projected SAP ordinary income/(loss) 100 200 200 500 

Projected SAP capital gain/(loss) 0 0 0 0 

Tax-exempt interest (net of proration) (600) (500) (600) (1,700)

Dividends received deduction 
(net of proration) (120) (160) (180) (460)

Other permanent items 40 40 40 120 

Newly created temporary differences 600 600 600 1,800 

Taxable income on a “without” basis 20 180 60 260 

Tax rate 35% 35% 35% 35%

Tax on a “without” basis 7 63 21 91 

“With” Basis:

Taxable income on a “without” basis 20 180 60 260 

Temporary differences remaining for part 
two—ordinary 0 (100) (200) (300)

Taxable income on a “with” basis 20 80 (140) (40)

Impact of net operating loss  
“generated” in 2015 (20) (80) 140 40 

Taxable income on a “with” basis— 
after NOL 0 0 0 0 

Tax rate 35% 35% 35% 35%

Tax on a “without” basis 0 0 0 0 

Admitted DTA in part two of  
admissibility test, excluding  
surplus limit 7 63 21 91

Note the use of the 2015 net operating loss in 2013 and 2014. This is consistent with what would happen under the tax law. A net operating loss created in 2015 could 
be carried back two years (ABC is a P&C insurance company) and result in realizability of some or all of the DTAs reversing in 2015. Note that a portion of the NOL has 
not been absorbed, meaning that not all of the reversing short term DTAs are realizable in the second part of the admissibility test. The impact of the AMT, although 
ignored in this example, would also need to be considered. Also, note that no capital gains are projected; thus, none of the remaining capital DTA can be admitted 
under Paragraph 11.b.
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Third part of admissibility test—DTA/DTL offset

Remaining short and long term DTAs after first and second parts of admissibility test

Description Ordinary Capital Total

Deductible temporary differences 900 300 1,200 

Fully admitted in first two parts of admissibility test (760) (240) (1,000)

Temporary differences remaining for part three 140 60 200 

Tax rate (no rate differential between recovery and 
measurement rates) 35% 35% 35%

Maximum DTA admissible in part three 49 21 70 

DTLs (280) 0 (280)

Greater of remaining DTAs or DTLs 49 0 49

The third part of the admissibility test does require companies to consider reversal patterns. This example assumes that the consideration does not lead to a conclusion 
that offset is not permitted. Note that the capital DTAs cannot be offset by the residual ordinary DTLs.

Recap of admissibility test for 12/31/2012

Description Ordinary Capital Total

Part one admitted DTA 175 84 259

Part two admitted DTA 91 0 91

Part three admitted DTA 49 0 49

Total admitted DTA 315 84 399

DTL (280) 0 (280)

Net admitted DTA/(DTL) 35 84 119

Net DTAs (before admissibility) 35 105 140

Less: Net admitted DTA 35 84 119

Nonadmitted DTA 0 21 21
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Change in deferred tax balances

Description Gross Nonadmitted Admitted

Balances at 12/31/2011 [Assumed]    

General items 105 0 105 

Unrealized gains/losses (140) 0 (140)

Total admitted DTA/(DTL) at 12/31/2011 (35) 0 (35)

Balances at 12/31/2012    

General items 35 0 35 

Unrealized gains/losses 105 (21) 84 

Total admitted DTA/(DTL) at 12/31/2012 140 (21) 119 

Changes during 2012    

General items (70) C 0 (70)

Unrealized gains/losses 245 D (21) 224 

Change in admitted DTA/(DTL) in 2012 175 (21) B 154 A

SAP deferred tax entry

Dr. Asset—DTA A 154 Change from a DTL of 
$(35) to an admitted 
DTA of $119

Dr. Surplus—Change in nonadmitted 
assets

B 21 Change in all 
nonadmitted DTAs

Dr. Surplus—Change in net deferred 
income tax

C 70 Becomes part of 
the effective tax rate 
reconciliation

Cr. Surplus—Change in unrealized 
gains/losses

D 245 Net against the $700 
unrealized loss for 
the year
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ABC Insurance Company 
Current and Deferred Tax Calculations 

December 31, 2012

GAAP and SAP effective tax rate reconciliation

Description GAAP SAP

Pre-tax book income/(loss) at 35% 1,155 350 

Tax-exempt interest (net of proration) at 35% (175) (175)

Dividends received deduction (net of proration) at 35% (35) (35)

Other permanent items at 35% 42 42 

Return to provision adjustment 4 4 

Change in tax contingencies 5 5 

Change in nonadmitted receivables* 0 (70)

Total taxes 996 121 

Effective tax rate 30.18% 12.10%

Current tax provision/(benefit) 51 51 

Change in deferred taxes—charge/(benefit) 945 70 

Total taxes 996 121 

*Nonadmitted assets, like receivables and certain fixed assets, create deferred taxes but have no impact upon the current provision. Because they represent temporary 
differences, but only impact one side of the tax equation, a rate reconciliation item results. Nonadmitted receivables increased from $100 at the end of 2011 to $300 at the 
end of 2012. The tax effect of the $200 change is $70.
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ABC Insurance Company 
Current and Deferred Tax Calculations 

December 31, 2012

SAP footnote example
ABC Insurance Company  
Statutory Footnote  
December 31, 2012 

Note 9—Income Taxes

A. Components of deferred tax assets (DTAs) and deferred tax liabilities (DTLs):

(1) DTA/DTL Components

2012 2011 Change

Description Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

(a) Gross deferred 
tax assets

315 105 420 140 0 140 175 105 280 

(b) Statutory valuation 
allowance adjustment 
(enter as “-”)

0 0 0 0 0 0 0 0 0 

(c) Adjusted gross 
deferred tax assets

315 105 420 140 0 140 175 105 280 

(d) Gross deferred 
tax liabilities

(280) 0 (280) (35) (140) (175) (245) 140 (105) 

(e) Net deferred tax 
asset/(liability) before 
admissibility test

35 105 140 105 (140) (35) (70) 245 175 

(f) Deferred tax assets 
nonadmitted 

0 (21) (21) 0 0 0 0 (21) (21)

(g) Net admitted deferred 
tax asset/(liability)

35 84 119 105 (140) (35) (70) 224 154 

(2) Admission calculation components:

2012 2011 Change

Description Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Admission calculation 
under ¶11.a.–¶11.c.

(a) Admitted pursuant to 
¶11.a.

175 84 259 140 0 140 35 84 119 

(b) Admitted pursuant to 
¶11.b.(lesser of i. or ii.)

91 0 91 0 0 0 91 0 91 

(c) ¶11.b.i. N/A N/A 91 N/A N/A 0 N/A N/A 91 

(d) ¶11.b.ii. N/A N/A 300 N/A N/A 250 N/A N/A 50 

(e) Admitted pursuant to 
¶11.c.

49 0 49 0 0 0 49 0 49 

(f) Total admitted under 
¶¶11.a.–11.c.

315 84 399 140 0 140 175 84 259 

(g) Deferred tax liabilities (280) 0 (280) (35) (140) (175) (245) 140 (105) 

Net admitted deferred 
tax asset/liability under 
¶11.a.-¶11.c. 35 84 119 105 (140) (35) (70) 224 154
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Threshold used in ¶11.b. 
(complete applicable line)

(h) ExDTA ACL RBC ratio N/A N/A 382% N/A N/A 377% N/A N/A 5%

(i) [ExDTA Surplus]/
[Policyholders and 
Contingency Reserves] ratio

N/A N/A N/A N/A N/A N/A N/A N/A N/A

(j) [Adjusted Gross DTA]/
[Adjusted Capital and 
Surplus] ratio

N/A N/A N/A N/A N/A N/A N/A N/A N/A

(3) Impact of tax planning strategies on adjusted gross DTAs and net admitted DTAs:

2012 2011 Change

Description Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Adjusted gross DTAs—
Amount

0 0 0 0 0 0 0 0 0 

(a) Adjusted gross DTAs—
Percentage

0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Net admitted DTAs—
Amount

0 0 0 0 0 0 0 0 0 

(b) Net admitted DTAs—
Percentage

0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Has the company availed itself of a tax planning 
strategy involving reinsurance? Yes or No No

B. Temporary differences for which DTLs have not been established:

Insert description if applicable

C. Current tax and change in deferred tax:

(1) Current income taxes incurred consist of the following major components:

Description 2012 2011

(a) Current federal income tax expense 35 166 

(b) Foreign taxes 0 0 

(c) Subtotal 35 166 

(d) Tax on capital gains/(losses) 7 42 

(e) Utilization of capital loss 
carryforwards

0 0 

(f) Other, including prior year 
underaccrual (overaccrual) & UTPs

9 0 

(g) Federal and foreign income 
taxes incurred

51 208 

The company does not expect a significant increase in tax contingencies within the 12 month period following the balance 
sheet date.
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities  
are as follows:

(2) DTAs Resulting From Book/Tax Differences In December 31, 2012 December 31, 2011 Change

(a) Ordinary

(1) Discounting of unpaid losses and LAE 133 35 98 

(2) Unearned premiums 77 70 7 

(3) Policyholder reserves 0 0 0 

(4) Investments 0 0 0 

(5) Deferred acquisition costs 0 0 0 

(6) Policyholder dividends accrued 0 0 0 

(7) Fixed assets 0 0 0 

(8) Compensation and benefit accruals 0 0 0 

(9) Pension accruals 0 0 0 

(10) Nonadmitted assets 105 35 70 

(11) Net operating loss carryforward 0 0 0 

(12) Tax credit carryforward 0 0 0 

(13) Other (separately disclose items >5%) 0 0 0 

Gross ordinary DTAs 315 140 175 

(b) Statutory valuation adjustment adjustment—ordinary (-) 0 0 0 

(c) Nonadmitted ordinary DTAs (-) 0 0 0 

(d) Admitted ordinary DTAs 315 140 175 

(e) Capital

(1) Investments 0 0 0 

(2) Net capital loss carryforward 0 0 0 

(3) Real estate 0 0 0 

(4) Other (separately disclose items >5%) 0 0 0 

Unrealized capital losses 105 0 105 

Gross capital DTAs 105 0 105 

(f) Statutory valuation adjustment adjustment—capital (-) 0 0 0 

(g) Nonadmitted capital DTAs (-) (21) 0 (21)

(h) Admitted capital DTAs 84 0 84 

(i) Admitted DTAs 399 140 259 
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(3) DTLs Resulting From Book/Tax Differences In December 31, 2012 December 31, 2011 Change

(a) Ordinary

(1) Investments 0 0 0 

(2) Fixed assets (280) (35) (245)

(3) Deferred and uncollected premiums 0 0 0 

(4) Policyholder reserves/salvage and subrogation 0 0 0 

(5) Other (separately disclose items >5%) 0 0 0 

Ordinary DTLs (280) (35) (245)

(b) Capital 

(1) Investments 0 0 0 

(2) Real estate 0 0 0 

(3) Other (separately disclose items >5%) 0 0 0 

Unrealized capital gains 0 (140) 140 

Capital DTLs 0 (140) 140 

(c) DTLs (280) (175) (105)

(4) Net deferred tax assets/liabilities 119 (35) 154 

The change in net deferred income taxes is comprised of the following (this analysis is exclusive of nonadmitted DTAs as the 
Change in Nonadmitted Assets is reported separately from the Change in Net Deferred Income Taxes in the surplus section of the 
Annual Statement):

December 31, 2012 December 31, 2011 Change

Total deferred tax assets 420 140 280 

Total deferred tax liabilities (280) (175) (105) 

Net deferred tax assets/liabilities 140 (35) 175 

Statutory valuation allowance adjustment 
(*see explanation below)

0 0 0 

Net deferred tax assets/liabilities after SVA 140 (35) 175 

Tax effect of unrealized gains/(losses) (105) 140 (245)

Statutory valuation allowance adjustment allocated 
to unrealized (+)

0 0 0 

Change in net deferred income tax [(charge)/benefit] 35 105 (70)

*Statutory valuation allowance disclosure 

N/A
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D. Reconciliation of federal income tax rate to actual effective rate:

The provision for federal income taxes incurred is different from that which would be obtained by applying the statutory federal 
income tax rate to income before income taxes. The significant items causing this difference are as follows:

Note: Tabular presentation is not required.

Description Amount Tax Effect Effective Tax Rate

Income Before Taxes 1,000 350 35.00%

Tax-Exempt Interest (500) (175) -17.50%

Dividends Received Deduction (100) (35) -3.50%

Meals & Entertainment, Club Dues, etc. 120 42 4.20%

Statutory Valuation Allowance Adjustment 0 0 0.00%

Nonadmitted Assets (200) (70) -7.00%

Other, Including Prior Year True-Up 26 9 0.90%

Total 346 121 12.10%

Federal income taxed incurred [expense/(benefit)] 44 4.40%

Tax on capital gains/(losses) 7 0.70%

Change in net deferred income tax [charge/(benefit)] 70 7.00%

Total statutory income taxes 121 12.10%

Note that the “Other” category includes not only the prior year true-up, but also the tax contingency. Although SAP provides for limited disclosure, GAAS may require 
GAAP-like disclosures for inclusion in audited SAP financial statements.

E. Carryforwards, recoverable taxes, and IRC §6603 deposits: 

At December 31, 2012, the Company had net operating loss carryforwards expiring through the year 2032 of: $0

At December 31, 2012, the Company had capital loss carryforwards expiring through the year 2017 of: $0

At December 31, 2012, the Company had an AMT credit carryforward, which does not expire, in the amount of: $0

The following is income tax expense for 2010, 2011, and 2012 that is available for recoupment in the event of future net losses:

Year Ordinary Capital Total

2010 N/A 35 35 

2011 175 42 217 

2012 35 7 42 

Total 210 84 294 

Deposits admitted under IRC § 6603

None

F. The Company’s federal income tax return is consolidated with the following entities:

ABC Insurance Services, Inc.

Example: The method of allocation among companies is subject to a written agreement, approved by the Board of Directors, whereby allocation is made primarily on a 
separate company basis with current credit for losses.
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Appendix A

DTA admissibility decision tree
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Appendix B
Statement of Statutory Accounting Principles No. 101 
Income Taxes, a Replacement of SSAP No. 10R and SSAP No. 10*

Income Taxes

Scope of Statement

1. This statement establishes statutory accounting 
principles for current and deferred federal and foreign 
income taxes and current state income taxes. This 
statement supersedes conclusions reached in SSAP No. 
10—Income Taxes and SSAP No. 10R—Income Taxes, A 
Temporary Replacement of SSAP No. 10.

Summary of Conclusion
2. For purposes of accounting for federal and foreign income 

taxes, reporting entities shall adopt FASB Statement No. 
109, Accounting for Income Taxes (FAS 109) with modi-
fications for state income taxes, the realization criteria 
for deferred tax assets, and the recording of the impact 
of changes in deferred tax balances. One objective of 
accounting for income taxes is to recognize the estimated 
amount of taxes payable or refundable for the current 
year as a tax liability or asset. A second objective is to 
recognize deferred tax liabilities and assets for the future 
tax consequences of events that have been recognized in 
a reporting entity’s statutory financial statements or tax 
returns. However, the second objective is realistically 
constrained because (a) the tax payment or refund that 
results from a particular tax return is a joint result of all 
the items included in that return, (b) taxes that will be 
paid or refunded in future years are the joint result of 
events of the current or prior years and events of future 
years, and (c) information available about the future is 
limited. As a result, financial statements will recognize 
current and deferred income tax assets and liabilities in 
accordance with the provisions of this statement based 
upon estimates and approximations. For purposes of this 
statement, only adjusted gross deferred tax assets that 
are more likely than not (a likelihood of more than 50 
percent) to be realized shall be considered in determining 
admitted adjusted gross deferred tax assets.

Current Income Taxes
3. “Income taxes incurred” shall include current income 

taxes, the amount of federal and foreign income taxes 
paid (recovered) or payable (recoverable) for the current 
year. Current income taxes are defined as:

a. Current year estimates (including quarterly estimates) 
of federal and foreign income taxes payable or refund-
able, based on tax returns for the current and prior 
years, except as addressed in paragraph 3.b., and tax 
loss contingencies (including related interest and 
penalties) for current and all prior years, computed in 
accordance with SSAP No. 5R—Liabilities, Contingen-
cies and Impairments of Assets (SSAP No. 5R) with the 
following modifications:

i. The term “probable” as used in SSAP No. 5R shall 
be replaced by the term “more likely than not (a 
likelihood of more than 50 percent)” for federal 
and foreign income tax loss contingencies only.

ii. For purposes of the determination of a federal 
and foreign income tax loss contingency, it shall 
be presumed that the reporting entity will be 
examined by the relevant taxing authority that 
has full knowledge of all relevant information.

iii. If the estimated tax loss contingency is greater 
than 50 percent of the tax benefit originally 
recognized, the tax loss contingency recorded 
shall be equal to 100 percent of the original tax 
benefit recognized.

b. Amounts incurred or received during the current 
year relating to prior periods, to the extent not 
previously provided, as such amounts are deemed 
to be changes in accounting estimates as defined in 
SSAP No. 3—Accounting Changes and Corrections of 
Errors (SSAP No. 3).

* SSAP No. 101 Income Taxes, a Replacement of SSAP No. 10R and SSAP No. 10 
 Reprinted with permission from the NAIC. Unauthorized printing, copying, distribution or use of such information is strictly prohibited.
 © 2012 National Association of Insurance Commissioners. All rights reserved.
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c. In determining when tax loss contingencies associ-
ated with temporary differences should be included 
in current income taxes under paragraph 3.a., and 
therefore included in deferred taxes under paragraph 
7, a reporting entity is not required to “gross-up” 
its current and deferred taxes until such time as an 
event has occurred that would cause a re-evaluation 
of the contingency and its probability of assessment, 
e.g., the IRS has identified the item as one which may 
be adjusted upon audit. Such an event could be the 
reporting entity’s (or its affiliate or parent in a con-
solidated income tax return) receipt of a Form 5701, 
Proposed Audit Adjustment, or could occur earlier 
upon receipt of an Information Document Request. At 
such time, the company must reassess the probability 
of an adjustment, reasonably re-estimate the amount 
of tax contingency as determined in accordance with 
paragraph 3.a., make any necessary adjustment to 
deferred taxes, and re-determine the admissibility 
of any adjusted gross deferred tax asset as provided 
in paragraph 11.

4. State taxes (including premium, income and franchise 
taxes) shall be computed in accordance with SSAP No. 
5R and shall be limited to (a) taxes due as a result of 
the current year’s taxable basis calculated in accor-
dance with state laws and regulations and (b) amounts 
incurred or received during the current year relating to 
prior periods, to the extent not previously provided as 
such amounts are deemed to be changes in accounting 
estimates. Property and casualty insurance companies 
shall report state taxes as other underwriting expenses 
under the caption “Taxes, licenses, and fees.” Life and 
accident and health insurance companies shall report 
such amounts as general expenses under the caption 
“Insurance taxes, licenses, and fees, excluding federal 
income taxes.” Other health entities shall report such 
amounts as general administration expenses under the 
caption “Taxes, licenses, and fees.” State tax recover-
ables that are reasonably expected to be recovered in 

a subsequent accounting period are admitted assets. 
State taxes are reasonably expected to be recovered if 
the refund is attributable to overpayment of estimated 
tax payments, errors, carrybacks, or items for which the 
reporting entity has authority to recover under a state 
regulation or statute.

Deferred Income Taxes
5. Because tax laws and statutory accounting principles 

differ in their recognition and measurement of assets, 
liabilities, equity, revenues, expenses, gains, and losses, 
differences arise between:

a. The amount of taxable income and pretax statutory 
financial income for a year, and

b. The tax bases of assets or liabilities and their reported 
amounts in statutory financial statements.

6. A reporting entity’s balance sheet shall include deferred 
income tax assets (DTAs) and liabilities (DTLs) related 
to the estimated future tax consequences of temporary 
differences and carryforwards, generated by statutory 
accounting, as defined in paragraph 11 of FAS 109.

7. A reporting entity’s deferred tax assets and liabilities are 
computed as follows:

a. Temporary differences are identified and measured 
using a “balance sheet” approach whereby statutory 
and tax basis balance sheets are compared;

b. Temporary differences include unrealized gains and 
losses and nonadmitted assets but do not include 
asset valuation reserve (AVR), interest maintenance 
reserve (IMR), Schedule F penalties and, in the case of 
a mortgage guaranty insurer, amounts attributable to 
its statutory contingency reserve to the extent that “tax 
and loss” bonds have been purchased;
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c. Total DTAs and DTLs are computed using enacted  
tax rates;

d. A DTL is not recognized for amounts described in 
paragraph 31 of FAS 109; and

e. Gross DTAs are reduced by a statutory valuation 
allowance adjustment if, based on the weight of avail-
able evidence, it is more likely than not (a likelihood 
of more than 50 percent) that some portion or all of 
the gross DTAs will not be realized. The statutory 
valuation allowance adjustment1, determined in a  

1 The statutory valuation allowance adjustment is utilized strictly to calculate 
the “adjusted gross DTA”. (Admittance criteria in paragraph 11 are applied to 
the “adjusted gross DTA”.) In determining the amount of adjusted gross DTA, 
the reporting entity shall consider reversal patterns of temporary differences 
to the extent necessary to support establishing or not establishing a valuation 
allowance adjustment, determined in accordance with paragraphs 228 and 
229 of FAS 109. For purposes of this accounting statement, consideration 
of reversal patterns does not require scheduling beyond that necessary to 
support establishing or not establishing a valuation allowance adjustment. The 
application of the statutory valuation allowance adjustment in this statement shall 
not result in a statutory valuation allowance reserve within the statutory financial 
statements, but rather should result in a reduction of the gross DTA. 

 manner consistent with paragraphs 20 through 25 of 
FAS 1092, shall reduce the gross DTAs to the amount 
that is more likely than not to be realized (the ad-
justed gross deferred tax assets).

8. Changes in DTAs and DTLs, including changes 
attributable to changes in tax rates and changes in 
tax status, if any, shall be recognized as a separate 
component of gains and losses in unassigned funds 
(surplus). Admitted adjusted gross DTAs and DTLs 
shall be offset and presented as a single amount on the 
statement of financial position.

2 For purposes of determining the amount of adjusted gross DTA and the 
amount admitted under paragraph 11, the admission calculation shall be 
made on a separate company, reporting entity basis. A reporting entity that 
files a consolidated federal income tax return with its parent should look to 
the amount of taxes it paid (or were allocated to it) as a separate legal entity 
in determining the admitted DTA under paragraph 11.a. Furthermore, the DTA 
under this paragraph may not exceed the amount that the reporting entity 
could reasonably expect to have refunded by its parent. The taxes paid by 
the reporting entity represent the maximum DTA that may be admitted under 
paragraph 11.a., although the amount could be reduced pursuant to the 
group’s tax allocation agreement. The amount of admitted adjusted gross 
DTA under paragraph 11.b.i. is limited to the amount that the reporting entity 
expects to realize within the applicable realization period, on a separate 
company basis. The reporting entity must estimate its separate company 
taxable income and the tax benefit that it expects to receive from reversing 
deductible temporary differences in the form of lower tax payments to its 
parent. A reporting entity that projects a tax loss in the applicable realization 
period cannot admit a DTA related to the loss under paragraph 11.b., even 
if the loss could offset taxable income of other members in the consolidated 
group and the reporting entity could expect to be paid for the tax benefit 
pursuant to its tax allocation agreement. 
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Admissibility of Income Tax Assets

9. Current income tax recoverables shall include all 
current income taxes, including interest, reasonably 
expected to be recovered in a subsequent accounting 
period, whether or not a return or claim has been filed 
with the taxing authorities. Current income tax recov-
erables are reasonably expected to be recovered if the 
refund is attributable to overpayment of estimated tax 
payments, errors, carrybacks, as defined in paragraph 
289 of FAS 109, or items for which the reporting entity 
has substantial authority, as that term is defined in 
Federal Income Tax Regulations.

10. Current income tax recoverables meet the definition of 
assets as specified in SSAP No. 4—Assets and Nonadmit-
ted Assets and are admitted assets to the extent they 
conform to the requirements of this statement.

11. The net admitted DTA shall not exceed the excess of the 
adjusted gross DTA, as determined under paragraph 
7.e., over gross DTL. Adjusted gross DTAs shall be ad-
mitted based upon the three-component admission cal-
culation at an amount equal to the sum of paragraphs 
11.a., 11.b., and 11.c.:

 

a. Federal income taxes paid in prior years that can be 
recovered through loss carrybacks for existing tem-
porary differences that reverse during a time frame 
corresponding with IRS tax loss carryback provisions, 
not to exceed three years, including any amounts 
established in accordance with the provision of SSAP 
No. 5R as described in paragraph 3.a. of this state-
ment related to those periods.

b. If the reporting entity is subject to risk-based capital 
requirements or is required to file a Risk-Based Capital 
Report with the domiciliary state, the reporting entity 
shall use the Realization Threshold Limitation Table – 
RBC Reporting Entities (RBC Reporting Entity Table) 
in this component of the admission calculation. The 
RBC Reporting Entity Table’s threshold limitations are 
contingent upon the ExDTA RBC ACL Ratio3.

 If the reporting entity is either a mortgage guaranty 
insurer or financial guaranty insurer that is not 
subject to risk-based capital requirements and is not 
required to file a Risk-Based Capital Report with the 
domiciliary state and the reporting entity meets the 
minimum capital and reserve requirements for the 
state of domicile, then the reporting entity shall use 

3 The December 31 Risk-Based Capital ratio is calculated based on the Authorized 
Control Level RBC filed with the state of domicile and computed without net 
deferred tax assets (ExDTA ACL RBC). The interim period (March 31, June 30, 
and September 30) ExDTA ACL RBC ratio numerator shall use the Total Adjusted 
Capital (TAC) with current quarter surplus ExDTA and current quarter TAC 
adjustments. The denominator shall use the Authorized Control Level RBC as 
filed for the most recent calendar year. 



50 Tax accounting for insurance companies

 the Realization Threshold Limitation Table – Financial 
Guaranty or Mortgage Guaranty Non-RBC Reporting 
Entities (Financial Guaranty or Mortgage Guaranty 
Non-RBC Reporting Entity Table) in this component 
of the admission calculation. The Financial Guaranty 
or Mortgage Guaranty Non-RBC Reporting Entity 
Table’s threshold limitations are contingent upon 
the ratio of surplus without admitted DTA (ExDTA 
Surplus) to policyholders and contingency reserves4.

If the reporting entity (1) is not subject to risk-based 
capital requirements, (2) is not required to file a Risk-
Based Capital Report with the domiciliary state, (3) is 
not a mortgage guaranty or financial guaranty in-
surer, and (4) meets the minimum capital and reserve 
requirements, then the reporting entity shall use the 
Realization Threshold Limitation Table – Other Non-
RBC Reporting Entities (Other Non-RBC Reporting 
Entity Table). The Other Non-RBC Reporting Entity 
Table’s threshold limitations are contingent upon the 
ratio of adjusted gross DTA (Adjusted gross DTA less 
the amount of DTA admitted in paragraph 11.a.) to 
adjusted capital and surplus5.

Realization Threshold Limitation Table— 
RBC Reporting Entities

ExDTA ACL RBC (%) 11.b.i. 11.b.ii.

Greater than 300% 3 years 15%

200–300% 1 year 10%

Less than 200% 0 years 0%

4 If the reporting entity is a mortgage guaranty insurer, this ratio is based on the 
requirements of Section 12 of the NAIC Mortgage Guaranty Insurance Model 
Law and state laws that require aggregate capital to be maintained based on the 
risk characteristics and amount of insurance in force. If the reporting entity is a 
financial guaranty insurer, this ratio is based on the requirements of Section 4C 
of the NAIC Financial Guaranty Insurance Model Law and state laws that require 
aggregate capital to be maintained based on the risk characteristics and amount 
of insurance in force. 

5 Consistent with the requirements of paragraph 11.b.ii., adjusted statutory capital 
and surplus used in this calculation component is based on statutory capital and 
surplus for the current reporting period excluding any net DTA, EDP equipment 
and operating system software and any net positive goodwill.

Realization Threshold Limitation Table— 
Financial Guaranty or  Mortgage Guaranty  
Non-RBC Reporting Entities

Ex DTA Surplus/Policy-
holders and Contingency 
Reserves (%)

11.b.i. 11.b.ii.

Greater than 115% 3 years 15%

100% to 115% 1 year 10%

Less than 100% 0 years 0%

Realization Threshold Limitation Table— 
Other Non-RBC Reporting Entities

Adjusted Gross DTA/
Adjusted Capital 
& Surplus (%)

11.b.i. 11.b.ii.

Less than 50% 3 years 15%

50% to 75% 1 year 10%

Greater than 75% 0 years 0%

 
The reporting entity shall admit:

i. The amount of adjusted gross DTAs, after the appli-
cation of paragraph 11.a., expected to be realized 
within the applicable period (refer to the 11.b.i. 
column of the applicable Realization Threshold 
Limitation Table above; the RBC Reporting Entity 
Table, the Financial Guaranty or Mortgage Guar-
anty Non-RBC Reporting Entity Table, or the Other 
Non-RBC Reporting Entity Table) following the 
balance sheet date limited to the amount deter-
mined in paragraph 11.b.ii.
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ii. An amount that is no greater than the applicable 
percentage (refer to the 11.b.ii. column of the 
applicable Realization Threshold Limitation 
Table above: the RBC Reporting Entity Table, 
the Financial Guaranty or Mortgage Guaranty 
Non-RBC Reporting Entity Table, or the Other 
Non-RBC Reporting Entity Table) of statutory 
capital and surplus as required to be shown on 
the statutory balance sheet of the reporting en-
tity for the current reporting period’s statement 
filed with the domiciliary state commissioner 
adjusted to exclude any net DTAs, EDP equip-
ment and operating system software and any  
net positive goodwill.

c. The amount of adjusted gross DTAs, after applica-
tion of paragraphs 11.a. and 11.b., that can be offset 
against existing gross DTLs. The reporting entity shall 
consider the character (i.e., ordinary versus capital) 
of the DTAs and DTLs such that offsetting would be 
permitted in the tax return under existing enacted 
federal income tax laws and regulations. Additionally, 
for purposes of this component, the reporting entity 
shall consider the reversal patterns of temporary dif-
ferences; however, this consideration does not require 
scheduling beyond that required in paragraph 7.e.

12. In computing a reporting entity’s admitted adjusted 
gross DTA pursuant to paragraph 11;

a. For purposes of paragraph 11.a., existing temporary 
differences that reverse during a timeframe 
corresponding with IRS tax loss carryback provisions, 
not to exceed three years, shall be determined in 
accordance with paragraphs 228 and 229 of FAS 109;

b. In determining the amount of federal income taxes 
that can be recovered through loss carrybacks, the 
amount and character (i.e., ordinary versus capital) 
of the loss carrybacks and the impact, if any, of the 
Alternative Minimum Tax shall be determined in ac-
cordance with the provisions of the Internal Revenue 
Code, and regulations thereunder;

c. The amount of carryback potential that may be consid-
ered in calculating the admitted adjusted gross DTAs 
of a reporting entity in subparagraph 11.a. above, 
that files a consolidated income tax return with one 
or more affiliates, may not exceed the amount that 
the reporting entity could reasonably expect to have 
refunded by its parent; and

d. The phrases “reverse during a time frame correspond-
ing with IRS tax loss carryback provisions, not to 
exceed three years,” “realized within one year of the 
balance sheet date” and “realized within three years of 
the balance sheet date” are intended to accommodate 
interim reporting dates and reporting entities that 
file on an other than calendar year basis for federal 
income tax purposes.

Realization of Tax Benefits and Tax-Planning Strategies
13. Future realization of the tax benefit of an existing deduct-

ible temporary difference or carryforward ultimately de-
pends on the existence of sufficient taxable income of the 
appropriate character (for example, ordinary income or 
capital gain) within the carryback, carryforward period 
available under the tax law. The following four possible 
sources of taxable income may be available under the tax 
law to realize a tax benefit for deductible temporary dif-
ferences and carryforwards:
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a. Future reversals of existing taxable temporary 
differences

b. Future taxable income exclusive of reversing 
temporary differences and carryforwards

c. Taxable income in prior carryback year(s) if 
carryback is permitted under the tax law

d. Tax-planning strategies in paragraph 14 that would, 
if necessary, be implemented to, for example:

i. Accelerate taxable amounts to utilize expiring  
carryforwards

ii. Change the character of taxable or deductible 
amounts from ordinary income or loss to capital 
gain or loss

iii. Switch from tax-exempt to taxable investments.

Evidence available about each of those possible sources 
of taxable income will vary for different tax jurisdic-
tions, and possibly, from year to year. To the extent 
evidence about one or more sources of taxable income 
is sufficient to support a conclusion that the reporting 
entity will realize the full or a partial amount of its 
adjusted gross deferred tax assets, other sources need 
not be considered. Consideration of each source is re-
quired, however, to determine the amount of the statu-
tory valuation allowance adjustment that is recognized 
for gross deferred tax assets under paragraph 7.e.

14.  In some circumstances, there are tax-planning strate-
gies (including elections for tax purposes) that (a) are 
prudent and feasible, (b) a reporting entity ordinarily 
might not take, but would take to prevent an operating 
loss or tax credit carryforward from expiring unused, 
and (c) would result in realization of deferred tax 
assets. A reporting entity shall consider tax-planning 
strategies in (1) determining the amount of the statu-
tory valuation allowance adjustment necessary under 
paragraph 7.e. and (2) the realization of deferred tax 
assets when determining admission under paragraph 
11. Any significant potential expenses to implement 
a tax-planning strategy or any significant losses that 
would be recognized if that strategy were implemented 

(net of any recognizable tax benefits associated with 
those expenses or losses) shall reduce the amount of 
admission under paragraph 11.

15. When a prudent and feasible tax-planning strategy 
is contemplated, and management determines this 
strategy would more likely than not enable the report-
ing entity to realize the full or a partial amount of its 
adjusted gross deferred tax assets, paragraph 3 of this 
statement related to tax loss contingencies shall be ap-
plied in determining admissibility of deferred tax assets 
under paragraph 11 of this statement.

Intercompany Income Tax Transactions
16. In the case of a reporting entity that files a consolidated 

income tax return with one or more affiliates, income 
tax transactions (including payment of tax contingen-
cies to its parent) between the affiliated parties shall 
be recognized if:

a. Such transactions are economic transactions as de-
fined in SSAP No. 25—Accounting for and Disclosures 
about Transactions with Affiliates and Other Related 
Parties (SSAP No. 25);

b. Are pursuant to a written income tax allocation 
agreement; and

c. Income taxes incurred are accounted for in a manner 
consistent with the principles of FAS 109, as modified 
by this statement.

17. Amounts owed to a reporting entity pursuant to a recog-
nized transaction shall be treated as a loan or advance, 
and nonadmitted, pursuant to SSAP No. 25, to the extent 
that the recoverable is not settled within 90 days of the 
filing of a consolidated income tax return, or where a 
refund is due the reporting entity’s parent, within 90 
days of the receipt of such refund.

Intraperiod Tax Allocation
18. In accordance with paragraph 35 of FAS 109, a reporting 

entity’s unrealized gains and losses shall be recorded net 
of any allocated DTA or DTL. The amount allocated shall 
be computed in a manner consistent with paragraph 38 of 
FAS 109.
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19. Income taxes incurred shall be allocated to net income 
and realized capital gains or losses in a manner con-
sistent with paragraph 38 of FAS 109. Furthermore, 
income taxes incurred or received during the current 
year attributable to prior years shall be allocated, to the 
extent not previously provided, to net income in accor-
dance with SSAP No. 3 unless attributable, in whole or 
in part, to realized capital gains or losses, in which case, 
such amounts shall be apportioned between net income 
and realized capital gains and losses, as appropriate.

Interim Periods
20. Income taxes incurred in interim periods shall be 

computed using an estimated annual effective current 
tax rate for the annual period in accordance with the 
methodology described in paragraphs 19 and 20 of 
Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting. Estimates of the annual effective 
tax rate at the end of interim periods are, of neces-
sity, based on estimates and are subject to subsequent 
refinement or revision. If a reliable estimate cannot 
be made, the actual effective tax rate for the year-to-
date may be the best estimate of the annual effective 
tax rate. If a reporting entity is unable to estimate a 
part of its “ordinary” income (or loss) or the related 
tax (or benefit) but is otherwise able to make a reliable 
estimate, the tax (or benefit) applicable to the item that 
cannot be estimated shall be reported in the interim 
period in which the item is reported.

Disclosures
21. Statutory financial statement disclosures shall be made 

in a manner consistent with the provisions of para-
graphs 43—45 and 48 of FAS 109. However, required 
disclosures with regard to a reporting entity’s GAAP 
valuation allowance shall be replaced with disclosures 
relating to the statutory valuation allowance adjust-
ment and the nonadmittance of some portion or all of a 
reporting entity’s DTAs. The financial statements shall 
include the disclosures required by paragraph 47 of 
FAS 109 for non-public companies. Paragraphs 22 to 28 
describe the disclosure requirements as modified for the 
difference between the requirements of FAS 109 and 
those prescribed by this statement.

22. The components of the net DTA or DTL recognized in a 
reporting entity’s financial statements shall be disclosed 
as follows:

a. The total of all DTAs (gross, adjusted gross, admitted 
and nonadmitted) by tax character;

b. The total of all DTLs by tax character;

c. The total DTAs nonadmitted as the result of the ap-
plication of paragraph 11;

d. The net change during the year in the total DTAs 
nonadmitted;

e. The amount of each result or component of the cal-
culation, by tax character of paragraphs 11.a., 11.b.i., 
11.b.ii., and 11.c. (see Q&A 4.14 of SSAP No. 101 as 
an example) and the ExDTA ACL RBC Ratio, the ExD-
TA Surplus/Policyholders and Contingency Reserves 
Ratio, or the Adjusted Gross DTA/Adjusted Capital 
and Surplus Ratio used in the applicable Realization 
Threshold Limitation Table (the RBC Reporting Entity 
Table, the Financial Guaranty or Mortgage Guaranty 
Non-RBC Reporting Entity Table, or the Other Non-
RBC Reporting Entity Table) in paragraph 11.b., as 
applicable; and

f. The impact of tax-planning strategies on the determi-
nation of adjusted gross DTAs and the determination of 
net admitted DTAs, by percentage and by tax character, 
and whether the tax-planning strategies include the use 
of reinsurance-related tax planning strategies.

23. To the extent that DTLs are not recognized for amounts 
described in paragraph 31 of FAS 109, the following 
shall be disclosed:

a. A description of the types of temporary differences 
for which a DTL has not been recognized and the 
types of events that would cause those temporary dif-
ferences to become taxable;

b. The cumulative amount of each type of temporary  
difference;



54 Tax accounting for insurance companies

c. The amount of the unrecognized DTL for temporary 
differences related to investments in foreign subsid-
iaries and foreign corporate joint ventures that are 
essentially permanent in duration if determination of 
that liability is practicable or a statement that deter-
mination is not practicable; and

d. The amount of the DTL for temporary differences 
other than those in item c. above that is not recog-
nized in accordance with the provisions of para-
graph 31 of FAS 109.

24. The significant components of income taxes incurred 
(i.e., current income tax expense) and the changes in 
DTAs and DTLs shall be disclosed. Those components 
would include, for example:

a. Current tax expense or benefit;

b. The change in DTAs and DTLs (exclusive of the ef-
fects of other components listed below);

c. Investment tax credits;

d. The benefits of operating loss carryforwards;

e. Adjustments of a DTA or DTL for enacted changes in 
tax laws or rates or a change in the tax status of the 
reporting entity; and

f. Adjustments to gross deferred tax assets because 
of a change in circumstances that causes a change 
in judgment about the realizability of the related 
deferred tax asset, and the reason for the adjustment 
and change in judgment.

25. Additionally, to the extent that the sum of a reporting 
entity’s income taxes incurred and the change in its 
DTAs and DTLs is different from the result obtained by 
applying the federal statutory rate to its pretax net in-
come, a reporting entity shall disclose the nature of the 
significant reconciling items.

26. A reporting entity shall also disclose the following:

a. The amounts, origination dates and expiration dates 
of operating loss and tax credit carryforwards avail-
able for tax purposes;

b. The amount of federal income taxes incurred in the 
current year and each preceding year, which are 
available for recoupment in the event of future net 
losses; and

c. The aggregate amount of deposits admitted under 
Section 6603 of the Internal Revenue Service Code.

27. For any federal or foreign income tax loss contingencies 
as determined in accordance with paragraph 3.a. for 
which it is reasonably possible that the total liability will 
significantly increase within 12 months of the reporting 
date, the reporting entity shall disclose an estimate of 
the range of the reasonably possible increase or a state-
ment that an estimate of the range cannot be made.

28. If a reporting entity’s federal income tax return is con-
solidated with those of any other entity or entities, the 
following shall be disclosed:

a. A list of names of the entities with whom the report-
ing entity’s federal income tax return is consolidated 
for the current year; and

b. The substance of the written agreement, approved by 
the reporting entity’s Board of Directors, which sets 
forth the manner in which the total combined federal 
income tax for all entities is allocated to each entity 
which is a party to the consolidation. (If no written 
agreement has been executed, give an explanation 
of why such an agreement has not been executed.) 
Additionally, the disclosure shall include the manner 
in which the entity has an enforceable right to recoup 
federal income taxes in the event of future net losses 
which it may incur or to recoup its net losses carried 
forward as an offset to future net income subject to 
federal income taxes.
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29. Refer to the preamble for further discussion regarding 
disclosure requirements.

Relevant Literature
30. This statement adopts the provisions of FAS 109 except 

as modified in paragraph 2 of this statement which re-
sults in paragraphs 29—30, 36—37, 39, 41—42, 46, and 
49—59 of FAS 109 being rejected, inasmuch as they are 
not applicable to reporting entities subject to this state-
ment or are inconsistent with other statutory account-
ing principles. Paragraph 47 of FAS 109 is adopted with 
modification to provide for the disclosures required for 
non public reporting entities.

31. This statement rejects FASB Interpretation No. 18, Ac-
counting for Income Taxes in Interim Periods…an inter-
pretation of APB Opinion No. 28 and FIN 48: Accounting 
for Uncertainty in Income Taxes, an interpretation of 
FASB Statement No. 109.

32. The following lists Accounting Principles Board Opin-
ions that are adopted or rejected by this statement:

a. Accounting Principles Board Opinion No. 2, Account-
ing for the “Investment Credit,” paragraphs 9—15 are 
adopted with modification to utilize the cost reduc-
tion method only and rejects all other paragraphs;

b. Accounting Principles Board Opinion No. 4 (Amend-
ing No. 2), Accounting for the “Investment Credit,” is 
rejected in its entirety;

c. Accounting Principles Board Opinion No. 10, Omnibus 
Opinion—1966, paragraph 6 is adopted;

d. Accounting Principles Board Opinion No. 23, Account-
ing for Income Taxes—Special Areas, paragraphs 1—3, 
5—9, 12—13, and 15—18 are adopted, and para-
graphs 19—25, and 31—33 are rejected;

e. Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting, paragraphs 19 and 20 are ad-
opted and all other paragraphs rejected.

33. The following lists FASB Technical Bulletins that are 
adopted or rejected by this statement:

a. FASB Technical Bulletin No. 79-9, Accounting in Inter-
im Periods for Changes in Income Tax Rates is rejected 
in its entirety;

b. FASB Technical Bulletin No. 82-1, Disclosure of the 
Sale or Purchase of Tax Benefits through Tax Leases is 
adopted in its entirety.

34. The following lists FASB Emerging Issues Task Force Is-
sues that are adopted or rejected by this statement:

a. FASB Emerging Issues Task Force No. 91-8, Application 
of FASB Statement No. 96 to a State Tax Based on the 
Greater of a Franchise Tax or an Income Tax, is rejected 
in its entirety;

b. FASB Emerging Issues Task Force No. 92-8, Account-
ing for the Income Tax Effects under FASB Statement 
No. 109 of a Change in Functional Currency When an 
Economy Ceases to Be Considered Highly Inflationary, 
is adopted in its entirety;

c. FASB Emerging Issues Task Force No. 93-13, Effect of 
a Retroactive Change in Enacted Tax Rates That Is 
Included in Income from Continuing Operations, is 
rejected in its entirety;

d. FASB Emerging Issues Task Force No. 93-16, Applica-
tion of FASB Statement No. 109 to Basis Differences 
within Foreign Subsidiaries That Meet the Indefinite 
Reversal Criterion of APB Opinion No. 23, is rejected 
in its entirety;

e. FASB Emerging Issues Task Force No. 93-17, Recogni-
tion of Deferred Tax Assets for a Parent Company’s 
Excess Tax Basis in the Stock of a Subsidiary That Is 
Accounted for as a Discontinued Operation, is adopted 
in its entirety;

f. FASB Emerging Issues Task Force No. 94-10, Account-
ing by a Company for the Income Tax Effects of Trans-
actions among or with Its Shareholders under FASB 
Statement No. 109, is rejected in its entirety;
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g. FASB Emerging Issues Task Force No. 95-9, Accounting 
for Tax Effects of Dividends in France in Accordance with 
FASB Statement No. 109, is rejected in its entirety;

h. FASB Emerging Issues Task Force No. 95-10, Account-
ing for Tax Credits Related to Dividend Payments in 
Accordance with FASB Statement No. 109, is rejected 
in its entirety;

i. FASB Emerging Issues Task Force No. 95-20, Measure-
ment in the Consolidated Financial Statements of a 
Parent of the Tax Effects Related to the Operations of a 
Foreign Subsidiary That Receives Tax Credits Related to 
Dividend Payments, is rejected in its entirety.

35. This statement rejects AICPA Accounting Interpretations, 
Accounting for the Investment Credit: Accounting Inter-
pretations of APB Opinion No. 4 in its entirety.

Effective Date and Transition
36. This statement shall be effective for years beginning 

January 1, 2012. A change resulting from the adoption 
of this statement shall be accounted for as a change in 
accounting principle in accordance with SSAP No. 3—
Accounting Changes and Corrections of Errors.

DRAFTING NOTE; Appendix A–Implementation Questions 
and Answers will be updated to reflect the guidance included in 
this statement.

Authoritative literature

Generally Accepted Accounting Principles

• FASB Statement No. 109, Accounting for Income Taxes

• Accounting Principles Board Opinion No. 2, Accounting 
for the “Investment Credit”

• Accounting Principles Board Opinion No. 10, Omnibus 
Opinion—1966, paragraph 6

• Accounting Principles Board Opinion No. 23, Accounting 
for Income Taxes—Special Areas, paragraphs 1—3, 5—9, 
12—13, and 15—18

• Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting, paragraphs 19 and 20

• FASB Technical Bulletin No. 82-1, Disclosure of the Sale 
or Purchase of Tax Benefits through Tax Leases

• FASB Emerging Issues Task Force No. 92-8, Accounting 
for the Income Tax Effects under FASB Statement No. 109 
of a Change in Functional Currency When an Economy 
Ceases to Be Considered Highly Inflationary

• FASB Emerging Issues Task Force No. 93-17, Recognition 
of Deferred Tax Assets for a Parent Company’s Excess Tax 
Basis in the Stock of a Subsidiary That Is Accounted for as 
a Discontinued Operation

 
Relevant Issue Papers
• Issue Paper No. 83—Accounting for Income Taxes

• DRAFTING NOTE: An issue paper will be developed to 
document conclusions reached in this statement.
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Appendix C 

Statement of Statutory Accounting Principles No. 10 – Revised*

Income Taxes–A Temporary 
Replacement of SSAP No. 10Scope of Statement

1.  This statement establishes statutory accounting princi-
ples for current and deferred federal and foreign income 
taxes and current state income taxes.

Summary of Conclusion

2.  For purposes of accounting for federal and foreign 
income taxes, reporting entities shall adopt FASB State-
ment No. 109, Accounting for Income Taxes (FAS 109) 
with modifications for state income taxes, the realiza-
tion criteria for deferred tax assets, and the recording of 
the impact of changes in its deferred tax balances. For 
purposes of this statement, only adjusted gross deferred 
tax assets that are more likely than not (a likelihood of 
more than 50%) to be realized shall be considered in de-
termining admitted adjusted gross deferred tax assets. 
As a result, financial statements will recognize current 
and deferred income tax assets and liabilities in accor-
dance with the provisions of this statement.

Current Income Taxes
3.  “Income taxes incurred” shall include current income 

taxes, the amount of federal and foreign income taxes 
paid (recovered) or payable (recoverable) for the current 
year. Current income taxes are defined as:

a. Current year estimates of federal and foreign 
income taxes (including the equity tax of a mutual 
life insurer and the “true-up” of such tax), based on 
tax returns for the current year, and tax contingen-
cies for current and all prior years, to the extent not 
previously provided, computed in accordance with 
SSAP No. 5R—Liabilities, Contingencies and Impair-
ments of Assets (SSAP No. 5R);

b. Amounts incurred or received during the current 
year relating to prior periods, to the extent not pre-
viously provided, as such amounts are deemed to be 
changes in accounting estimates as defined in SSAP 
No. 3—Accounting Changes and Corrections of Errors 
(SSAP No. 3).

4.  State taxes (including premium, income and franchise 
taxes) shall be computed in accordance with SSAP No. 
5R and shall be limited to (a) taxes due as a result of 
the current year’s taxable basis calculated in accor-
dance with state laws and regulations and (b) amounts 
incurred or received during the current year relating to 
prior periods, to the extent not previously provided as 
such amounts are deemed to be changes in accounting 
estimates. Property and casualty insurance companies 
shall report state taxes as other underwriting expenses 
under the caption “Taxes, licenses, and fees.” Life and 
accident and health insurance companies shall report 
such amounts as general expenses under the caption 
“Insurance taxes, licenses, and fees, excluding federal 
income taxes.” Other health entities shall report such 
amounts as general administration expenses under the 
caption “Taxes, licenses, and fees.” State tax recover-
ables that are reasonably expected to be recovered in 
a subsequent accounting period are admitted assets. 
State taxes are reasonably expected to be recovered if 
the refund is attributable to overpayment of estimated 
tax payments, errors, carrybacks, or items for which the 
reporting entity has authority to recover under a state 
regulation or statute.

Deferred Income Taxes
5.  A reporting entity’s balance sheet shall include deferred 

income tax assets (DTAs) and liabilities (DTLs), the 
expected future tax consequences of temporary differ-
ences generated by statutory accounting, as defined in 
paragraph 11 of FAS 109.

* SSAP No. 101 Income Taxes, a Replacement of SSAP No. 10R and SSAP No. 10 
 Reprinted with permission from the NAIC. Unauthorized printing, copying, distribution or use of such information is strictly prohibited.
 © 2012 National Association of Insurance Commissioners. All rights reserved.
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6.  A reporting entity’s deferred tax assets and liabilities are 
computed as follows:

a. Temporary differences are identified and measured 
using a “balance sheet” approach whereby statutory 
and tax basis balance sheets are compared;

b. Temporary differences include unrealized gains and 
losses and nonadmitted assets but do not include 
asset valuation reserve (AVR), interest maintenance 
reserve (IMR), Schedule F penalties and, in the case 
of a mortgage guaranty insurer, amounts attributable 
to its statutory contingency reserve to the extent that 
“tax and loss” bonds have been purchased;

c. Total DTAs and DTLs are computed using enacted tax 
rates; and

d. A DTL is not recognized for amounts described in 
paragraph 31 of FAS 109.

e. Reduce gross DTAs by a statutory valuation allow-
ance adjustment if, based on the weight of available 
evidence, it is more likely than not (a likelihood of 
more than 50%) that some portion or all of the gross 
DTAs will not be realized. The statutory valuation 
allowance adjustment1, determined in a manner 

1 The statutory valuation allowance adjustment is utilized strictly to calculate the 
"adjusted gross DTA". (Admittance criteria in paragraph 10 are applied to the 
"adjusted gross DTA".) The application of the statutory valuation allowance 
adjustment in SSAP No. 10R shall not result in a statutory valuation allowance 
reserve within the statutory financial statements.

 consistent with paragraphs 20 through 25 of FAS 
1092, shall reduce the gross DTAs to the amount that 
is more likely than not to be realized (the adjusted 
gross deferred tax assets).

7.  Changes in DTAs and DTLs, including changes attribut-
able to changes in tax rates and changes in tax status, 
if any, shall be recognized as a separate component of 
gains and losses in unassigned funds (surplus). Admit-
ted adjusted gross DTAs and DTLs shall be offset and 
presented as a single amount on the statement of finan-
cial position.

Admissibility of Income Tax Assets
8. Current income tax recoverables shall include all current 

income taxes, including interest, reasonably expected 
to be recovered in a subsequent accounting period, 
whether or not a return or claim has been filed with 
the taxing authorities. Current income tax recoverables 
are reasonably expected to be recovered if the refund is 
attributable to overpayment of estimated tax payments, 
errors, carrybacks, as defined in paragraph 289 of FAS 
109, or items for which the reporting entity has substan-
tial authority, as that term is defined in Federal Income 
Tax Regulations.

9.  Current income tax recoverables meet the definition of 
assets as specified in SSAP No. 4—Assets and Nonadmit-
ted Assets and are admitted assets to the extent they 
conform to the requirements of this statement.

2 For purposes of determining the amount of adjusted gross DTAs and the 
amount admitted under paragraph 10, the admission calculation shall be made 
on a separate company, reporting entity basis. A reporting entity that files a 
consolidated federal income tax return with its parent should look to the amount 
of taxes it paid (or were allocated to it) as a separate legal entity in determining 
the admitted DTA under paragraphs 10.a. and 10.e.i. Furthermore, the DTA under 
these paragraphs may not exceed the amount that the reporting entity could 
reasonably expect to have refunded by its parent. The taxes paid by the reporting 
entity represent the maximum DTA that may be admitted under paragraphs 
10.a. or 10.e.i., although the amount could be reduced pursuant to the group’s 
tax allocation agreement. The amount of admitted adjusted gross DTAs under 
paragraphs 10.b.i. and 10.e.ii.(a) is limited to the amount that the reporting 
entity expects to realize within the applicable realization period, on a separate 
company basis. The reporting entity must estimate its separate company taxable 
income and the tax benefit that it expects to receive from reversing deductible 
temporary differences in the form of lower tax payments to its parent. A reporting 
entity that  rojects a tax loss in the applicable realization period cannot admit 
a DTA related to the loss under paragraph 10.b. and 10.e.ii., even if the loss 
could offset taxable income of other members in the consolidated group and 
the reporting entity could expect to be paid for the tax benefit pursuant to its tax 
allocation agreement.
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10.  Adjusted gross DTAs shall be admitted in an amount 
equal to the sum of paragraphs 10.a., 10.b., and 10.c., or 
the amount determined in paragraphs 10.d. and 10.e.:

a. Federal income taxes paid in prior years that can 
be recovered through loss carrybacks for existing 
temporary differences that reverse by the end of the 
subsequent calendar year; and

b. The lesser of:

i. The amount of adjusted gross DTAs, after the ap-
plication of paragraph 10.a., expected to be real-
ized within one year of the balance sheet date; or

ii. Ten percent of statutory capital and surplus as 
required to be shown on the statutory balance 
sheet of the reporting entity for its most recently 
filed statement with the domiciliary state com-
missioner adjusted to exclude any net DTAs, EDP 
equipment and operating system software and 
any net positive goodwill; and

c. The amount of adjusted gross DTAs, after applica-
tion of paragraphs 10.a. and 10.b. that can be offset 
against existing gross DTLs. An entity must consider 
the character (i.e., ordinary versus capital) of the 
DTAs and DTLs such that offsetting would be permit-
ted in the tax return under existing enacted federal 
income tax laws and regulations.

d. If the reporting entity is subject to risk-based capi-
tal requirements or is required to file a Risk-Based 
Capital Report with the domiciliary state, and the 
reporting entity’s financial statements, after reflect-
ing admitted adjusted gross DTAs calculated from the 
sum of paragraphs 10.a., 10.b., and 10.c. results in the 
company’s risk-based capital level being above the 
following thresholds:

i. The risk-based capital trend test for those enti-
ties that are subject to a risk-based capital trend-
test; or

ii. For those entities not subject to a risk-based 
capital trend test, a risk-based capital above the 
maximum risk-based capital level where an action 

level could occur as a result of a trend test (i.e. 
250% for life and fraternal entities; 300% for 
property/casualty entities and health entities); 

 then the reporting entity may elect to admit a higher 
amount of adjusted gross DTAs as calculated in 
paragraph 10.e.

 If the reporting entity is not subject to risk-based 
capital requirements and is not required to file a 
Risk-Based Capital Report with the domiciliary 
state, then the reporting entity shall not admit a 
higher amount of adjusted gross DTAs as calculated 
in paragraph 10.e. and shall calculate admitted 
adjusted gross DTAs equal to the sum of paragraphs 
10.a., 10.b., and 10.c.

e. If the thresholds in paragraph 10.d. are exceeded, 
then adjusted gross DTAs, if elected by the reporting 
entity, shall be admitted in an amount equal to the 
sum of:

i. Federal income taxes paid in prior years that can 
be recovered through loss carrybacks for existing 
temporary differences that reverse during a time 
frame corresponding with IRS tax loss carryback 
provisions, not to exceed three years; and

ii. the lesser of:

(a) The amount of adjusted gross DTAs, after the 
application of paragraph 10.e.i., expected to 
be realized within three years of the balance 
sheet date; or

(b) Fifteen percent of statutory capital and sur-
plus as required to be shown on the statutory 
balance sheet of the reporting entity for its 
most recently filed statement with the domi-
ciliary state commissioner adjusted to exclude 
any net DTAs, EDP equipment and operating 
system software and any net positive good-
will; and

iii. The amount of adjusted gross DTAs, after ap-
plication of paragraphs 10.e.i. and 10.e.ii., that 
can be offset against existing gross DTLs. An 
entity must consider the character (i.e., ordinary 
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versus capital) of the DTAs and DTLs such that 
offsetting would be permitted in the tax return 
under existing enacted federal income tax laws 
and regulations.

f. The increased amount (admitted adjusted gross 
DTA calculated from 10.e. less the sum of admitted 
adjusted gross DTA calculated from 10.a., 10.b., and 
10.c.) of admitted assets and statutory surplus result-
ing from the use, if applicable, of paragraph 10.e. to 
calculate admitted adjusted gross DTAs:

i. Shall be separately reported in the Aggregate 
write-ins for gains and losses in surplus line of the 
Summary of Operations, Statement of Income or 
Statement of Revenue, as applicable.

ii. Shall be separately reported in the Aggregate 
write-in for special surplus funds line of Liabilities, 
Surplus and Other Funds; Liabilities, Capital and 
Surplus or Liabilities and Surplus, as applicable.

11. In computing a reporting entity’s admitted adjusted 
gross DTA pursuant to paragraph 10;

a. Existing temporary differences that reverse by the 
end of the subsequent calendar year, within three 
years or during a time frame corresponding with IRS 
tax loss carryback provisions, not to exceed three 
years, shall be determined in accordance with para-
graphs 228 and 229 of FAS 109;

b. In determining the amount of federal income taxes 
that can be recovered through loss carrybacks, the 
amount and character (i.e., ordinary versus capital) 
of the loss carrybacks and the impact, if any, of the 
Alternative Minimum Tax shall be determined in ac-
cordance with the provisions of the Internal Revenue 
Code, and regulations thereunder;

c. The amount of carryback potential that may be consid-
ered in calculating the admitted adjusted gross DTAs 
of a reporting entity in subparagraph 10.a. or 10.e.i. 
above, that files a consolidated income tax return with 
one or more affiliates, may not exceed the amount that 
the reporting entity could reasonably expect to have 
refunded by its parent; and

d. The phrases “reverse by the end of the subsequent 
calendar year,” “reverse during a time frame corre-
sponding with IRS tax loss carryback provisions, not 
to exceed three years,” “realized within one year of 
the balance sheet date” and “realized within three 
years of the balance sheet date” are intended to ac-
commodate interim reporting dates and reporting 
entities that file on an other than calendar year basis 
for federal income tax purposes.

Intercompany Income Tax Transactions
12. In the case of a reporting entity that files a consolidated 

income tax return with one or more affiliates, income 
tax transactions (including payment of tax contingen-
cies to its parent) between the affiliated parties shall be 
recognized if:

a. Such transactions are economic transactions as de-
fined in SSAP No. 25—Accounting for and Disclosures 
about Transactions with Affiliates and Other Related 
Parties (SSAP No. 25);

b. Are pursuant to a written income tax allocation 
agreement; and

c. Income taxes incurred are accounted for in a manner 
consistent with the principles of FAS 109, as modified 
by this statement.

13. Amounts owed to a reporting entity pursuant to a recog-
nized transaction shall be treated as a loan or advance, 
and nonadmitted, pursuant to SSAP No. 25, to the ex-
tent that the recoverable is not settled within 90 days of 
the filing of a consolidated income tax return, or where 
a refund is due the reporting entity’s parent, within 90 
days of the receipt of such refund.

Intraperiod Tax Allocation
14. In accordance with paragraph 35 of FAS 109, a reporting 

entity’s unrealized gains and losses shall be recorded 
net of any allocated DTA or DTL. The amount allocated 
shall be computed in a manner consistent with para-
graph 38 of FAS 109.

15. Income taxes incurred shall be allocated to net income 
and realized capital gains or losses in a manner con-
sistent with paragraph 38 of FAS 109. Furthermore, 
income taxes incurred or received during the current 
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year attributable to prior years shall be allocated, to the 
extent not previously provided, to net income in accor-
dance with SSAP No. 3 unless attributable, in whole or 
in part, to realized capital gains or losses, in which case, 
such amounts shall be apportioned between net income 
and realized capital gains and losses, as appropriate.

Interim Periods
16. Income taxes incurred in interim periods shall be 

computed using an estimated annual effective cur-
rent tax rate for the annual period in accordance with 
the methodology described in paragraphs 19 and 20 
of Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting. Estimates of the annual effective 
tax rate at the end of interim periods are, of necessity, 
based on estimates and are subject to subsequent refine-
ment or revision. If a reliable estimate cannot be made, 
the actual effective tax rate for the year-to-date may be 
the best estimate of the annual effective tax rate. If a 
reporting entity is unable to estimate a part of its “ordi-
nary” income (or loss) or the related tax (or benefit) but 
is otherwise able to make a reliable estimate, the tax (or 
benefit) applicable to the item that cannot be estimated 
shall be reported in the interim period in which the item 
is reported.

Disclosures
17. Statutory financial statement disclosure shall be made 

in a manner consistent with the provisions of para-
graphs 43—45 and 48 of FAS 109. However, required 
disclosures with regard to a reporting entity’s GAAP 
valuation allowance shall be replaced with disclosures 
relating to the statutory valuation allowance adjust-
ment and the nonadmittance of some portion or all of a 
reporting entity’s DTAs. The financial statements shall 
include the disclosures required by paragraph 47 of 
FAS 109 for non-public companies. Paragraphs 18 to 23 
describe the disclosure requirements as modified for 
the difference between the requirements of FAS 109 
and those prescribed by this statement.

18. The components of the net DTA or DTL recognized in a 
reporting entity’s financial statements shall be disclosed 
as follows:

a. The total of all DTAs (gross, adjusted gross, admitted 
and nonadmitted) by tax character;

b. The total of all DTLs by tax character;

c. Whether the reporting entity has elected to admit 
DTAs pursuant to paragraph 10.e. and whether the 
current-period election differs from the prior report-
ing period;

d. The total DTAs nonadmitted as the result of the ap-
plication of paragraph 10;

e. The net change during the year in the total DTAs 
nonadmitted;

f. The increased amount by tax character, and the 
change in such, of admitted adjusted gross DTAs re-
sulting from the use of paragraph 10.e., if applicable;

g. The amount of each result or component of the cal-
culation, by tax character of paragraphs 10.a., 10.b.i., 
10.b.ii., 10.c., 10.e.i., 10.e.ii.a., 10.e.ii.b., and 10.e.iii, 
(see Q&A 4.14 of SSAP No. 10 as an example) and 
the risk-based capital level (total adjusted capital and 
authorized control level) used in paragraph 10.d.;

h.  The impact of tax-planning strategies on the deter-
mination of adjusted gross DTAs and the determina-
tion of net admitted DTAs, by percentage and by tax 
character; and

i. The amount of admitted DTAs, admitted assets, statu-
tory surplus and total adjusted capital in the risk-based 
capital calculation resulting from the calculation in 
paragraph 10.a., 10.b., and 10.c., and the increased 
amount of DTAs, admitted assets and surplus resulting 
from the use of paragraph 10.e., if applicable.

19. To the extent that DTLs are not recognized for amounts 
described in paragraph 31 of FAS 109, the following 
shall be disclosed:

a. A description of the types of temporary differences 
for which a DTL has not been recognized and the 
types of events that would cause those temporary dif-
ferences to become taxable;

b. The cumulative amount of each type of temporary 
difference;

c. The amount of the unrecognized DTL for temporary 
differences related to investments in foreign subsid-
iaries and foreign corporate joint ventures that are 



62 Tax accounting for insurance companies

essentially permanent in duration if determination 
of that liability is practicable or a statement that 
determination is not practicable; and

d. The amount of the DTL for temporary differences 
other than those in item c. above that is not recog-
nized in accordance with the provisions of para-
graphs 31 of FAS 109.

20. The significant components of income taxes incurred 
(i.e., current income tax expense) and the changes in 
DTAs and DTLs shall be disclosed. Those components 
would include, for example:

a. Current tax expense or benefit;

b. The change in DTAs and DTLs (exclusive of the effects 
of other components listed below);

c. Investment tax credits;

d. The benefits of operating loss carryforwards;

e. Adjustments of a DTA or DTL for enacted changes in 
tax laws or rates or a change in the tax status of the 
reporting entity; and

f. Adjustments to gross deferred tax assets because 
of a change in circumstances that causes a change 
in judgment about the realizability of the related 
deferred tax asset, and the reason for the adjustment 
and change in judgment.

21. Additionally, to the extent that the sum of a reporting 
entity’s income taxes incurred and the change in its 
DTAs and DTLs is different from the result obtained by 
applying the federal statutory rate to its pretax net in-
come, a reporting entity shall disclose the nature of the 
significant reconciling items.

22. A reporting entity shall also disclose the following:

a. The amounts, origination dates and expiration dates 
of operating loss and tax credit carryforwards avail-
able for tax purposes;

b. The amount of federal income taxes incurred in the 
current year and each preceding year, which are 
available for recoupment in the event of future net 
losses; and

c. The aggregate amount of deposits admitted under 
Section 6603 of the Internal Revenue Service Code.

23. If a reporting entity’s federal income tax return is con-
solidated with those of any other entity or entities, the 
following shall be disclosed:

a. A list of names of the entities with whom the report-
ing entity’s federal income tax return is consolidated 
for the current year; and

b. The substance of the written agreement, approved by 
the reporting entity’s Board of Directors, which sets 
forth the manner in which the total combined federal 
income tax for all entities is allocated to each entity 
which is a party to the consolidation. (If no written 
agreement has been executed, give an explanation 
of why such an agreement has not been executed.) 
Additionally, the disclosure shall include the manner 
in which the entity has an enforceable right to recoup 
federal income taxes in the event of future net losses 
which it may incur or to recoup its net losses carried 
forward as an offset to future net income subject to 
federal income taxes.

24. Refer to the preamble for further discussion regarding 
disclosure requirements.

Relevant Literature
25. This statement adopts the provisions of FAS 109 except 

as modified in paragraph 2 of this statement which re-
sults in paragraphs 29—30, 36—37, 39, 41—42, 46, and 
49—59 of FAS 109 being rejected, inasmuch as they are 
not applicable to reporting entities subject to this state-
ment or are inconsistent with other statutory account-
ing principles. Paragraph 47 of FAS 109 is adopted with 
modification to provide for the disclosures required for 
non public reporting entities.
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26. This statement rejects FASB Interpretation No. 18, Ac-
counting for Income Taxes in Interim Periods…an inter-
pretation of APB Opinion No. 28.

27. The following lists Accounting Principles Board Opin-
ions that are adopted or rejected by this statement:

a. Accounting Principles Board Opinion No. 2, Account-
ing for the “Investment Credit,” paragraphs 9—15 are 
adopted with modification to utilize the cost reduc-
tion method only and rejects all other paragraphs;

b. Accounting Principles Board Opinion No. 4 (Amend-
ing No. 2), Accounting for the “Investment Credit,” is 
rejected in its entirety;

c. Accounting Principles Board Opinion No. 10, Omnibus 
Opinion—1966, paragraph 6 is adopted;

d. Accounting Principles Board Opinion No. 23, Account-
ing for Income Taxes—Special Areas, paragraphs 1—3, 
5—9, 12—13, and 15—18 are adopted, and para-
graphs 19—25, and 31—33 are rejected;

e. Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting, paragraphs 19 and 20 are ad-
opted and all other paragraphs rejected.

28. The following lists FASB Technical Bulletins that are 
adopted or rejected by this statement:

a. FASB Technical Bulletin No. 79-9, Accounting in Inter-
im Periods for Changes in Income Tax Rates is rejected 
in its entirety;

b. FASB Technical Bulletin No. 82-1, Disclosure of the 
Sale or Purchase of Tax Benefits through Tax Leases is 
adopted in its entirety.

29. The following lists FASB Emerging Issues Task Force Is-
sues that are adopted or rejected by this statement:

a. FASB Emerging Issues Task Force No. 91-8, Applica-
tion of FASB Statement No. 96 to a State Tax Based on 
the Greater of a Franchise Tax or an Income Tax, is 
rejected in its entirety;

b. FASB Emerging Issues Task Force No. 92-8, Account-
ing for the Income Tax Effects under FASB Statement 
No. 109 of a Change in Functional Currency When an 
Economy Ceases to Be Considered Highly Inflationary, 
is adopted in its entirety;

c. FASB Emerging Issues Task Force No. 93-13, Effect of 
a Retroactive Change in Enacted Tax Rates That Is 
Included in Income from Continuing Operations, is 
rejected in its entirety;

d. FASB Emerging Issues Task Force No. 93-16, Applica-
tion of FASB Statement No. 109 to Basis Differences 
within Foreign Subsidiaries That Meet the Indefinite 
Reversal Criterion of APB Opinion No. 23, is rejected in 
its entirety;

e. FASB Emerging Issues Task Force No. 93-17, Recogni-
tion of Deferred Tax Assets for a Parent Company’s 
Excess Tax Basis in the Stock of a Subsidiary That Is 
Accounted for as a Discontinued Operation, is adopted 
in its entirety;

f. FASB Emerging Issues Task Force No. 94-10, Account-
ing by a Company for the Income Tax Effects of Trans-
actions among or with Its Shareholders under FASB 
Statement No. 109, is rejected in its entirety;

g. FASB Emerging Issues Task Force No. 95-9, Accounting 
for Tax Effects of Dividends in France in Accordance with 
FASB Statement No. 109, is rejected in its entirety;

h. FASB Emerging Issues Task Force No. 95-10, Account-
ing for Tax Credits Related to Dividend Payments in 
Accordance with FASB Statement No. 109, is rejected 
in its entirety;

i. FASB Emerging Issues Task Force No. 95-20, Measure-
ment in the Consolidated Financial Statements of a 
Parent of the Tax Effects Related to the Operations of a 
Foreign Subsidiary That Receives Tax Credits Related to 
Dividend Payments, is rejected in its entirety.

30. This statement rejects AICPA Accounting Interpretations, 
Accounting for the Investment Credit: Accounting Inter-
pretations of APB Opinion No. 4 in its entirety.
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Effective Date and Transition

31. This statement is effective for 2009 annual financial 
statements, and 2010 and 2011 interim and annual 
financial statements only3. In the event subsequent 
deferred tax asset admission guidance is not adopted 
by the end of this statement’s effective period, SSAP 
No. 10 is reinstated as authoritative guidance for ac-
counting and reporting of income taxes for statutory 
financial statements.

32. Revisions to paragraphs 10 and 11 that result in a change 
in admitted deferred tax assets are considered a change 
in accounting principle, effective December 31, 2009.

33. The SSAP No. 10 Q&A is not included in this revised 
statement. SSAP No. 10—Income Taxes continues to pro-
vide this Q&A, however, that guidance does not incorpo-
rate the substantive revisions included in this statement 
(SSAP No. 10R).

3 A Subgroup of the Statutory Accounting Principles Working Group has been 
formed to provide a recommendation on the appropriate determination for 
admitting deferred tax assets for reporting periods after December 31, 2011.

Authoritative Literature

Generally Accepted Accounting Principles
• FASB Statement No. 109, Accounting for Income Taxes

• Accounting Principles Board Opinion No. 2, Accounting for 
the “Investment Credit”

• Accounting Principles Board Opinion No. 10, Omnibus 
Opinion—1966, paragraph 6

• Accounting Principles Board Opinion No. 23, Accounting 
for Income Taxes—Special Areas, paragraphs 1—3, 5—9, 
12—13, and 15—18

• Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting, paragraphs 19 and 20

• FASB Technical Bulletin No. 82-1, Disclosure of the Sale or 
Purchase of Tax Benefits through Tax Leases

• FASB Emerging Issues Task Force No. 92-8, Accounting for 
the Income Tax Effects under FASB Statement No. 109 of a 
Change in Functional Currency When an Economy Ceases 
to Be Considered Highly Inflationary

• FASB Emerging Issues Task Force No. 93-17, Recognition 
of Deferred Tax Assets for a Parent Company’s Excess Tax 
Basis in the Stock of a Subsidiary That Is Accounted for as a 
Discontinued Operation 

Relevant Issue Papers

• Issue Paper No. 83—Accounting for Income Taxes
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Appendix D

SSAP No. 101 | Exhibit A*

Implementation Questions and Answers
The National Association of Insurance Commissioners issued Statement  
of Statutory Accounting Principle No. 101 | Income Taxes (SSAP No. 101)  
with an effective date of January 1, 2012. 

This Q&A is effective for reporting periods ending on or after January 1, 2012.

* SSAP No. 101 Income Taxes, a Replacement of SSAP No. 10R and SSAP No. 10 
 Reprinted with permission from the NAIC. Unauthorized printing, copying, distribution or use of such information is strictly prohibited.
 © 2012 National Association of Insurance Commissioners. All rights reserved.
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Index to Questions

Question 
No. Question

SSAP 101 Paragraph 
Reference Page Number

1 What are the primary differences between the accounting for 
income taxes pursuant to FAS 109 and SSAP No. 101?

- 67

2 How should an entity measure its adjusted gross deferred tax 
assets and gross deferred tax liabilities?

7 70

3 What is the meaning of the term “enacted tax rates”? 7.c. 75

4a How should a reporting entity calculate the amount of its 
admitted adjusted gross DTAs?

11 76

4b How is the ExDTA ACL RBC ratio calculated? 11.b.i. 87

4c What is meant by the phrase “an amount no greater than”? 11.b.i. 91

5a How is the timing of reversals of temporary differences and 
carryforwards determined for SSAP No. 101 purposes?

11.a., 11.b.i. and 12.a. 91

5b How should future originating differences impact the scheduling 
of temporary difference reversals during the applicable period? 

11.a., 11.b.i. and 12.a. 95

6 What is meant by the phrase “expected to be realized”? 11.b.i. 95

7 What is the meaning of the term “taxes paid”? 11.a. 101

8 How is a company’s computation of adjusted gross and 
admitted adjusted gross deferred taxes impacted if it joins in the 
filing of a consolidated federal income tax return?

7, 11 and 12.c. 101

9a How does the modification provided in paragraph 3.a.iii. impact 
the calculation of the tax contingencies recorded?

3.a.iii. 104

9b What impact, if any, does the inclusion of tax contingencies as a 
component of current income taxes have on the determination 
of deferred income taxes? 

3.a. and 3.c. 104

10a If the reporting entity adjusts the amount of regular taxable 
income and capital gains reported on a prior year income 
tax return from the amount originally determined for financial 
reporting purposes, how is the effect of the change reported in 
the current year?

19 106

10b What is meant by the phrase in paragraph 18 “a reporting 
entity’s unrealized gains and losses shall be recorded net of any 
allocated DTA or DTL”? 

18 107

11 How are current and deferred income taxes to be accounted for 
in interim periods?

12.d. and 20 108

12 How do you present deferred taxes in the Annual Statement? 8, 18 and 21-28 114

13 How are tax-planning strategies to be considered in determining 
adjusted gross DTAs and admitted adjusted gross DTAs? 

11.a. and 11.b.i. 127
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1. Q – What are the primary differences between the accounting for income taxes 
pursuant to FAS 109 and SSAP No. 101? [No specific paragraph reference]

1.1   A – SSAP No. 101 establishes statutory accounting principles for current and deferred federal and foreign 
income taxes and current state income taxes. In general, SSAP No. 101 adopts the concepts of FAS 109, with 
modifications. The primary differences and modifications are summarized below:

1.2 State Income Tax

• FAS 109 – State income taxes should be included as “income taxes incurred.” Deferred state income taxes 
are recognized.

• SSAP No. 101 – State income taxes should be included as “Taxes, Licenses, and Fees” by property and 
casualty insurers and as “Insurance taxes, licenses, and fees, excluding federal income taxes” by life and 
accident and health insurers. No deferred state income taxes are recognized.

1.3 Valuation Allowance

• FAS 109 – Gross deferred tax assets (DTAs) are reduced by a valuation allowance if it is more likely than 
not that some portion or all of the DTAs will not be realized. The valuation allowance should be sufficient 
to reduce the DTA to the amount that is more likely than not to be realized.

• SSAP No. 101 – Gross DTAs are reduced by a statutory valuation allowance adjustment that is determined 
on a separate company, reporting entity basis. Pursuant to paragraphs 2 and 7.e. of SSAP No. 101, gross 
DTAs are adjusted to an amount that is more likely than not to be realized (a likelihood of more than 50 
percent). Only adjusted gross DTAs shall be considered in determining admitted adjusted gross DTAs. 
See Question 2 for further discussion of the statutory valuation allowance adjustment. See Question 4 for 
a further discussion of the admissibility test. See Question 12 for further discussion of presentation and 
disclosure of the statutory valuation allowance adjustment.

1.4 Unique Statutory Accounting Items

• FAS 109 – In general, the effects of all temporary differences must be reflected with limited exceptions 
provided in FAS 109 paragraphs 31 through 34 (relating to items specified in Accounting Principles 
Board Opinion No. 23) and for temporary differences related to goodwill for which amortization is not 
deductible for tax purposes.

• SSAP No. 101 – In addition to the exceptions provided in FAS 109, temporary differences do not include 
asset valuation reserve (AVR), interest maintenance reserve (IMR), Schedule F penalties and, in the case 
of a mortgage guaranty insurer, amounts attributable to its statutory contingency reserve to the extent 
that “tax and loss” bonds have been purchased.

1.5 Changes in Deferred Tax Assets and Liabilities 

• FAS 109 – Changes in DTAs and deferred tax liabilities (DTLs) are included in income tax expense or 
benefit and are allocated to continuing operations, discontinued operations, extraordinary items and 
items charged directly to shareholders’ equity.

• SSAP No. 101 – Changes in DTAs and DTLs are recognized as a separate component of gains and losses 
in surplus, except to the extent allocated to changes in unrealized gains and losses.
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1.6 Regulated Enterprises 

• FAS 109 – Regulated enterprises that meet the criteria for application of FAS 71, Accounting for the 
Effects of Certain Types of Regulation, are not exempt from the requirements of FAS 109. However, assets 
are reported on a net-of-tax basis (see paragraphs 29, 57, 58 and 59 of FAS 109).

• SSAP No. 101 – These special paragraphs do not apply pursuant to paragraph 30 of SSAP No. 101.

1.7 Business Combinations

• FAS 109 – Paragraphs 30 and 53 through 56 of FAS 109 provide certain guidance regarding the 
treatment of business combinations. In general, a deferred tax asset or liability is recognized for the 
differences between the assigned values and the tax bases of the assets and liabilities recognized in 
a purchased business combination. If financial statements for prior years are restated, all purchase 
business combinations that were consummated in those prior years shall be remeasured in accordance 
with FAS 109.

• SSAP No. 101 – These special paragraphs do not apply pursuant to paragraph 30 of SSAP No. 101.

1.8 Intraperiod Tax Allocation

• FAS 109 – Income tax expense or benefit is allocated among continuing operations, discontinued 
operations, extraordinary items, and items charged or credited directly to shareholders’ equity 
pursuant to paragraphs 36 and 37 of FAS 109.

• SSAP No. 101 – These paragraphs of FAS 109 do not apply pursuant to paragraph 30 of SSAP No. 101. 
Instead, paragraphs 18 and 19 of SSAP No. 101 provide special rules for statutory accounting. See 
Question 10 for a further discussion of these rules.

1.9 Certain Quasi Reorganizations

• FAS 109 –Paragraph 39 provides special rules relating to the treatment of deductible temporary 
differences and carryforwards as of the date of a quasi-reorganization.

• SSAP No. 101 – Paragraph 39 of FAS 109 does not apply pursuant to paragraph 30 of SSAP No. 101. 

1.10 Financial Statement Classification of DTAs and DTLs

• FAS 109 – Pursuant to paragraphs 41 and 42 of FAS 109, DTAs and DTLs are to be classified separately as 
either current or noncurrent, depending on the classification of the related asset or liability. Furthermore, 
current DTAs and DTLs and noncurrent DTAs and DTLs are netted within the classification and with the 
net amount reported.

• SSAP No. 101 – These paragraphs do not apply to statutory accounting pursuant to paragraph 30 of SSAP 
No. 101. The net admitted DTA, or the net DTL, should be reported in the statutory financial statements.
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1.11 Accounting for Uncertainty in Income Taxes

• FAS 109 – Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109 
(FIN 48) provides accounting and reporting guidance for uncertain tax positions under GAAP.

• SSAP No. 101 – FIN 48 is rejected for statutory accounting pursuant to paragraph 31 of SSAP No. 101. 
SSAP No. 5R—Liabilities, Contingencies and Impairments of Assets (SSAP No. 5R) provides guidance 
in determining the amount of federal and foreign income tax loss contingencies with the following 
modifications. The term “probable” as used in SSAP No. 5R is replaced by the term “more likely than not 
(a likelihood of more than 50 percent)”. In determining the amount of a federal or foreign income tax loss 
contingency, it shall be assumed that the reporting entity will be examined by the tax authority that has 
full knowledge of all relevant information. If the estimated tax loss contingency is greater than 50% of the 
tax benefit originally recognized, the tax loss contingency recorded shall be equal to 100% of the original 
tax benefit recognized. See Question 9 for further discussion of income tax loss contingencies.

1.12 Classification of Interest and Penalties

• FAS 109 – FIN 48 allows interest on tax assessments to be reported as either income taxes or interest 
expense and penalties to be reported as either income taxes or another expense classification, based on 
the accounting policy election of the enterprise.

• SSAP No. 101 – Interest and penalties related to foreign or federal income tax are included in income taxes 
pursuant to paragraph 3.a. of SSAP No. 101.

1.13 Financial Statement Disclosures

• FAS 109 – Paragraphs 43 through 45, and 47 through 48 of FAS 109 provide various requirements for 
providing information in the financial statements regarding the income taxes of the reporting entity. 
In general, the reporting entity is to provide certain information regarding the components of its DTAs 
and DTLs, the amount of and changes in its valuation allowance, significant components of income tax 
expense, differences between the expected amount of income tax expense using current tax rates and 
the amount of reported income tax expense, and tax attributes being carried over. In addition, FIN 48 
includes specific disclosures related to uncertain tax positions.

• SSAP No. 101 – In general, paragraphs 21 through 29 of SSAP No. 101 follow the disclosure requirements 
provided by FAS 109, but with the following modifications and additions:

o The disclosures regarding valuation allowance are replaced with disclosures relating to the statutory 
valuation allowance adjustment and the nonadmitted portion of the DTA.

o The amount of the gross DTA, adjusted gross DTA, DTL, admitted and nonadmitted DTA is required to 
be separately disclosed, by tax character (ordinary or capital).

o Disclose the amount of each result or component of the admission calculation, by tax character, for 
paragraphs 11.a, 11.b.i, 11.b.ii, and 11.c. In addition, disclose the ExDTA Authorized Control Level (ACL) 
RBC Ratio, the ExDTA Surplus/Policyholders and Contingency Reserves Ratio, or the Adjusted Gross 
DTA/Adjusted Capital and Surplus Ratio used in the applicable Realization Threshold Limitation Table 
(the RBC Reporting Entity Table, the Financial Guaranty or Mortgage Guaranty Non-RBC Reporting 
Entity Table, or the Other Non-RBC Reporting Entity Table) in paragraph 11.b., as applicable.
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o The impact of tax-planning strategies on the determination of adjusted gross DTAs and the 
determination of net admitted adjusted gross DTAs, by percentage and by tax character, must be 
disclosed. In addition, disclose whether tax-planning strategies include the use of reinsurance-related 
tax planning strategies.

o FIN 48 and the associated disclosure requirements are rejected for statutory accounting purposes 
and replaced with the following disclosure. For any federal or foreign income tax loss contingencies 
for which it is reasonably possible that the total liability will significantly increase within 12 months 
of the reporting date, a disclosure of an estimate of the range of the reasonably possible increase 
is required. If determination of a reasonable range of the significant increase is not possible, the 
reporting entity is to provide a statement that an estimate cannot be made.

o  The disclosures relating to deferred income tax expense or benefit are replaced with certain 
disclosures relating to the reporting entity’s “change in DTAs and DTLs.”

o Only the nature of significant reconciling items between the reported amount and “expected” amount 
of income tax expense and change in DTAs and DTLs are to be disclosed. This generally follows the 
disclosure requirements of FAS 109 for nonpublic entities. 

o See Question 12 for a more detailed discussion of the disclosure requirements of SSAP No. 101.

2. Q – How should an entity measure its adjusted gross deferred tax assets and its 
gross deferred tax liabilities? [Paragraph 7]

2.1 A – An enterprise shall record a gross deferred tax liability or asset for all temporary differences and 
operating loss, capital loss and tax credit carryforwards. Temporary differences include unrealized gains 
and losses and nonadmitted assets but do not include AVR, IMR, Schedule F penalties and, in the case of 
a mortgage guaranty insurer, amounts attributable to its statutory contingency reserve to the extent that 
“tax and loss” bonds have been purchased. In general, temporary differences produce taxable income or 
result in tax deductions when the related asset is recovered or the related liability is settled. A deferred 
tax asset or liability represents the increase or decrease in taxes payable or refundable in future years as a 
result of temporary differences and carryforwards at the end of the current year. Additionally, gross DTAs 
are reduced by a statutory valuation allowance adjustment if, based on the weight of available evidence, 
it is more likely than not (a likelihood of more than 50 percent) that some portion or all of the gross DTAs 
will not be realized. The statutory valuation allowance adjustment, determined in a manner consistent with 
paragraphs 20 through 25 of FAS 109, shall reduce gross DTAs to the amount that is more likely than not to 
be realized (the adjusted gross deferred tax assets)1.  This answer only addresses the recognition of adjusted 
gross DTAs and gross DTLs and does not address the admissibility of such amounts. See Question 4 for a 
discussion of the admissibility criteria of SSAP No. 101.

2.2 Paragraph 7 of SSAP No. 101 states that temporary differences are identified and measured using a 
“balance sheet” approach whereby the statutory balance sheet and the tax basis balance sheet are 
compared. Operating loss, capital loss and tax credit carryforwards are computed in accordance with  
the applicable Internal Revenue Code.

1 SSAP No. 101 requires the statutory valuation allowance adjustment to be presented in the annual statement as a direct reduction in the gross DTA. It is not included 
in non-admitted DTA.
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2.3 The following illustrates the recognition and measurement of a typical book to tax difference for an 
insurance company:

 Illustration 

 Assumptions: 
1/1/X2  Purchase 100 shares of Darby/Allyn Corp. stock for $25 a share 
 3/31/X2 Fair Value of Darby/Allyn Corp. stock has increased to $35 a share 
 3/31/X2 Tax basis reserves are computed and determined to be 80% of the statutory basis reserves  

 Balance Sheet at 3/31/X2: 

Statutory Basis Tax Basis Basis Difference
Tax Effect

DTA (DTL) (35%) 3

Common Stock $3,500 $2,500 ($1,000) 4  ($350)

Reserves $100,000 $80,000 $20,000 5   $7,000

 

Journal Entries:

1/1/X2 DR Common stock $2,500

CR Cash ($2,500)

Acquisition of common stock at $25 per share

3/31/X2 DR Common stock $1,000

CR Change in unrealized capital gains and losses ($1,000)

Adjust carrying value to FV of $35 per share at end of quarter

3/31/X2 DR Change in reserves or unpaid losses $100,000

CR Reserves or Unpaid losses ($100,000)

Recognition of reserves computed on a statutory basis

3/31/X2 DR Deferred tax asset $7,000

CR Change in deferred income taxes ($6,650)

CR Deferred tax liability ($350)

Recognition of deferred taxes

 

Note: Presentation of deferred tax amounts and unrealized gain or losses net of tax is addressed in Question 12.

2 See Question 3 for a discussion of “enacted rates.”
3 The carrying value of the stock on the statutory balance sheet reflects the fair value of the common stock per SSAP No. 30—Investments in Common Stock (excluding 

investments in common stock of subsidiary, controlled, or affiliated entities) whereas the carrying value of the stock for tax purposes is its original cost. This difference is 
defined as temporary in that the $1,000 appreciation in value will be recognized in the tax return when the stock is disposed of. The difference is a deferred tax liability in 
that the reversal of this temporary difference will increase future taxable income.

4  The reserve difference is due to the fact that statutory reserves are computed on a more conservative set of assumptions than for tax (life and health entities) or the tax 
reserves are discounted (property and casualty and other health entities). This amount is a temporary difference in that the entity will recognize the difference between 
statutory and tax carrying values over the life of the reserve or upon settlement of the claim or payment of the reserve. The difference is a deferred tax asset in that the 
reversal of this temporary difference will decrease future taxable income. 
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2.4 As depicted in the Illustration, the deferred tax assets and liabilities are tracked gross in the entity’s ledger 
and not netted until after consideration of the statutory valuation allowance adjustment, if any (see below), 
and the admissibility of deferred tax assets.

Statutory Valuation Allowance Adjustment

2.5 SSAP No. 101 paragraph 7.e. provides that gross DTAs are reduced by a statutory valuation allowance 
adjustment if, based on the weight of available evidence, it is more likely than not that some portion or all of 
the gross DTAs will not be realized. The statutory valuation allowance adjustment is determined on a separate 
company, reporting entity basis. The determination of whether gross DTAs will be realized is based on the 
existence of sufficient taxable income of the appropriate character (ordinary income or capital gain) within the 
carryback, carryover period available under the tax law. Paragraph 13.a. through d. of SSAP No. 101 identifies 
four sources of taxable income to be considered in evaluating the existence of sufficient taxable income. 
These sources are identical to those to be considered under FAS 109 paragraph 21. FAS 109 paragraph 20 
provides that “all available evidence, both positive and negative, should be considered to determine whether, 
based on the weight of that evidence, a valuation allowance is needed. Information about an enterprise’s 
current financial position and its results of operations for the current and preceding years ordinarily is readily 
available. That historical information is supplemented by all currently available information about future 
years. Sometimes, however, historical information may not be available (for example, start-up operations) 
or it may not be as relevant (for example, if there has been a significant, recent change in circumstances) 
and special attention is required.” A reporting entity is not required to consider all four sources of taxable 
income in determining the need for a statutory valuation allowance adjustment if one or more sources are 
alone sufficient to support the conclusion that the entity will realize the tax benefits of its gross deferred tax 
assets (i.e., a conclusion that no valuation allowance is necessary). However, the reporting entity is required 
to consider all of the potential sources of taxable income to determine the amount of the adjustment if a 
conclusion is reached that a statutory valuation allowance adjustment is necessary. Historical and/or currently 
available information may exist that is also significant and relevant in determining the amount of the DTAs 
admitted under paragraph 11 of SSAP No. 101. This historical and/or currently available information must 
also be considered when determining the amount of DTAs admitted under paragraph 11 of SSAP No. 101, 
irrespective of the conclusion reached in establishing or not establishing a statutory valuation allowance 
adjustment. See Question 4.13 for specific guidance on the admissibility of DTAs under paragraph 11.c. of 
SSAP No. 101.

2.6 Footnote 1 to paragraph 7.e. of SSAP No. 101 indicates that a reporting entity shall consider reversal 
patterns of temporary differences, and might be required to schedule such differences:

  …to the extent necessary to support establishing or not establishing a valuation allowance 
adjustment, determined in accordance with paragraphs 228 and 229 of FAS 109. For 
purposes of this accounting statement, consideration of reversal patterns does not require 
scheduling beyond that necessary to support establishing or not establishing a valuation 
allowance adjustment.

 Paragraph 228 of FAS 109 generally holds that a company may need to schedule its temporary differences 
to determine the particular years in which the reversal of temporary differences is expected to occur. 
As discussed in Question 5b, paragraph 229 of FAS 109 indicates that future originating temporary 
differences and their subsequent reversal should be considered in determining the existence of future 
taxable income. 
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2.7 Although a reporting entity may need to consider the reversal pattern of temporary differences in evaluating 
the need for a statutory valuation allowance adjustment, scheduling the reversal pattern of such differences 
is not required in every instance. Under SSAP No. 101 and consistent with FAS 109, a general understanding 
of reversal patterns is, in many cases, relevant in assessing the need for a valuation allowance. Judgment 
is crucial in making this assessment. The amount of scheduling, if any, that will be required will depend 
on the facts and circumstances of each situation. For example, a reporting entity which relies upon future 
taxable income exclusive of reversing temporary differences and carryforwards5  for realization of DTAs is 
not required to schedule the reversal pattern of its existing temporary differences6. This is consistent with 
guidance provided by the Financial Accounting Standards Board (FASB) in its answer to question 2 of A Guide 
to Implementation of Statement 109 on Accounting for Income Taxes: Question and Answers (Special Report on 
Statement 109) which states that scheduling of existing temporary differences is unnecessary for purposes 
of determining the need for a valuation allowance “where it can be easily demonstrated that future taxable 
income will more likely than not be adequate to realize future tax benefits of existing deferred tax assets.” 
In contrast, a reporting entity which relies upon the future reversal of existing taxable temporary differences 
to realize the tax benefits of its deductible temporary differences and carryforwards may be required to 
consider the reversal patterns of its taxable temporary differences.  The degree of scheduling required, 
however, depends on the facts and circumstances of each situation and the relative magnitude of the taxable 
and deductible temporary differences. In certain situations, the ability to reasonably conclude that reversing 
taxable temporary differences will more likely than not create sufficient taxable income to realize reversing 
deductible temporary differences can be done without detailed scheduling7. 

2.8 If scheduling is considered necessary, the amount of scheduling required will depend on the particular 
facts and circumstances and be subject to judgment. There may be more than one acceptable approach. The 
FASB’s answer to question 1 of the Special Report on Statement 109 indicates that the following concepts 
underlie the determination of reversal patterns under Statement 109:

a. The particular years in which temporary differences result in taxable or deductible amounts generally 
are determined by the timing of the recovery of the related asset or settlement of the related liability’ 
(paragraph 228).

b. The tax law determines whether future reversals of temporary differences will result in taxable and 
deductible amounts that offset each other in future years’ (paragraph 227).

 In addition, the FASB noted that “minimizing complexity is an appropriate consideration in selecting a 
method for determining reversal patterns8,”   but that the methods used must be systematic and logical and 
should be consistently applied for all similarly categorized temporary differences and from year to year. 
Furthermore, the same method should be utilized in determining the reversal patterns in every taxing 
jurisdiction for which the temporary difference exists.

5 One of the four possible sources of taxable income that can be used to realize a tax benefit. See paragraph 13.b. of SSAP No. 101.
6 For example, due to the relatively short loss carryback periods under existing tax law, such consideration may be appropriate when taxable temporary differences are 

expected to reverse in a short number of future years while the deductible temporary differences are expected to reverse over a long number of future years. In addition, for 
“indefinite-lived” intangible assets (i.e., intangible assets like those discussed in paragraph 11 of FAS 142 for which no legal, regulatory, contractual, competitive, economic, 
or other factors limit their useful lives), predicting reversal of temporary differences related to such assets would be inconsistent with financial reporting assertions that the 
assets are indefinite-lived. In such a case, the reversal of taxable temporary differences with respect to such indefinite-lived intangible assets should not be considered a 
source of future taxable income when determining the statutory valuation allowance adjustment.

7 Q&A 2 from the Special Report on Statement 109 published by the FASB.
8 Q&A 1 from the Special Report on Statement 109 published by the FASB.
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Grouping of Assets and Liabilities for Measurement

2.9 The manner in which an entity groups its assets and liabilities for measurement shall be conducted in 
a reasonable and consistent manner. For instance, an entity may group its invested assets into Annual 
Statement classifications (stocks, bonds, preferred stocks, etc.) or other reasonable groupings (lines of 
business for grouping its reserves). Entities have the option of recognizing the DTA and DTL within each 
grouping on a net or gross basis. For instance, a portfolio of common stocks will have both unrealized gain 
and unrealized losses associated with them. The reporting entity may elect to combine the unrealized 
gains and losses and compute a single DTA or DTL or it may elect to segregate the unrealized gains from 
the unrealized losses and compute separate DTAs and DTLs. This option might also arise with respect to 
depreciable assets. Regardless of which method an entity elects, it is crucial that consistency is maintained 
to and within each grouping from period to period. An entity shall retain internal documentation to 
support its grouping in addition to the methodologies employed to arrive at such. An entity is permitted 
to modify its groupings should events or circumstances change from a previous period. Examples include 
a change in materiality of underlying assets and liabilities, administrative costs associated with detailing 
groupings increases or changes in the computer systems that allow more specificity. Entities that modify 
their groupings should be prepared to rationalize these changes. These entities should also disclose that a 
modification was made and general reason for such in the notes to the financial statements.

Measurement of Nonadmitted Assets

2.10 As noted in paragraph 7.b. of SSAP No. 101, temporary differences include nonadmitted assets. The 
measurement of these types of assets is not addressed in FAS 109 in that the concept of nonadmission is 
unique to statutory accounting. For assets that are nonadmitted for statutory accounting purposes, DTAs 
and DTLs should be measured after nonadmission.

 Illustration: 
  

Statutory 
Before 

Nonadmit  
(Info Purpose)

Statutory After 
Nonadmit Tax

Basis 
Difference10

Tax Effect 
DTA (DTL) 

(35%)

Furniture Fixtures and Equipment $1,000 0 $1,000

Accumulated Depreciation 200 0 400

Basis $800 0 $600 $600 $210

2.11 The effect of this illustration is a reduction of surplus by $590 ($800 decrease for nonadmitted asset and $210 
increase for DTA), provided the resulting DTA meets the admissibility test in paragraph 11 of SSAP No. 101.

9  Difference is computed from the “Statutory After Nonadmit” balance.
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3. Q – A reporting entity’s deferred tax assets and liabilities are computed using 
“enacted tax rates.” What is the meaning of the term “enacted tax rates”? 
[Paragraph 7.c.]

3.1 A – Paragraph 7.c. of SSAP No.101 provides that total DTAs and DTLs are computed using enacted tax rates.

3.2 Consistent with FAS 109, SSAP No. 101 further requires that deferred tax assets and liabilities be measured 
using the enacted tax rate that is expected to apply to taxable income in the periods in which the deferred 
tax asset or liability is expected to be settled or realized. The effects of future changes in tax rates are not 
anticipated in the measurement of deferred tax assets and liabilities. Deferred tax assets and liabilities 
are adjusted for changes in tax rates and other changes in the tax law, and the effects of those changes are 
recognized at the time the change is enacted. 

3.3 Tax laws may apply different tax rates to ordinary income and capital gains. In instances where the enacted 
tax law provides for different rates on income of different character, deferred tax assets and liabilities 
should be measured by applying the appropriate enacted tax rate based on the type of taxable or deductible 
amounts expected to be realized from the reversal of existing temporary differences.

3.4 Currently, under U.S. federal tax law, if taxable income (both ordinary and capital gain) exceeds a specified 
amount, all taxable income is taxed at a single flat tax rate, 35%. Unless graduated tax rates are a significant 
factor, (i.e., unless the company’s taxable income frequently falls below the specified amount), the enacted 
tax rate is 35% for both ordinary income and capital gain. Alternative minimum tax and the effect of special 
deductions, such as the small life deduction, are ignored, except to the extent necessary to estimate future 
taxable income and therefore the enacted rate applicable to that level of taxable income is used.

3.5 If graduated tax rates are expected to be a significant factor in the determination of taxes payable or refundable 
in future years, deferred tax assets and liabilities should be measured using the average tax rate (based on 
currently enacted graduated rates) that is expected to apply to estimated average annual taxable income in the 
period in which the deferred tax asset or liability is expected to be settled or realized. For example, assume a 
property and casualty insurance company consistently has taxable income less than $10 million, but in excess 
of $1 million. The enacted graduated rate applicable to that level of taxable income is 34%. Therefore, the 
reporting entity should use 34% for the determination of its taxes payable or refundable.

3.6 As a reference, FAS 109 paragraphs 18 and 236 provide the following:

 18. The objective is to measure a deferred tax liability or asset using the enacted tax rate(s) expected to 
apply to taxable income in the periods in which the deferred tax liability or asset is expected to be settled or 
realized. Under current U.S. federal tax law, if taxable income exceeds a specified amount, all taxable income 
is taxed, in substance, at a single flat tax rate. That tax rate shall be used for measurement of a deferred tax 
liability or asset by enterprises for which graduated tax rates are not a significant factor. Enterprises for which 
graduated tax rates are a significant factor shall measure a deferred tax liability or asset using the average 
graduated tax rate applicable to the amount of estimated annual taxable income in the periods in which 
the deferred tax liability or asset is estimated to be settled or realized (paragraph 236). Other provisions of 
enacted tax laws should be considered when determining the tax rate to apply to certain types of temporary 
differences and carryforwards (for example, the tax law may provide for different tax rates on ordinary 
income and capital gains). If there is a phased-in change in tax rates, determination of the applicable tax rate 
requires knowledge about when deferred tax liabilities and assets will be settled and realized.
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 236. The following example illustrates determination of the average graduated tax rate for measurement 
of deferred tax liabilities and assets by an enterprise for which graduated tax rates ordinarily are a significant 
factor. At the end of year 3 (the current year), an enterprise has $1,500 of taxable temporary differences 
and $900 of deductible temporary differences, which are expected to result in net taxable amounts of 
approximately $200 on the future tax returns for each of years 4-6. Enacted tax rates are 15 percent for the 
first $500 of taxable income, 25 percent for the next $500, and 40 percent for taxable income over $1,000. This 
example assumes that there is no income (for example, capital gains) subject to special tax rates.

 The deferred tax liability and asset for those reversing taxable and deductible temporary differences in years 
4-6 are measured using the average graduated tax rate for the estimated amount of annual taxable income 
in future years. Thus, the average graduated tax rate will differ depending on the expected level of annual 
taxable income (including reversing temporary differences) in years 4-6. The average tax rate will be:

a. 15 percent if the estimated annual level of taxable income in years  
4-6 is $500 or less

b. 20 percent if the estimated annual level of taxable income in years  
4-6 is $1,000

c. 30 percent if the estimated annual level of taxable income in years  
4-6 is $2,000.

 Temporary differences usually do not reverse in equal annual amounts as in the example above, and 
a different average graduated tax rate might apply to reversals in different future years. However, a 
detailed analysis to determine the net reversals of temporary differences in each future year usually is not 
warranted. It is not warranted because the other variable (that is, taxable income or losses exclusive of 
reversing temporary differences in each of those future years) for determination of the average graduated 
tax rate in each future year is no more than an estimate. For that reason, an aggregate calculation using 
a single estimated average graduated tax rate based on estimated average annual taxable income in 
future years is sufficient. Judgment is permitted, however, to deal with unusual situations, for example, 
an abnormally large temporary difference that will reverse in a single future year, or an abnormal level 
of taxable income that is expected for a single future year. The lowest graduated tax rate should be used 
whenever the estimated average graduated tax rate otherwise would be zero.

4a. Q – How should a reporting entity calculate the amount of its admitted adjusted 
gross DTAs? [Paragraph 11]

4.1 A – After a reporting entity has calculated the amount of its adjusted gross DTAs and gross DTLs pursuant 
to paragraph 7, it must determine the amount of its adjusted gross DTAs that can be admitted under 
paragraph 11. The amount of adjusted gross DTAs is not recalculated under paragraph 11; rather, some or 
all of the adjusted gross DTA may not be currently admitted.

4.2 Paragraphs 11.a., 11.b. and 11.c. require three interdependent calculations or components that when added 
together equals the amount of the reporting entity’s admitted adjusted gross DTAs. Each of the calculations 
starts with the total of the reporting entity’s adjusted gross DTAs, and determines the amount of such 
adjusted gross DTAs that can be admitted under that part. For example, the consideration of existing 
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temporary differences in the calculation of admitted adjusted gross DTAs under paragraph 11.a., does 
not prevent the reconsideration of the same temporary differences in the paragraph 11.b.i. calculation. 
However, to avoid duplication of admitted adjusted gross DTAs when adding the three parts together, 
the amount of admitted adjusted gross DTAs under paragraph 11.a. must be subtracted from the amount 
of adjusted gross DTAs in the paragraph 11.b.i. calculation. Similarly, the amount of admitted adjusted 
gross DTAs under paragraphs 11.a. and 11.b. must be subtracted from the total adjusted gross DTAs in the 
paragraph 11.c. calculation.

First Component – Admission Based On Previously Paid Taxes [Paragraph 11.a.]

4.3 Under paragraphs 11.a. and 12.b., a reporting entity can admit adjusted gross DTAs to the extent that it 
would be able to recover federal income taxes paid in the carryback period, by treating existing temporary 
differences that reverse during a timeframe corresponding with Internal Revenue Code tax loss carryback 
provisions10, not to exceed three years as ordinary or capital losses that originated in each such subsequent 
year. The reversing temporary differences are specific to each year in which they reverse, and in turn, to 
the specific year(s) to which they can be carried back corresponding with tax loss carryback provisions. 
Reversing temporary differences for unrealized losses and nonadmitted assets are treated as capital or 
ordinary losses depending on their character for tax purposes. The entity is not required to project an actual 
net operating loss in future periods. This first component of admission is available to all entities, regardless 
of whether they meet any of the threshold limitations in paragraph 11.b. for reversals expected to be 
realized against future taxable income.

4.4 Paragraph 12.b. limits the amount of federal income taxes recoverable under paragraph 11.a. to the amount 
that would be refunded to the reporting entity if a carryback claim was filed with the Internal Revenue 
Service (IRS). If some amount of taxes paid in the carryback period is not recovered because of limitations 
imposed by the Alternative Minimum Tax system, the resulting AMT credit is not treated as a newly created 
DTA. Paragraph 12.c. further limits the amount of federal income taxes recoverable under paragraph 11.a. 
for a reporting entity that files a consolidated income tax return with one or more affiliates, to the amount 
that the reporting entity could reasonably expect to have refunded by its parent. See Question 8 for a further 
discussion of the impact of filing a consolidated federal income tax return.

Second Component – Admission Based On Projected Future Tax Savings [Paragraph 11.b.]

4.5 The amount of a reporting entity’s adjusted gross DTAs that can be admitted pursuant to paragraph 11.b. 
is in part, dependent on the amount of the reporting entity’s adjusted capital and surplus. Accordingly, a 
reporting entity must determine which Realization Threshold Limitation Table set forth in paragraph 11.b. 
is applicable to the reporting entity and then, based on its respective facts, determine what applicable period 
to apply under paragraph 11.b.i. and applicable percentage to use under paragraph 11.b.ii.

4.6 If the reporting entity is subject to risk-based capital requirements or is required to file a Risk-Based Capital 
Report with the domiciliary state, it should use the RBC Reporting Entity Table set forth in paragraph 11.b. 
Threshold limitations for this table are contingent upon the ExDTA ACL RBC ratio. See Question 4b for a 
discussion on the ExDTA ACL RBC ratio.

10 For example, Federal Internal Revenue Code tax loss carryback provisions in effect as of January 1, 2012, ordinary losses can be carried back two years for nonlife 
insurance companies and three years for life insurance companies, while capital losses for both nonlife and life companies can be carried back three years.
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4.7 If the reporting entity is (1) either a mortgage guaranty insurer or financial guaranty insurer that is not 
subject to risk-based capital requirements, (2) is not required to file a Risk-Based Capital Report with the 
domiciliary state, and (3) the reporting entity meets the minimum capital and reserve requirements11 for 
the state of domicile, then it should use the Financial Guaranty or Mortgage Guaranty Non-RBC Reporting 
Entity Table set forth in paragraph 11.b. Threshold limitations for this table are contingent upon the ratio of 
ExDTA Surplus to policyholders and contingency reserves. ExDTA Surplus in this ratio includes both capital 
and surplus for mortgage guaranty and financial guaranty insurers.

4.8 If the reporting entity (1) is not subject to risk-based capital requirements, (2) is not required to file a 
Risk-Based Capital Report with the domiciliary state, (3) is not a mortgage guaranty or financial guaranty 
insurer, and (4) meets the minimum capital and reserve requirements12, it should use the Other Non-RBC 
Reporting Entity Table set forth in paragraph 11.b. Threshold limitations for this table are contingent 
upon the ratio of adjusted gross DTA less the amount of adjusted gross DTA admitted in paragraph 11.a. to 
adjusted capital and surplus.

4.9 The amount of admitted adjusted gross DTAs under paragraph 11.b.i., is limited to the amount that 
the reporting entity expects to realize within the applicable period as determined using the applicable 
Realization Threshold Limitation Table following the balance sheet date. See Question 6 for a further 
discussion of the meaning of “expected to be realized.” The amount of admitted adjusted gross DTAs under 
the paragraph 11.a. calculation is subtracted from the amount of adjusted gross DTAs under paragraph 
11.b.i., to prevent the counting of the same admitted adjusted gross DTAs more than once. If the reporting 
entity expects to realize an amount of adjusted gross DTAs under paragraph 11.b.i. that is equal to or less 
than the admitted adjusted gross DTAs calculated under paragraph 11.a., then the resulting admitted 
adjusted gross DTAs under paragraph 11.b.i. will be zero. 

4.10 The reference to applicable period following the balance sheet date in 4.9 refers to the paragraph 11.b.i. 
column of the applicable Realization Threshold Limitation Table, the RBC Reporting Entity Table, the 
Financial Guaranty or Mortgage Guaranty Non-RBC Reporting Entity Table or the Other Non-RBC 
Reporting Entity Table.

4.11 The amount of admitted adjusted gross DTAs under paragraph 11.b.i. is also limited to an amount that is 
no greater than the applicable percentage of adjusted statutory capital and surplus specified in paragraph 
11.b.ii. See Question 4c for a discussion of the meaning of “an amount that is no greater than”.

4.12 The reference to an amount no greater than the applicable percentage of statutory capital and surplus in 4.11 
refers to the 11.b.ii. column of the applicable Realization Threshold Limitation Table; the RBC Reporting Entity 
Table, the Financial Guaranty or Mortgage Guaranty Non-RBC Reporting Entity Table or the Other Non-RBC 
Reporting Entity Table.

Third Component – Admission Based On Offset Against DTL [Paragraph 11.c.]

4.13 Under paragraph 11.c., a reporting entity can admit adjusted gross DTAs as an offset against gross DTLs 
in an amount equal to the lesser of: (1) its adjusted gross DTAs, after subtracting the amount of admitted 
adjusted gross DTAs under paragraphs 11.a. and 11.b., or (2) its gross DTLs. In determining the amount of 
adjusted gross DTAs that can be offset against existing gross DTLs in the paragraph 11.c. calculation, the 
character (i.e., ordinary versus capital) of the DTAs and DTLs must be taken into consideration such that 
offsetting would be permitted in the tax return under existing enacted federal income tax laws and 

11 If a reporting entity is not at the minimum capital and reserve requirements, the admitted adjusted gross DTA for this component is zero.
12 If a reporting entity is not at the minimum capital and reserve requirements, the admitted adjusted gross DTA for this component is zero.
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 regulations. For example, an adjusted gross DTA related to unrealized capital losses could not be offset 
against an ordinary income DTL. Ordinary DTAs can be admitted by offset with ordinary DTLs and/
or capital DTLs. However, capital DTAs can only be admitted by offset with capital DTLs. In addition to 
consideration of the character of the DTAs and DTLs, significant and relevant historical and/or currently 
available information may exist specific to the remaining adjusted gross DTAs and gross DTLs. This 
information must also be taken into consideration when determining admission by offset with gross DTLs. 
As stated in paragraph 11.c., “for purposes of this component, the reporting entity shall consider the 
reversal patterns of temporary differences; however, this consideration does not require scheduling beyond 
that required in paragraph 7.e.” This consideration requires a scheduling exercise if scheduling is needed 
for determination of the statutory valuation allowance adjustment and, as a result, should be consistent 
with the determination of any statutory valuation allowance adjustment, which occurs prior to performing 
the admissibility calculations13. As noted in Question 2.7, scheduling reversal patterns of temporary 
differences in evaluating the need for a statutory valuation allowance adjustment where a reporting entity 
relies on sources of future taxable income, exclusive of reversals of temporary differences, is not required. 
In such case, that reporting entity is not required to schedule reversal patterns of temporary differences 
for purposes of paragraph 11.c. of SSAP No. 101. However, the significant and relevant historical and/or 
currently available information noted above must be considered and be consistent with the conclusion to 
admit or nonadmit adjusted gross DTAs under paragraph 11.c. without additional detailed scheduling. See 
Question 2.5 through 2.8 for further discussion of scheduling for purposes of determining the reporting 
entity’s statutory valuation allowance adjustment.

Other Considerations

4.14 In certain situations, a reporting entity’s expected federal income tax rate on its reversing temporary 
differences will be less than the enacted tax rate used in the determination of its gross DTAs and DTLs. 
Examples of such entities include: property/casualty insurance companies with large municipal bond 
portfolios that are AMT taxpayers, Blue Cross-Blue Shield Organizations with section 833(b) deductions, 
small life insurance companies, reporting entities projecting a tax loss, and entities that file in a consolidated 
federal income tax return that cannot realize the full amount of their adjusted gross DTAs under the existing 
intercompany tax sharing or tax allocation agreement. Pursuant to paragraphs 231, 232 and 238 of FAS 109, 
such entities are required to report their gross DTLs at the enacted tax rate, and cannot take into consideration 
the impact of the AMT, section 833(b) deduction, or the small life insurance company deduction to reduce 
their gross DTLs.

4.15 For those entities, the amount of admitted adjusted gross DTAs calculated under paragraphs 11.a. and 11.b. 
will reflect the actual tax rate in the carryback period under paragraph 11.a. and the expected tax rate in the 
applicable period as discussed in 4.10 above under paragraph 11.b., which takes into consideration the impact 
of the AMT, special deductions, and the provisions of the intercompany tax sharing or allocation agreement. 
See Question 6 for further discussion of this issue. As such, the entity’s admitted adjusted gross DTAs under 
paragraphs 11.a. and 11.b. may be less than its adjusted gross DTAs on temporary differences at the enacted 
rate. Any unused amount of DTAs resulting from a rate differential under paragraphs 11.a. and 11.b. can be 
used under paragraph 11.c. to offset existing DTLs.

4.16 The above principles can be illustrated by the following examples.

13 Footnote 1 of SSAP No. 101 provides that a reporting entity “shall consider reversal patterns of temporary differences to the extent necessary to support establishing or not 
establishing a valuation allowance adjustment.” (Emphasis added).
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4.17 Facts:

 RBC Reporting Entity Example

1. Life Insurance Company ABC14 has $12,500,000 of deductible temporary differences at 12-31-20X2 
that generate $4,375,000 of gross DTAs ($2,100,000 Ordinary, $2,275,000 Capital), at the enacted 
federal income tax rate of 35%. Management has concluded that ABC will more likely than not realize 
gross DTAs of $4,100,000 ($2,100,000 Ordinary, $2,000,000 Capital) related to its $12.5 million of 
deductible temporary differences. Based on management’s conclusion, a statutory valuation allowance 
adjustment was recognized for $275,000 reducing capital DTAs from $2,275,000 to $2,000,000. ABC 
also has $4,000,000 of taxable temporary differences resulting in $1,400,000 ($1,000,000 Ordinary, 
$400,000 Capital) of gross DTLs.

2. ABC has determined that $2,000,000 of its $6,000,000 existing deductible ordinary temporary 
differences will reverse in 12-31-20X3, another $1,500,000 will reverse in 12-31-20X4, and another 
$2,000,000 will reverse in 12-31-20X5. The remaining $500,000 of ABC’s existing deductible ordinary 
temporary differences will reverse in years 20X6 or later. None of ABC’s deductible capital temporary 
differences are expected to reverse within the applicable period.

3. ABC reported $400,000 and $600,000 of taxable income in 20X0 and 20X1, respectively. ABC reported 
$140,000 and $210,000 of tax expense on its 20X0 and 20X1 federal income tax returns, respectively. 
It has also projected taxable income of $1,200,000 and $420,000 of federal income taxes for 20X2 that 
have been reflected in its current statutory income tax provision calculation. There are no differences 
between its regular and alternative minimum taxable income during 20X0 through 20X2.

4. ABC is projecting an income tax rate of 35% in 20X3, as well as in years 20X4 and 20X5 based on its 
estimated taxable income and federal income tax liability. ABC expects to realize15  a federal income 
tax benefit of 35% from 20X3 through 20X5 related to reversing ordinary temporary differences. ABC 
does not anticipate any capital gain income in 20X3 through 20X5.

5. ABC has an ExDTA ACL RBC Ratio at 12-31-20X2 of 600%. Adjusted statutory capital and surplus 
under paragraph 11.b.ii. is $7,000,000 at 12-31-20X2, and was computed by subtracting the admitted 
balances of net DTA’s, goodwill and EDP from the current period statutory surplus. Statutory surplus 
is defined in paragraph 2 of SSAP 72.

14 ABC does not qualify for the small life insurance company deduction. Please note the results in this example may be different due to differences in the applicable 
carryback periods if ABC was a P&C company.

15 See Question 6 for discussion on the admittance calculation under paragraph 11.b.i. and what is meant by the phrase: “expected to be realized.”



A comparison of tax accounting – 2012 and beyond  81

4.18 Calculation of ABC’s Admitted Adjusted Gross DTAs:

1. ABC can admit $726,000 ($132,000 + $198,000 + $396,000) of adjusted gross DTAs under paragraph 
11.a., all of which are ordinary in tax character.

a. ABC first carries $400,000 of the hypothetical net operating loss16  of $2,000,000 from 20X3 back to 
20X0 recovering $132,000 in taxes paid. The difference between the total 20X0 taxes paid at 35% 
($140,000) and the amount recoverable ($132,000) through carryback of the $400,000 represents an 
$8,000 AMT credit generated as a result of the 90% AMT net operating loss  limitation17. This AMT 
credit is not treated as a new DTA as of 12-31-20X2. The remaining $1,600,000 of the hypothetical net 
operating loss ($2,000,000 – $400,000) is available for utilization in years 20X1 and 20X2.

b. ABC would carry an additional $600,000 of the remaining hypothetical net operating loss of 
$1,600,000 from 20X3 back to 20X1 recovering $198,000 in taxes paid18.  The difference between 
the total taxes paid at 35% ($210,000) and the amount recoverable ($198,000) through carryback of 
the $600,000 represents a $12,000 AMT credit generated as a result of the 90% AMT NOL limitation. 
Again, this AMT credit is not treated as a new DTA as of 12-31-20X2. The remaining $1,000,000 of 
hypothetical net operating loss ($1,600,000 – $600,000) is available for utilization in 20X2.

c. ABC would carry the remaining $1,000,000 of the hypothetical net operating loss from 20X3 plus 
an additional $200,000 of the hypothetical net operating loss from 20X4 back to 20X2, recovering 
$396,000 in taxes projected to be paid19.  The difference between the total taxes projected to 
be paid at 35% ($420,000) and the amount recoverable ($396,000) through carryback of the 
$1,200,000 represents a $24,000 AMT credit generated as a result of the 90% AMT NOL limitation. 
As noted previously, this AMT credit is not treated as a new DTA as of 12-31-20X2. 

 The fact that the full $5,500,000 of reversing deductible ordinary temporary differences available for 
carryback were not used in the paragraph 11.a. calculation does not prevent their inclusion in the paragraph 
11.b. and 11.c. calculations.

16 It should be noted that if ABC’s hypothetical 20X3 carryback was insufficient to fully offset all positive taxable income in 20X0, the company would not be allowed 
to carryback any of the hypothetical loss from 20X4 or 20X5 to 20X0 per paragraph 11.a., as 20X0 is outside of the timeframe corresponding with tax loss carryback 
provisions for a life insurance company.

17 A life insurance company incurs an “operating loss deduction” rather than a “net operating loss”. The term “net operating loss” or “NOL” will be used generically 
throughout this document to refer to any operating loss incurred or expected to be incurred by the reporting entity. 

18 If ABC would not have had sufficient hypothetical NOL from 20X3 to carryback to 20X1, the company would have been able to carryback its hypothetical NOL of 
$1,500,000 from 20X4 back to 20X1 pursuant to the applicable tax loss carryback provisions.

19 If ABC would not have had sufficient hypothetical NOL from 20X4 to carryback to 20X2, the company would have been able to carryback is hypothetical NOL of 
$2,000,000 from 20X5 back to 20X2 pursuant to the applicable tax loss carryback provisions.
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2. ABC can admit $1,050,000 of adjusted gross DTAs under paragraph 11.b. Since ABC has an ExDTA 
ACL RBC ratio of 600%, the Realization Threshold Limitation Table provides that the company can 
use the thresholds of 3 years for projected realization and 15% of adjusted capital and surplus. The 
company expects to realize a federal income tax benefit of $1,925,000 ($5,500,000 X 35%) in 20X3 
through 20X5 related to its reversing deductible temporary differences. The $1,925,000 amount must 
be reduced by the $726,000 of admitted adjusted gross DTAs under paragraph 11.a. to prevent double 
counting of the same income tax benefit. As a result, ABC has projected adjusted gross DTAs available 
for admission under this component of $1,199,000 ($1,925,000 – $726,000), all of which is ordinary 
in tax character. However, 15% of adjusted capital and surplus is a limiting factor in this example. As 
such, admission of reversing deductible temporary differences that are projected to be realized during 
20X3 through 20X5 is limited to $1,050,000 ($7,000,000 X 15%).

3. ABC can admit $724,000 ($324,000 Ordinary, $400,000 Capital) of adjusted gross DTAs under 
paragraph 11.c. Even though ABC has $2,324,000 of adjusted gross DTAs available for admission under 
this component ($4,100,000 – $726,000 – $1,050,000) and only $1,400,000 DTLs, these DTAs are 
made up of $324,000 Ordinary DTAs ($2,100,000 – $726,000 – $1,050,000) and $2,000,000 of Capital 
DTAs. Thus, the tax character of the DTAs and DTLs becomes the limiting factor for this component. 
There is $1,000,000 of Ordinary DTLs available to offset against the $324,000 of Ordinary DTAs. 
There is $400,000 of Capital DTLs to offset against the $2,000,000 Capital DTAs. While ordinary DTAs 
can be offset against both ordinary and capital DTLs, the reverse is not allowed in the tax return (see 
Question 4.13). In this situation, ABC can admit $324,000 and $400,000 of its Ordinary and Capital 
DTAs, respectively.

4.19 Summary of ABC’s Admitted Gross DTA Calculation:

 

Gross DTAs at Enacted Tax Rate $4,375,000

Less: Statutory Valuation Allowance Adjustment 275,000

Adjusted Gross DTAs at Enacted Tax Rate 4,100,000

Admitted Gross DTAs (paragraph 11.a.) $  726,000

Admitted Gross DTAs (paragraph 11.b.) 1,050,000

Admitted Gross DTAs (paragraph 11.c.) 724,000

Total Admitted Adjusted Gross DTAs (sum of 11.a., 11.b., and 11.c.) 2,500,000 (2,500,000)

Nonadmitted  Adjusted Gross DTAs 1,600,000

Admitted DTA 2,500,000

Gross DTL (1,400,000)

Net Admitted DTA/DTL $1,100,000
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4.20 Facts:

 Financial Guaranty or Mortgage Guaranty Non-RBC Reporting Entity Example

1. Financial Guaranty Insurance Company DEF has the same facts as Life Insurance Company ABC except:

a. DEF is not a RBC reporting entity and therefore does not calculate a RBC percentage. DEF is a 
financial guaranty insurer and has an ExDTA Surplus/Policyholders and Contingency Reserve 
ratio of 105%.

b. DEF reported $1,000,000 of taxable income and $350,000 of tax expense on its 20X1 federal 
income tax return. It has also projected taxable income of $1,200,000 and $420,000 of federal 
income taxes for 20X2 that have been reflected in its current statutory income tax provision 
calculation. There are no differences between its regular and alternative minimum taxable income 
in 20X1 or 20X2.

4.21 Calculation of DEF’s Admitted Adjusted Gross DTAs:

1. DEF can admit $726,000 ($330,000 + $396,000) of adjusted gross DTAs under paragraph 11.a, all of 
which are ordinary in tax character.

a. DEF first carries $1,000,000 of the hypothetical net operating loss20 of $2,000,000 from 20X3 
back to 20X1 recovering $330,000 in taxes paid. The difference between the total 20X1 taxes 
paid at 35% ($350,000) and the amount recoverable ($330,000) through carryback of the 
$1,000,000 represents a $20,000 AMT credit generated as a result of the 90% AMT net operating 
loss limitation. This AMT credit is not treated as a new DTA as of 12-31-20X2. The remaining 
$1,000,000 of the hypothetical net operating loss ($2,000,000 – $1,000,000) is available for 
utilization in 20X2. 

b. DEF would carry the remaining $1,000,000 of the hypothetical net operating loss from 20X3 plus 
an additional $200,000 of the hypothetical net operating loss from 20X4 back to 20X2 recovering 
$396,000 in taxes projected to be paid21.  The difference between the total taxes projected to 
be paid at 35% ($420,000) and the amount recoverable ($396,000) through carryback of the 
$1,200,000 represents a $24,000 AMT credit generated as a result of the 90% AMT net operating 
loss limitation. As noted previously, this AMT credit is not treated as a new DTA as of 12-31-20X2. 

 The fact that the full $3,500,000 of reversing deductible ordinary temporary differences available for 
carryback were not used in the paragraph 11.a. calculation does not prevent their inclusion in the paragraph 
11.b. and 11.c. calculations.

20 It should be noted that if DEF’s hypothetical 20X3 carryback was insufficient to fully offset all positive taxable income in 20X1, the company would not be allowed to 
carryback any of the hypothetical loss from 20X4 or 20X5 to 20X1 per paragraph 11.a., as 20X1 is outside of the timeframe corresponding with tax loss carryback 
provisions for a non-life insurance company. 

21 If DEF would not have had sufficient hypothetical NOL from 20X3 to carryback to 20X2, the company would have been able to carryback is hypothetical NOL of 
$1,500,000 from 20X4 back to 20X2 pursuant to the applicable tax loss carryback provisions.
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2. DEF cannot admit any additional adjusted gross DTAs under paragraph 11.b. Since DEF has an ExDTA 
Surplus/Policyholders and Contingency Reserves ratio of 105%, the Realization Threshold Limitation 
Table provides that the company can use the thresholds of 1 year for projected realization and 10% of 
adjusted capital and surplus. The company expects to realize a federal income tax benefit of $700,000 
($2,000,000 X 35%) in 20X3 related to its reversing deductible temporary differences. The $700,000 
amount must be reduced by the $726,000 of admitted adjusted gross DTAs under paragraph 11.a. to 
prevent double counting of the same income tax benefit. DEF admitted $26,000 more adjusted gross 
DTAs based on carryback of the hypothetical net operating loss under paragraph 11.a. than is projected 
to be realized within the 1-year applicable threshold limitation. As a result, there is $0 of expected 
additional reversing deductible differences available for admission under paragraph 11.b.

3. DEF can admit $1,400,000 ($1,000,000 Ordinary, $400,000 Capital) of adjusted gross DTAs under 
paragraph 11.c. Even though DEF has $3,374,000 of adjusted gross DTAs available for admission 
under this component ($4,100,000 – $726,000), these DTAs are made up of $1,374,000 Ordinary 
DTAs ($2,000,000 – $726,000) and $2,000,000 of Capital DTAs. Thus, the tax character of the DTAs 
and DTLs must be considered as a potential limiting factor for this component. There is $1,000,000 of 
Ordinary DTLs to offset against the $1,374,000 of Ordinary DTAs. There is $400,000 of Capital DTLs to 
offset against the $2,000,000 Capital DTAs. While Ordinary DTAs can be offset against both Ordinary 
and Capital DTLs, the reverse is not allowed in the tax return (see Question 4.13). In this situation, 
DEF can admit $1,000,000 and $400,000 of its Ordinary and Capital DTAs, respectively. If DEF’s 
adjusted gross DTAs, after reduction for the amount of adjusted gross DTAs admitted under paragraphs 
11.a. and 11.b., were less than $1,400,000 in this example, DEF would be limited to the balance of its 
adjusted gross DTAs in the paragraph 11.c. calculation, subject to the rules of offset under existing 
enacted federal income tax laws and regulations.

4.22 Summary of DEF’s Admitted Gross DTA Calculation:

 

Gross DTAs at Enacted Tax Rate $4,375,000

Less: Statutory Valuation Allowance Adjustment 275,000

Adjusted Gross DTAs at Enacted Tax Rate 4,100,000

Admitted Gross DTAs (paragraph 11.a.) $ 726,000

Admitted Gross DTAs (paragraph 11.b.) 0

Admitted Gross DTAs (paragraph 11.c.) 1,400,000

Total Admitted Adjusted Gross DTAs (sum of 11.a., 11.b., and 11.c.) 2,126,000 (2,126,000)

Nonadmitted Adjusted Gross DTAs 1,974,000

Admitted DTA 2,126,000

Gross DTL (1,400,000)

Net Admitted DTA/DTL $726,000
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4.23 Facts:

 Other Non-RBC Reporting Entity Example

1. Title Insurance Company GHI has the same facts as Life Insurance Company ABC except:

a. GHI is not a RBC reporting entity and therefore does not calculate a RBC percentage. GHI is also 
not a financial guaranty or mortgage guaranty insurer. As such, GHI must use the Other Non-RBC 
Reporting Entity Threshold Limitation Table under paragraph 11.b.

b. GHI reported $1,000,000 of taxable income and $350,000 of tax expense on its 20X1 federal 
income tax return. It has also projected taxable income of $1,200,000 and $420,000 of federal 
income taxes for 20X2 that have been reflected in its current statutory income tax provision 
calculation. There are no differences between its regular and alternative minimum taxable income 
in 20X1 or 20X2.

4.24 Calculation of GHI’s Admitted Adjusted Gross DTAs:

1. GHI can admit $726,000 ($330,000 + $396,000) of adjusted gross DTAs under paragraph 11.a, all of 
which are ordinary in tax character.

a. GHI first carries $1,000,000 of the hypothetical net operating loss22  of $2,000,000 from 20X3 
back to 20X1 recovering $330,000 in taxes paid. The difference between the total 20X1 taxes 
paid at 35% ($350,000) and the amount recoverable ($330,000) through carryback of the 
$1,000,000 represents a $20,000 AMT credit generated as a result of the 90% AMT net operating 
loss limitation. This AMT credit is not treated as a new DTA as of 12-31-20X2. The remaining 
$1,000,000 of the hypothetical net operating loss ($2,000,000 – $1,000,000) is available for 
utilization in 20X2. 

b. GHI would carry the remaining $1,000,000 of the hypothetical net operating loss from 20X3 plus 
an additional $200,000 of the hypothetical net operating loss from 20X4 back to 20X2 recovering 
$396,000 in taxes projected to be paid23.  The difference between the total taxes projected to 
be paid at 35% ($420,000) and the amount recoverable ($396,000) through carryback of the 
$1,200,000 represents a $24,000 AMT credit generated as a result of the 90% AMT net operating 
loss limitation. As noted previously, this AMT credit is not treated as a new DTA as of 12-31-20X2. 

 The fact that the full $3,500,000 of reversing deductible ordinary temporary differences available 
for carryback were not used in the paragraph 11.a. calculation does not prevent their inclusion in the 
paragraph 11.b. and 11.c. calculations.

22 It should be noted that if GHI’s hypothetical 20X3 carryback was insufficient to fully offset all positive taxable income in 20X1, the company would not be allowed to 
carryback any of the hypothetical loss from 20X4 or 20X5 to 20X1 per paragraph 11.a., as 20X1 is outside of the timeframe corresponding with tax loss carryback 
provisions for a non-life insurance company.

23 If GHI would not have had sufficient hypothetical NOL from 20X3 to carryback to 20X2, the company would have been able to carryback is hypothetical NOL of 
$1,500,000 from 20X4 back to 20X2 pursuant to the applicable tax loss carryback provisions.
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2. GHI can admit $1,050,000 of adjusted gross DTAs under paragraph 11.b. Since GHI has an Adjusted Gross 
DTA to Adjusted Capital and Surplus ratio of 48% ($3,374,000/$7,000,000), the Realization Threshold 
Limitation Table provides that the company can use the thresholds of 3 years for projected realization 
and 15% of adjusted capital and surplus. The company expects to realize a federal income tax benefit 
of $1,925,000 ($5,500,000 X 35%) in 20X3 through 20X5 related to its reversing deductible temporary 
differences. The $1,925,000 amount must be reduced by the $726,000 of admitted adjusted gross DTAs 
under paragraph 11.a. to prevent double counting of the same income tax benefit. As a result, GHI has 
projected adjusted gross DTAs available for admission under this component of $1,199,000 ($1,925,000 
– $726,000), all of which is ordinary in tax character. However, 15% of adjusted capital and surplus is a 
limiting factor in this example. As such, admission of reversing deductible temporary differences that are 
projected to be realized during 20X3 through 20X5 is limited to $1,050,000 ($7,000,000 X 15%).

3. GHI can admit $724,000 ($324,000 Ordinary, $400,000 Capital) of adjusted gross DTAs under 
paragraph 11.c. Even though GHI has $2,324,000 of adjusted gross DTAs available for admission under 
this component ($4,100,000 – $726,000 – $1,050,000), these DTAs are made up of $324,000 Ordinary 
DTAs ($2,000,000 – $726,000 – $1,050,000) and $2,000,000 of Capital DTAs. Thus, the tax character 
of the DTAs and DTLs becomes the limiting factor for this component. There is $1,000,000 of Ordinary 
DTLs available to offset against the $324,000 of Ordinary DTAs. There is $400,000 of Capital DTLs to 
offset against the $2,000,000 Capital DTAs. While ordinary DTAs can be offset against both ordinary 
and capital DTLs, the reverse is not allowed in the tax return (see Question 4.13). In this situation, GHI 
can admit $324,000 and $400,000 of its Ordinary and Capital DTAs, respectively. 

4.25 Summary of GHI’s Admitted Gross DTA Calculation:

 

Gross DTAs at Enacted Tax Rate $4,375,000

Less: Statutory Valuation Allowance Adjustment 275,000

Adjusted Gross DTAs at Enacted Tax Rate 4,100,000

Admitted Gross DTAs (paragraph 11.a.) $   726,000

Admitted Gross DTAs (paragraph 11.b.) 1,050,000

Admitted Gross DTAs (paragraph 11.c.) 724,000

Total Admitted Adjusted Gross DTAs (sum of 11.a., 11.b., and 11.c.) 2,500,000 (2,500,000)

Nonadmitted  Adjusted Gross DTAs 1,600,000

Admitted DTA 2,500,000

Gross DTL (1,400,000)

Net Admitted DTA/DTL $1,100,000
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4b. Q – How is the ExDTA ACL RBC ratio calculated? [Paragraph 11.b.i.]

4.26 A – The December 31 ExDTA ACL RBC ratio is calculated in the same manner as in the ACL RBC Ratio 
computed in the Annual RBC Report, where Total Adjusted Capital (TAC) is divided by ACL RBC. 
However, for purposes of paragraph 11.b.i., TAC does not include any DTAs of the reporting entity.  
The ACL RBC would be the amount calculated in the Annual RBC Report.

4.27 The interim period (March 31, June 30, and September 30) ExDTA ACL RBC ratio calculation is discussed 
in 4.29-4.33.

4.28 For all companies, the TAC will include current period capital and surplus, excluding any DTAs of the reporting 
entity. Other TAC adjustments are dependent on whether the company is a Life, P&C or Health insurer.

4.29 For life companies, the AVR adjustment is calculated as a required part of the development of capital and 
surplus each quarter, and is one of the major adjustments to TAC (added back to surplus).   As noted on the 
illustrative interim TAC calculation in 4.33 for life companies, there are other TAC adjustments such as 
subsidiaries’ dividend liabilities, etc., that are drawn from the Quarterly Statement.

4.30 For P&C and Health companies, except for the AVR and life subsidiaries’ dividend liability amounts (both of 
which are only applicable to P&C companies with life subsidiaries), which are readily available on the quarter, 
the prior year’s annual TAC adjustments should be used in the current quarter’s TAC calculation. The P&C and 
Health interim TAC illustrations in 4.33 provide example details of various interim RBC TAC adjustments.

4.31  The ACL RBC used for the interim RBC calculation is the ACL RBC from the most recently filed Annual 
Statement for the most recent calendar year. For example, for June 30, 20X3, the ACL for the interim RBC 
calculation is taken from the 20X2 RBC Report based on the 20X2 Annual Statement.

4.32 In most instances, the prior year’s annual ACL RBC will suffice. A company should only revise its interim 
ACL RBC for a material change in its risk profile when requested to do so by its domiciliary state or subject 
to domiciliary state approval.
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4.33 The above principles are illustrated below:

 

Interim Life RBC Example
Based on the 2011 Life RBC Report page LR033

Reported Interim Period

A/S Source 12/31/20X2 3/31/20X3

Total Adjusted Capital

Capital and Surplus Pg. 3, Ln 38 $1,800,000,000 $1,700,000,000

Adjustments:

AVR Pg. 3, Ln 24.01 60,000,000 65,000,000

Dividend Liability Pg. 3, Ln 6.1, 6.2 in part 0 0

Sub AVR Pg. 3, Ln 24.01 of subs 5,000,000 4,500,000

Sub Dividend Liability Pg. 3, Ln 6.1, 6.2 in part of subs 0 0

P&C Non-Tabular Discounts and/or Alien 
Insurance Subsidiary: Other

P&C Subs Pg. 3, Ln 1 & 3 in part 0 0

Hedging Fair Value Adjustment Company Records 0 0

Credit for Capital Notes Pg. 3, Ln 24.11 0 0

Total Adjusted Capital (TAC) 5-Year Historical Data 1,865,000,000 1,769,500,000

Less: Deferred Tax Asset Pg. 2, Ln 18.2 190,000,000 200,000,000

TAC ExDTA $1,675,000,000 $1,569,500,000

Authorized Control Level RBC 5-Year Historical Data $175,000,000 $175,000,000*

Total Adjusted Capital ExDTA/Authorized Control Level Risk-Based Capital 975% 897%

*ACL RBC amount for interim period is the 12/31/20X2 amount
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Interim P&C RBC Example
(Based on the 2011 P&C RBC Report page PR026

 Reported Interim 
Period

SOURCE OF THE DATA 12/31/20X2 3/31/20X3

Capital and Surplus P3 C1 L37 (Ann. &  
Qtrly. Stmt.)

$850,000,000 $765,000,000

Adjustments:

Non-Tabular Discount-Losses SCHEDULE P P1-SUM C32 
L12 (Ann. Stmt. Only)

(800,000) (800,000 )

Non-Tabular Discount-Expense SCHEDULE P P1-SUM C33 
L12 (Ann. Stmt. Only)

(60,000 ) (60,000 )

Discount on Medical Loss Reserves  
Reported as Tabular in Schedule P

Company Records 0 0

Discount on Medical Expense Reserves 
Reported as Tabular In Schedule P

Company Records 0 0

P&C Subs Non-Tabular Discount-Losses SCHEDULE P P1-SUM C32 
L12 (Ann. Stmt. Only)

0 0

P&C Subs Non-Tabular Discount-Expenses SCHEDULE P P1-SUM C33 
L12 (Ann. Stmt. Only)

0 0

P&C Subs Discount on Medical Loss  
Reserves  Reported as Tabular in Schedule P

Subs’ Company Records 0 0

P&C Subs Discount on Medical Expense 
Reserves  Reported as Tabular In Schedule P

Subs’ Company Records 0 0

AVR - Life Subs Subs P3 C1 L24.01 
(Ann. & Qtrly. Stmt.)

5,000,000 6,000,000 

Dividend Liability - Life Subs Subs P3 C1 L6.1 + 6.2  
(Ann. & Qtrly. Stmt.)

0 0

Total Adjusted Capital 5-Year Historical Data P 17 
C 1 L28  

854,140,000 770,140,000

(Annual/Current calc. on Qtr.)

Less: Deferred Tax Asset P 2 C3 L 18.2 
(Ann. & Qtrly. Stmt.)

82,000,000 72,000,000

Total Adjusted Capital ExDTA PR026 (Annual RBC Report/
Current Calc. on Qtr.)

772,140,000 698,140,000

Authorized Control Level Risk-Based Capital 5-Year Historical Data P 17 
C 1 L29 (Annual) 

171,000,000 171,000,000*

Total Adjusted Capital ExDTA / Authorized 
Control Level Risk-Based Capital

452% 408%

*ACL RBC amount for interim period is the 12/31/20X2 amount
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Interim Health RBC Example
(Based on the 2011 Health RBC Report page XR024

 Reported Interim Period

SOURCE OF THE DATA 12/31/20X2 3/31/20X3

Capital and Surplus P3 C1 L33 (Ann. & Qtrly. 
Stmt.)

$850,000,000 $765,000,000

Adjustments:

AVR—Life Subs Subs’ Company Records 0 0

Dividend Liability—Life Subs Subs’ Company Records 0 0

Tabular Discounts—P&C subs Subs’ Company Records 0 0

Non-Tabular Discounts—P&C Subs Subs’ Company Records 0 0

Total Adjusted Capital 5-Year Historical Data P 28 
C 1 L14 
(Annual/Current calc. on 
Qtr.)

850,000,000 765,000,000

Less: Deferred Tax Asset P 2 C3 L 18.2 
(Ann. & Qtrly. Stmt.)

82,000,000 72,000,000

Total Adjusted Capital ExDTA XR 24 (Annual RBC Report/
Current Calc. on Qtr.)

768,000,000 693,000,000

Authorized Control Level Risk-Based 
Capital

5-Year Historical Data P 28 
C 1 L 15 (Annual) 

171,000,000 171,000,000*

Total Adjusted Capital ExDTA / Authorized 
Control Level Risk-Based Capital

449% 405%

*ACL RBC amount for interim period is the 12/31/20X2 amount
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4c. Q – What is meant by the phrase “an amount that is no greater than”? [Paragraph 
11.b.ii.]

4.34 A – As discussed in 4.11 the amount of admitted adjusted gross DTAs under paragraph 11.b.i. is also limited 
to an amount that is no greater than the applicable percentage of statutory capital and surplus test specified 
in paragraph 11.b.ii. For purposes of this test, statutory capital and surplus as shown on the statutory 
balance sheet of the reporting entity for the current period’s statement filed with the domiciliary state 
commissioner is adjusted to exclude any net DTAs, EDP equipment and operating system software and any 
net positive goodwill. 

4.35 The phrase “an amount that is no greater than” in paragraph 11.b.ii. allows an entity to utilize an amount 
lower (e.g., from the reporting entity’s most recently filed statement) than what would be allowed if it 
utilized the amount of statutory capital and surplus adjusted to exclude any net DTAs, EDP equipment and 
operating system software and any net positive goodwill as required to be shown on the statutory balance 
sheet of the reporting entity for the current period’s statement filed with the domiciliary state commissioner. 
This ability to utilize a lower amount is for administrative ease if a reporting entity’s surplus is increasing.

4.36  For example, at 12/31/20X2 if adjusted capital and surplus is $100M and at 9/30/20X2 it was $80M, the 
entity may utilize the $80M amount from the prior quarter. 

4.37  If instead 12/31/20X2 adjusted capital and surplus were $60M, the entity may not utilize the $80M amount 
from the prior quarter as that would overstate the limitation under paragraph 11.b.ii. 

4.38 If at 12/31/20X2 an entity’s adjusted capital and surplus was initially determined to be $150M, the entity 
can still utilize that amount under paragraph 11.b.ii., if there is a late accounting adjustment that increases 
that amount to $160M. 

5a. Q – How is the timing of reversals of temporary differences and carryforwards 
determined for SSAP No. 101 purposes? [Paragraphs 11.a., 11.b.i. and 12.a.] 

5.1 A – The timing of temporary difference reversals is critical in determining the amount of admitted adjusted 
gross DTAs. Determining the reversal of temporary differences impacts the adjusted gross DTA admitted 
pursuant to paragraphs 11.a., 11.b.i. and potentially 11.c. of SSAP No. 101.

5.2 Paragraph 12.a. of SSAP No. 101 states that “For purposes of paragraph 11.a., existing temporary differences 
that reverse during a timeframe corresponding with IRS tax loss carryback provisions, not to exceed three 
years, shall be determined in accordance with paragraphs 228 and 229 of FAS 109.” The timing of reversals 
of temporary differences and carryforwards for purposes of paragraph 11.b. of SSAP No. 101 shall be 
determined under similar principles.

5.3 Paragraph 228 of FAS 109 states, in pertinent part, that “[t]he particular years in which temporary 
differences result in taxable or deductible amounts generally are determined by the timing of the 
recovery of the related asset or settlement of the related liability.” Question 1 of the FASB’s Special Report 
on Statement 109 provides additional guidance on scheduling. It defines “scheduling” as the analysis 
performed to determine the pattern and timing of the reversal of temporary differences. It also provides 
certain guidelines to be followed, including the need for the method employed to be systematic and logical, 
that a consistent method be used for each category of temporary differences, and that a change in the 
method used be considered a change in accounting principle.
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5.4 Assume Company A purchases its only asset for $1,000, an asset that is admissible for statutory accounting 
purposes and depreciated over five years on a straight-line basis. Assume also that the asset is depreciated 
over seven years for tax purposes using the Modified Accelerated Cost Recovery System (MACRS). The 
following table summarizes the statutory and tax basis of the asset at the end of each year.

 

Year Cost
Statutory

Depreciation
Statutory

Basis
Tax

Depreciation Tax Basis
Deductible/ (Taxable) 
Temporary Difference

1 $1,000 $200 $800 $143 $857 $  57

2 - 200 600 245 612 12

3 - 200 400 175 437 37

4 - 200 200 125 312 112

5 - 200 -  89 223 223

6 - - -  89 134 134

7 - - - 89 45 45

8 - - - 4525 - -

5.5 At the end of year one, the Company would conclude that $45 ($57 - $12) of the $57 outstanding deductible 
temporary difference would reverse within one year, leaving a temporary difference of $12 at the end of 
year two. However, for computing a two or three year reversal, the Company would not project a reversal 
of the temporary difference by the end of year three or four as the deductible temporary difference is 
scheduled to increase (from $12 to $37 and from $37 to $112, respectively). If the Company had decided  
to sell the asset in year two, it may be appropriate to conclude that the outstanding deductible temporary 
difference of $57 would reverse in year two.

5.6 A similar rationale would apply in the instance of a nonadmitted asset. Assume the same facts as 
aforementioned, except that the asset is nonadmitted for statutory accounting purposes. The results are 
summarized in tabular form below.

 

Year Cost
Statutory Charge 

to Surplus
Statutory 

Basis
Tax 

Depreciation Tax Basis
Deductible/ (Taxable) 
Temporary Difference

1 $1,000 $1,000 - $143 $857 $857

2 - - - 245 612 612

3 - - - 175 437 437

4 - - - 125 312 312

5 - - - 89 223 223

6 - - - 89 134 134

7 - - - 89 45 45

8 - - - 45 - -

24 Due to the mid-year convention applicable to most asset acquisitions for tax purposes, the asset is treated as acquired in mid-year, meaning that a seven (7) year asset is 
depreciated over eight (8) tax years.
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5.7 In this example, the Company has a steady decline in the deductible temporary difference that is not 
complicated by competing depreciation regimes. This is due to the fact that the Company took the large 
surplus charge when the asset was nonadmitted, thereby creating a significant deductible temporary 
difference. The Company would project a $245 temporary difference reversal in year two (from $857 to 
$612), a $175 temporary difference reversal in year three (from $612 to $437), and a $125 temporary 
difference reversal in year four (from $437 to $312). Although the Company will take income statement 
charges for depreciation on the nonadmitted asset, the statutory basis is nonetheless zero from the moment 
the asset was nonadmitted. Future statutory depreciation deductions will not impact the statutory basis and 
have no impact on the analysis.

5.8 The above examples assume a single asset. However, the analysis becomes more complicated when the 
Company has hundreds or thousands of assets within its fixed asset pool. In this instance, it is expected that 
management will make its best estimate of the expected reversal pattern determined in a manner consistent 
with the grouping for measurement (see question 2 for more discussion about grouping).

5.9 As indicated above, the timing of the reversal of a particular balance sheet item will depend on the expected 
recovery of the related asset and liability. For example, the temporary difference associated with property 
& casualty loss reserves would be expected to reverse in a manner consistent with the payout pattern 
(“development”) of the underlying loss reserves. Historical loss development triangles may be useful 
in substantiating a reversal pattern. For instance, assume Company A writes two types of property and 
casualty policies: auto liability and workers’ compensation. The following table details the components of 
the statutory and tax reserves for Company A as of December 31, 20X2. 
 

Private  
Passenger  

Auto Liability
Statutory 
Reserves

Tax 
Reserves

Temporary 
Difference

Workers’ 
Compensation

Statutory 
Reserves

Tax 
Reserves

Temporary 
Difference

AY + 0 $1,000 $900 $100 AY + 0 $1,000 $825 $175

AY + 1 850 690 160 AY + 1 900 800 100

AY + 2 700 580 120 AY + 2 850 770 80

AY + 3 550 490 60 AY + 3 790 695 95

AY + 4 400 385 15 AY + 4 725 610 115

AY + 5 300 275 25 AY + 5 695 600 95

AY + 6 200 175 25 AY + 6 655 575 80

AY + 7 100 90 10 AY + 7 605 545 60

AY + 8 80 75 5 AY + 8 575 505 70

AY + 9 70 65 5 AY + 9 550 495 55

Prior 50 45 5 Prior 505 450 55

Total $4,300 $3,770 $530 Total $7,850 $6,870 $980

5.10 One option in analyzing the reversal of the temporary difference would be to calculate the historical loss 
development patterns for the two lines of business by accident year for each year in the applicable reversal 
period. By applying these development patterns to the individual temporary differences, the Company 
could estimate the expected reversal of the temporary difference as a whole for each year in the applicable 
reversal period.
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5.11 Another option would be to apply the average development factor by line of business to each reserve for 
each year in the applicable reversal period. If the average one-year development factor for all accident years 
for auto liability and workers’ compensation were 70% and 35%, respectively, the one-year temporary 
difference reversal would be $371 ($530 x 70%) for auto liability and $343 ($980 x 35%) for workers’ 
compensation. The same approach could be used in determining the reversal for any other year in the 
applicable reversal period.

5.12 The temporary difference related to property and casualty unearned premiums is typically twenty percent 
(20%) of the outstanding statutory unearned premium reserve. If a company issues only one-year policies, 
it is reasonable to assume that the entire temporary difference will reverse in one year. If a company writes 
multi-year contracts, management will be required to estimate the percentage of the unearned premium 
that will be earned within each  year of the applicable reversal period and apply these percentages to the 
outstanding temporary difference.

5.13 The reversal of the temporary difference related to life insurance reserves may require actuarial assistance, 
normally involving anticipated development of the statutory and tax reserves for policies issued prior to 
the end of the current reporting year. In computing the anticipated development, it would be expected that 
reasonable assumptions be used, which may include cash-flow modeling of the entity’s reserves. Deferred 
acquisition costs on life insurance policies are amortized over prescribed periods pursuant to federal tax 
law. The amortization schedules should provide management with the ability to estimate the reversal for 
each year in the applicable reversal period with reasonable accuracy. 

5.14 For those temporary differences that do not have a defined reversal period, such as unrealized losses 
on common stock or deferred compensation liabilities, management will need to determine when the 
temporary difference is “expected” to reverse. For instance, assume a company has an unrealized loss of 
$200 in its equity portfolio and that, on average, the portfolio turns over twenty-percent (20%) per year. 
It would be appropriate for the company to conclude that $40 of the temporary difference will reverse 
in each year in the applicable reversal period. When determining when the temporary difference would 
be “expected” to reverse, management should normally take into account events that are likely to occur 
using information, facts and circumstances in existence as of the reporting date. The estimates used in this 
circumstance should not be extended to other tests of impairment. For instance, when the entity assumed a 
20% turnover in its equity portfolio, it is not involuntarily required to record an impairment in accordance 
with paragraph 9 of SSAP No. 30—Investments in Common Stock (excluding investments in common stock of 
subsidiary, controlled, or affiliated entities). 

5.15 In summary, the methodology used to develop the reversal pattern should be consistent, systematic, and 
rational. Although consistency is encouraged, business conditions may dictate that certain factors be 
given more or less weight than in previous periods. Factors to be considered include historical patterns, 
recent trends, and the likely impact of future initiatives (without regard to future originating temporary 
differences). For instance, if a company has migrated to a more efficient claims management system, 
outstanding reserves may be settled more quickly than historical payment patterns may indicate. A 
company that expects to enter into a loss portfolio transfer reinsurance transaction should consider the 
implications of that treaty in determining the reversal of the loss reserve temporary difference. 
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5b. Q – How should future originating differences impact the scheduling of temporary 
difference reversals during the applicable period? [Paragraphs 11.a., 11.b.i. and 
12.a]

5.16 A – Future originating differences, and their subsequent reversals, are considered in assessing the existence 
of future taxable income. However, they should not impact the scheduling of existing temporary difference 
reversals during the applicable period. Paragraph 229 of FAS 109 provides the following:

 229. For some assets or liabilities, temporary differences may accumulate over several years and then 
reverse over several years. That pattern is common for depreciable assets. Future originating differences for 
existing depreciable assets and their subsequent reversals are a factor to be considered when assessing the 
likelihood of future taxable income (paragraph 21(b)) for realization of a tax benefit for existing deductible 
temporary differences and carryforwards.

6. Q – What is meant by the phrase “expected to be realized”? [Paragraph 11.b.i.]

6.1 A – A reporting entity calculates the amount of its adjusted gross DTAs and gross DTLs under paragraph 7 
using the enacted tax rate. The amount of adjusted gross DTAs and gross DTLs is not recalculated under 
paragraph 11. The purpose of paragraph 11 is to determine the amount of adjusted gross DTAs that can be 
admitted in the reporting period.

6.2 An excerpt of SSAP No. 4 – Assets and Nonadmitted Assets indicates:

2. For purposes of statutory accounting, an asset shall be defined as: probable25  future 
economic benefits obtained or controlled by a particular entity as a result of past 
transactions or events. 

6.3 The phrase “expected to be realized” encompasses a reasonable expectation as to the value of the DTAs 
consistent with SSAP No. 4. This means that if a reporting entity’s management expects that deductible 
temporary differences that reverse in the applicable period will produce a federal income tax benefit 
at a rate that is lower than the enacted rate, the expected rate should be taken into consideration in the 
determination of the amount of admitted adjusted gross DTAs under paragraph 11.b.i. In other words, 
available evidence causes the reporting entity to expect the asset to be realized at less than the enacted rate. 
In such cases, it would not be appropriate to calculate the amount of admitted adjusted gross DTAs under 
paragraph 11.b.i. on the basis of reversing deductible temporary differences at the enacted tax rate.

6.4 The following examples illustrate situations where the amount of admitted adjusted gross DTAs under 
paragraph 11.b.i. would be less than the adjusted gross DTAs calculated using deductible temporary 
differences reversing in the applicable period at the enacted income tax rate. The approach in these 
examples is to determine the tax savings that the company would expect to realize from its reversing 
deductible temporary differences. This is accomplished through a calculation of the company’s income tax 
liability “with and without” these temporary differences. It is assumed that in these examples there are no 
prudent and feasible tax-planning strategies that would cause the entity to expect the asset to be realized at 
a rate different than that presented in the examples.

 

25 FASB Statement of Financial Accounting Concepts No. 6, Elements of Financial Statements (CON 6) states, “Probable is used with its usual general meaning, rather than in a 
specific accounting or technical sense (such as that in FASB Statement No. 5, Accounting for Contingencies, par. 3), and refers to that which can reasonably be expected 
or believed on the basis of available evidence or logic but is neither certain nor proved.”
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Example 1:

6.5 P&C has a significant portion of its investment portfolio in municipal bonds. It is estimating regular 
taxable income to be $6,000,000 in 20X3, $4,000,000 in 20X4, and $5,000,000 in 20X5. Included in 
these amounts are $10,000,000 ($8,500,000 net of 15% “proration”) of excluded tax-exempt interest per 
year and $2,000,000 of reversing deductible temporary differences per year that were included in P&C’s 
deferred inventory at 12/31/X2. The Company’s ExDTA ACL RBC percentage is 700% and therefore 
required to use the three-year applicable period under paragraph 11.b.i. 
 

20X3
Without Reversing 

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income $8,000,000 $8,000,000 $8,000,000 $8,000,000

AMT/ACE Adjustment 6,375,00027 6,375,000

Reversing Temporary Differences                                   (2,000,000) (2,000,000)

Taxable Income 8,000,000 14,375,000 6,000,000 12,375,000

Tax (35% regular/20% AMT)   2,800,000   2,875,000 2,100,000 2,475,000

Tax Liability $2,800,000        75,000 $2,100,000      375,000

Total Tax $2,875,000 $2,475,000

20X4
Without Reversing 

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income $6,000,000 $6,000,000 $6,000,000 $6,000,000

AMT/ACE Adjustment 6,375,000 6,375,000

Reversing Temporary Differences                                   (2,000,000) (2,000,000)

Taxable Income 6,000,000 12,375,000 4,000,000 10,375,000

Tax (35% regular/20% AMT)   2,100,000   2,475,000   1,400,000    2,075,000

Tax Liability $2,100,000      375,000 $1,400,000      675,000

Total Tax $2,475,000 $2,075,000

26 $10,000,000 x 85% x 75%
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20X5
Without Reversing 

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income $7,000,000 $7,000,000 $7,000,000 $7,000,000

AMT/ACE Adjustment 6,375,000 6,375,000

Reversing Temporary Differences                                   (2,000,000) (2,000,000)

Taxable Income 7,000,000 13,375,000 5,000,000 11,375,000

Tax (35% regular/20% AMT)   2,450,000   2,675,000   1,750,000   2,275,000

Tax Liability $2,450,000      225,000 $1,750,000      525,000

Total Tax $2,675,000 $2,275,000

 

Total28
Without Reversing  

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income $21,000,000 $21,000,000 $21,000,000 $21,000,000

AMT/ACE Adjustment 19,125,000 19,125,000

Reversing Temporary Differences                                       (6,000,000)  (6,000,000)

Taxable Income 21,000,000 40,125,000 15,000,000 34,125,000

Tax (35% regular/20% AMT)    7,350,000   8,025,000   5,250,000   6,825,000

Tax Liability $7,350,000      675,000 $5,250,000   1,575,000

Total Tax $8,025,000 $6,825,000

27 The totals are provided for illustration purposes only. The calculations are required to be performed individually each year.
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6.6 Over the three-year applicable period, the reversing deductible temporary differences of $6,000,000 
are expected to save P&C income taxes at a rate of 20% or $1,200,000 ($8,025,000 – $6,825,000). The 
remaining 15% tax benefit represents an additional AMT credit carryover of $900,000 ($1,575,000 – 
$675,000). Therefore, P&C’s admitted adjusted gross DTAs under paragraph 11.b.i., before reduction for 
any admitted adjusted gross DTAs under paragraph 11.a. would be $1,200,000, which is less than the 
amount of its adjusted gross DTAs of $2,100,000 ($6,000,000 x 35%) on reversing deductible temporary 
differences at the enacted rate. However, the $900,000 difference generated by the 15% (35% - 20%) rate 
differential under paragraph 11.b.i. would be taken into account in the paragraph 11.c. calculation as part 
of the amount of adjusted gross DTAs, after application of paragraphs 11.a. and 11.b., that can be offset 
against existing gross DTLs.

6.7 In the above example, if P&C were to be in a regular tax liability during 20X5 (i.e. a year in the applicable 
period subsequent to the creation of the 20X3 and 20X4 AMT credit carryovers), these credit carryovers 
may be utilized in determining the 20X5 with and without calculation. This utilization must be within the 
applicable period and would be limited to the amount allowed under tax law. In Example 1, assuming full 
utilization of the 20X3 and 20X4 carryovers, in 20X5 the admitted adjusted gross DTAs under paragraph 
11.b.i. (before reduction for any admitted adjusted gross DTAs under paragraph 11.a.) would then be 
equal to the $2,100,000 adjusted gross DTAs on the $6,000,000 of reversing deductible temporary 
differences because the AMT credit is both generated and fully utilized in the applicable period.

Example 2:

6.8 SL is a small life insurance company with projected assets of less than $500 million at the end of 20X3.  
SL also estimates that its 20X3 taxable income before the small life insurance company deduction (SLICD) 
will be $1,300,000. Included in this amount is $400,000 of reversing deductible temporary items that 
were part of SL’s deferred inventory at 12/31/X2. The Company’s ExDTA ACL RBC percentage is 250% 
and therefore it is required to use the one-year applicable period under paragraph 11.b.i.

 

20X3
Without Reversing 

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income before SLICD $1,700,000 $1,700,000 $1,700,000 $1,700,000

Reversing Temporary Differences                                      (400,000)    (400,000)

Net 1,700,000 1,700,000 1,300,000 1,300,000

Small Life Insurance Company Deduction (60%) (1,020,000) (1,020,000) (780,000) (780,000)

AMT/ACE Adjustment (75% of SLICD)                       765,000                       585,000

Taxable Income      680,000   1,445,000      520,000   1,105,000

Tax (35% regular/20% AMT)      238,000      289,000      182,000      221,000

Tax Liability $   238,000        51,000 $   182,000        39,000

Total Tax $    289,000 $   221,000
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6.9 Since SL is a small life insurance company with less than $3 million of taxable income before the small life 
insurance company deduction, it is taxed at an effective federal income tax rate of 17%. The $400,000 of 
reversing deductible temporary differences in 20X3 is expected to save SL $68,000 ($289,000 - $221,000) 
in federal income taxes at the 17% rate. The tax savings represents a reduction in regular taxes of $56,000 
and AMT taxes of $12,000. Under paragraph 11.b.i., SL would admit adjusted gross DTAs of $68,000, 
before reduction for any adjusted gross DTAs admitted under paragraph 11.a. Any unused amount of 
adjusted gross DTAs related to the 18% (35% - 17%) rate differential under paragraph 11.b.i. would be 
taken into account under paragraph 11.c. as part of the amount of adjusted gross DTAs, after reduction for 
adjusted gross DTAs admitted under paragraphs 11.a. and 11.b., that can be offset against existing gross 
DTLs. This same approach would be used in 20X4 and 20X5, if the Company instead qualified for the 
three-year applicable period under paragraph 11.b.i.

Example 3:

6.10 BCBS is a Blue Cross/Blue Shield Organization that expects to fully offset its regular taxable income 
with available section 833 (b) deductions in 20X2. Prior to considering the section 833 (b) deduction, 
BCBS projects $8,000,000 of taxable income in 20X3, which includes $3,000,000 of reversing deductible 
temporary differences that were part of its deferred inventory at 12/31/X2. The Company’s ExDTA 
ACL RBC percentage is 250% and therefore it is required to use the one-year applicable period under 
paragraph 11.b.i.

 

20X3
Without Reversing 

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income Before 833(b) $11,000,000 $11,000,000 $11,000,000 $11,000,000

Reversing Temporary Differences                                          (3,000,000)   (3,000,000)

Net 11,000,000 11,000,000 8,000,000 8,000,000

Section 833 (b) Deduction (11,000,000)                     (8,000,000)                    

Taxable Income 0 11,000,000 0 8,000,000

Tax (35% regular/20% AMT)                   0    2,200,000                   0    1,600,000

Tax Liability $                0    2,200,000 $                0    1,600,000

$ 2,200,000 $ 1,600,000

6.11 BCBS has a 0% effective tax rate on regular taxable income in 20X3 and is taxed at 20% for AMT. Its 
regular taxable income is $0, both “with and without” the $3,000,000 reversing deductible temporary 
differences since the section 833 (b) deduction changes by an equal amount. The $600,000 reduction 
in AMT tax liability related to the $3,000,000 reversing deduction temporary differences is expected 
to generate a 20% tax savings in 20X3. Therefore, BCBS would admit $600,000 of adjusted gross DTAs 
under paragraph 11.b.i., before reduction for any adjusted gross DTAs admitted under paragraph 11.a. 
Any unused amount of adjusted gross DTAs related to the 15% (35% - 20%) rate differential under 
paragraph 11.b.i. would be taken into account under paragraph 11.c. as part of the amount of adjusted 
gross DTAs, after reduction for adjusted gross DTAs admitted under paragraphs 11.a. and 11.b., that 
can be offset against existing gross DTLs. The same approach would be used in 20X4 and 20X5 if the 
Company instead qualified for the three-year applicable period under paragraph 11.b.i.
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Example 4:

6.12 ABC insurance company is projecting an income tax loss in 20X3 of $20,000,000, which includes 
$5,000,000 of reversing deductible temporary differences that were part of its deferred inventory at 
12/31/X2. ABC expects to pay $0 federal income taxes in 20X3 for both regular and AMT tax purposes as 
a result of its tax loss. The Company’s ExDTA ACL RBC percentage is 250% and therefore, it is required to 
use the one-year applicable period under paragraph 11.b.i. 
 
 

20X3
Without Reversing  

Temporary Differences
With Reversing  

Temporary Differences

Regular Tax AMT Regular Tax AMT

Regular Taxable Income (Loss) ($15,000,000) ($15,000,000) ($15,000,000) ($15,000,000)

Reversing Temporary Differences                                              (5,000,000)     (5,000,000)

Taxable Income (Loss)   (15,000,000)  (15,000,000)   (20,000,000)   (20,000,000)

Tax (35% regular/20% AMT) $                  0 $                 0 $                  0 $                  0

6.13 In 20X3, ABC expects to realize no tax benefit related to the $5,000,000 of reversing deductible temporary 
differences since they simply increase the amount of an NOL. Its expected income tax rate for 20X3 
would be 0% and ABC would have $0 admitted adjusted gross DTAs under paragraph 11.b.i. However, if 
some or all of the reversing temporary differences could be absorbed in the carryback period, ABC would 
have an admitted adjusted gross DTA under paragraph 11.a.28.  The adjusted gross DTAs of $1,750,000 
($5,000,000 x 35%), related to ABC’s reversing temporary differences, would also be available as part of 
its total adjusted gross DTAs, after reduction for adjusted gross DTAs admitted under paragraphs 11.a. 
and 11.b., that can be offset against gross DTLs in the paragraph 11.c. calculation.

6.14 If a company qualified to utilize the three-year applicable period under paragraph 11.b.i. and within that 
applicable period forecasted a taxable loss in one or more of the years and taxable income in the other 
years, the loss may be utilized in determining the with and without calculation. This loss utilization must 
be within the applicable period and would be limited to the amount allowed to be carried back or carried 
forward under applicable tax law.

28 For purposes of determining the amount of admitted adjusted gross DTAs under paragraph 11.a., ABC would look to the amount of existing temporary differences that 
reverse during a timeframe corresponding with the tax loss carryback provisions allowed by the applicable tax law, not to exceed three years, notwithstanding that it is 
limited to a one-year applicable period for purposes of paragraph 11.b.i.
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7. Q – SSAP No. 101 provides that a reporting entity may admit deferred tax assets in 
an amount equal to federal income taxes paid in prior years that can be recovered 
through loss carrybacks for existing temporary differences that reverse during 
a timeframe corresponding with IRS tax loss carryback provisions, not to exceed 
three years, including any amounts established in accordance with the provisions 
of SSAP No. 5R as described in paragraph 3.a. of this statement related to those 
periods. What is the meaning of the term “taxes paid”? [Paragraph 11.a.]

7.1 A – Under paragraph 11.a. of SSAP No. 101, the term “taxes paid” means the total tax (both regular and 
AMT, but not including interest and penalties), that was or will be reported on the reporting entity’s federal 
income tax returns for the periods included in the carryback period including any amounts established in 
accordance with the provision of SSAP No. 5R as described in paragraph 3.a. of SSAP No. 101 related to 
those periods. If a federal income tax return in the carryback period has been amended, or adjusted by the 
IRS, “taxes paid” would reflect the impact of the amended tax return, or settlement with the IRS.

7.2 In applying the term “taxes paid” to a reporting entity that is party to a consolidated federal income tax 
return, the term “taxes paid” means the total federal income tax (both regular and AMT) that was paid, 
or is expected to be paid to the common parent of the reporting entity’s affiliated group, in accordance 
with the intercompany tax sharing agreement, with respect to the income tax years included in the 
carryback period. “Taxes paid” includes amounts established in accordance with the provision of SSAP 
No. 5R as described in paragraph 3.a. of SSAP No. 101 related to those periods, including current federal 
income taxes payable (i.e., accrued in the entity’s financial statements) related to the carryback period. 
The ability of the reporting entity to recover (through loss carrybacks) taxes that were paid to its common 
parent is generally governed by the terms and provisions of the affiliated group’s intercompany tax sharing 
or tax allocation agreement.

8. Q – How is a company’s computation of adjusted gross and admitted adjusted gross 
deferred tax assets impacted if it joins in the filing of a consolidated federal income 
tax return? [paragraphs 7, 11, and 12]

8.1 A – For purposes of determining the amount of DTAs and the amount admitted under paragraph 11, the 
calculation should be made on a separate company, reporting entity basis. Under paragraph 7, a reporting 
entity’s gross deferred tax assets and liabilities are determined by identifying its temporary differences. 
These temporary differences are measured using a “balance sheet” approach by comparing statutory and 
tax basis balance sheets for that entity. Once a reporting entity determines its gross DTAs, they are reduced 
for any statutory valuation allowance adjustment that may be necessary to determine the adjusted gross 
DTAs. The amount of adjusted gross DTAs that are admitted is determined in accordance with paragraph 11.
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8.2 Under paragraph 11.a., an entity shall determine the amount of “federal income taxes paid in prior years 
that can be recovered through loss carrybacks for existing temporary differences that reverse during 
a timeframe corresponding with IRS tax loss carryback provisions, not to exceed three years.” Such 
amount shall include any amounts established for tax loss contingencies in accordance with paragraph 
3.a. Consistent with guidance promulgated in other EAIWG interpretations, a reporting entity that files a 
consolidated federal income tax return with its parent should look to the amount of taxes it paid (or were 
allocable to it) as a separate legal entity in determining the admitted adjusted gross DTAs under paragraph 
11.a. Furthermore, the admitted adjusted gross DTAs under paragraph 11.a. may not exceed the amount 
that the entity could reasonably expect to have refunded by its parent (paragraph 12.c.). The taxes paid by 
the reporting entity represent the maximum DTAs that may be admitted under paragraph 11.a., although 
the amount could be reduced pursuant to the group’s tax allocation agreement.

8.3 The amount of admitted adjusted gross DTAs under paragraph 11.b.i. is limited to the amount that the 
reporting entity expects to realize within the applicable period (refer to the 11.b.i. column of the applicable 
Realization Threshold Limitation Table in paragraph 11.b.) following the balance sheet date on a separate 
company basis. The entity must estimate its separate company taxable income and the tax benefit that it 
expects to receive from reversing deductible temporary differences in the form of lower tax payments to its 
parent. If the reporting entity has reversing adjusted gross DTAs during the applicable period for which it 
does not expect to realize a benefit under paragraph 11.b. on a separate company basis, the reporting entity 
cannot admit an amount related to such DTAs under paragraph 11,b., even though the reporting entity may 
be paid a tax benefit for such items pursuant to its tax allocation agreement.

8.4 The following examples reflect this analysis and assume that the surplus limitation of paragraph 11.b.ii. is 
not applicable:

Example 1:

8.5 Assume Company A, a life insurance company, joins in the filing of a consolidated federal income tax return. 
Consolidated taxes paid in prior carryback years total $150, of which Company A paid $100. Company A has 
existing temporary differences that reverse by the end of the third calendar year following the balance sheet 
date29  that, on a separate company reporting entity basis and following the applicable carryback provisions 
of the Internal Revenue Code for each year in which temporary differences reverse, would give rise to a tax 
recovery of $125.

8.6 Under paragraph 11.a., Company A could record an admitted DTA under 11.a. of $100, equal to the taxes it 
paid. Additionally, under paragraph 11.b.i., Company A could admit an additional $25, assuming it expects 
to realize such tax benefit based on its separate company analysis. Due to the consolidated return filing, 
the $100 admitted under paragraph 11.a. could only be admitted provided this amount could reasonably 
be expected to be refunded by the parent [paragraph 12.c.] and would be available pursuant to a written 
income tax allocation agreement [paragraph 16.b.].

 

29 Corresponds to the timeframe permitted by the Internal Revenue Code for carrybacks of tax losses for a life insurance company. Please note that the applicable 
carryback period for a non-life insurance company may be different.
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Example 2:

8.7 Assume the same facts as in Example 1, except consolidated taxes paid in prior carryback years that could be 
recovered are $70 and, pursuant to a written income tax allocation agreement, taxes recoverable through 
loss carrybacks may not exceed consolidated taxes paid in prior carryback years.

8.8 In this situation, Company A would admit a DTA of $70 under paragraph 11.a. (recoverable taxes limited to 
consolidated taxes paid which could be refunded by the parent). In addition, $55 ($125-$70) of DTA may 
be admitted under paragraph 11.b.i., if Company A expected to realize this tax benefit on the basis of its 
separate company estimated taxable income and temporary differences that are expected to be realized 
within the applicable period following the balance sheet date.

Example 3:

8.9 Parent Company P files a consolidated federal income tax return with its insurance subsidiaries, R, S and 
T. Assume consolidated taxes that could be recovered through loss carryback total $450. However, in 
the prior carryback years $200 was paid by each of the subsidiaries, R, S and T. The difference between 
the amount paid by the subsidiaries ($600) and the amount available through loss carryback ($150) 
is attributable to interest expense incurred by Company P. Pursuant to the group’s written income tax 
allocation agreement, in the case of loss carrybacks, taxes recoverable are limited to the consolidated 
taxes paid in the carryback years. 

8.10 Because the adjusted gross DTA admitted under paragraph 11.a. for each reporting entity cannot exceed 
what each entity paid and could reasonably be expected to be refunded by P, no more than $450 in total 
may be admitted by the subsidiaries (under paragraph 11.a.). If the adjusted gross DTA associated with the 
subsidiaries’ temporary differences that reverse in the 11.a. period exceed the $450 of taxes recoverable 
through loss carryback on a consolidated basis, the adjusted gross DTA admitted by the insurance 
subsidiaries under paragraph 11.a. should be allocated among the subsidiaries, consistent with the 
principles of its written income tax allocation agreement. This allocation would, in most instances, be based 
on each subsidiary’s share of reversing temporary differences.

8.11 Under paragraph 11.c., an entity may admit its adjusted gross DTAs, after application of paragraphs 11.a. 
and 11.b., based upon offset against its own existing gross DTLs and not against gross DTLs of other 
members of the affiliated or consolidated group.
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9a. Q – Current income taxes are defined by paragraph 3.a. to include tax loss 
contingencies for current and all prior years, computed in accordance with SSAP 
No. 5R, including the modifications in paragraphs 3.a.i, 3.a.ii., and 3.a.iii. How 
does the modification provided in paragraph 3.a.iii. impact the calculation of the 
tax contingencies recorded?

9.1 A – Paragraph 3.a.iii. provides the following rule:  If the estimated tax loss contingency is greater than 50% 
of the tax benefit originally recognized, the tax loss contingency recorded shall be equal to 100% of the 
original tax benefit recognized.

9.2 For example, assume that a company claimed a deduction in its current year federal income tax return 
that resulted in a $100 permanent tax benefit30.  Management must assume that the tax position will be 
examined by a taxing authority that has full knowledge of all relevant information (paragraph 3.a.ii.). In 
addition, management has determined that the probability of a liability is more likely than not (a likelihood 
of more than 50% pursuant to paragraph 3.a.i.) and that the liability can be reasonably estimated. 
Management’s best estimate of the loss of the tax benefit is $40 (an amount not greater than 50% of the tax 
benefit originally recognized). Under these facts, the company would establish a current tax liability in the 
amount of $40, increasing its current income tax expense by $40.

DR Current income tax expense  $40

CR Liability for current income tax  $40

9.3 Assume the same facts as 9.2, except that management determines the best estimate of the liability to be $60 
(an amount greater than 50% of the tax benefit originally recorded). Under paragraph 3.a.iii., the company 
would be required to record a tax contingency of $100 offsetting the entire original tax benefit recorded. 
Under these facts, the company would establish a current tax liability in the amount of $100, increasing its 
current income tax expense by $100.

DR Current income tax expense  $100

CR Liability for current income tax  $100

9b. Q – What impact, if any, does the inclusion of tax contingencies as a component 
of current income taxes have on the determination of deferred income taxes? 
[Paragraph 3.c.]

9.4 A – The purpose of this interpretation is to address when such contingencies should be “grossed-up” and 
reflected in the calculation of both statutory current and deferred federal income taxes.

9.5 Gross deferred tax assets and liabilities are determined in accordance with paragraph 7 of SSAP No. 101, 
and reflect the changes in temporary differences taken into account in estimating taxes currently payable 
and are manifested in the enterprise’s tax basis balance sheet. If gross tax loss contingencies associated with 
temporary differences have been included in taxes currently payable, a corresponding adjustment must be 
made to the tax basis balance sheet used in the determination of gross deferred tax assets and liabilities. 
Deferred tax assets and liabilities are not adjusted for tax contingencies not associated with temporary 
differences (i.e. permanent differences).

30 The treatment of tax contingencies related to temporary differences is discussed in Question 9b.
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9.6 For example, assume that a company determines, in accordance with SSAP No. 5R, including the modifications 
in paragraph 3.a. of SSAP No. 101, a tax loss contingency is required to be established for a $100 deduction 
claimed in a prior year federal income tax return. Assuming a 35% tax rate, the company would establish a 
current tax liability in the amount of $35, increasing its current income tax expense by $35.

DR Current income tax expense  $35

CR Liability for current income tax  $35

9.7 If the $100 deduction was associated with a temporary difference such as reserves, the company would 
make a corresponding adjustment to deferred taxes. The company would increase its gross deferred tax 
asset for reserves by $35 to reflect the future tax benefit associated with that reserve deduction. Any gross 
deferred tax asset recorded would still be subject to the admissibility requirements of paragraph 11.

DR Gross deferred tax asset   $35

CR Change in net deferred tax (surplus)   $35

9.8 If the $100 deduction was associated with a permanent item such as meals and entertainment expenses, 
the company would make no corresponding adjustment to the deferred tax assets. 

9.9 In determining the timing of when a tax loss contingency for a temporary item should be grossed up, 
paragraph 3.c. of SSAP No. 101 provides the following guidance:

 3.c. In determining when tax loss contingencies associated with temporary differences 
should be included in current income taxes under Paragraph 3.a., and therefore 
included in deferred taxes under paragraph 7, a reporting entity is not required to 
“gross-up” its current and deferred taxes until such time as an event has occurred that 
would cause a re-evaluation of the contingency and its probability of assessment, e.g., 
the IRS has identified the item as one which may be adjusted upon audit. Such an event 
could be the reporting entity’s (or its affiliate or parent in a consolidated income tax 
return) receipt of a Form 5701, Proposed Audit Adjustment, or could occur earlier upon 
receipt of an Information Document Request. At such time, the company must reassess 
the probability of an adjustment, reasonably re-estimate the amount of tax contingency 
as determined in accordance with paragraph 3.a., make any necessary adjustment to 
deferred taxes, and re-determine the admissibility of any adjusted gross deferred tax 
asset as provided in paragraph 11.
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10a. Q – If the reporting entity adjusts the amount of regular taxable income and capital 
gains reported on a prior year income tax return from the amount originally 
determined for financial reporting purposes, how is the effect of the change 
reported in the current year? [Paragraph 19]

10.1 A – Paragraph 19 of SSAP No. 101 indicates that “income taxes incurred or received during the current 
year attributable to prior years shall be allocated, to the extent not previously provided, to net income 
in accordance with SSAP No. 3—Accounting Changes and Corrections of Errors (SSAP No. 3) unless 
attributable, in whole or in part, to realized capital gains or losses, in which case, such amounts shall be 
apportioned between net income and realized capital gains and losses, as appropriate”. Paragraph 19 also 
indicates that income taxes incurred are to be allocated to ordinary income and realized capital gains 
consistent with paragraph 38 of FAS 109. Paragraph 38 of FAS 109 provides, in general, that the portion of 
the total income tax expense remaining after allocation to ordinary income would be allocated to realized 
capital gains or losses.

10.2 In accordance with paragraph 19, the amount of additional federal income taxes incurred in the current year 
with respect to the prior year would be allocated between ordinary income and realized capital gain items. 
The amount of additional federal income tax expense allocated to ordinary income should be determined by 
comparing the amount of additional tax expense actually incurred to the amount of tax expense that would 
have been incurred had the adjustment to ordinary income been zero (a “with and without” computation). 
The remaining amount of additional federal income tax expense would then be allocated to realized capital 
gains. The amounts of additional federal income tax expense allocated to ordinary income and realized 
capital gains would be included in the current period’s federal income tax expense and not as a direct 
adjustment to surplus.

10.3 As an example, assume Company X files its 20X1 federal income tax return and reports $1,000,000 of 
taxable income comprised of $800,000 of ordinary income and $200,000 of capital gain income. Since 
the company is subject to taxation at a 34 percent tax rate on all its income, it incurred federal income tax 
expense of $340,000. In preparing its 20X1 statutory income tax provision, the company estimated that 
its liability for 20X1 federal income tax would be $238,000 based on $600,000 of ordinary income and 
$100,000 realized capital gains.

10.4 In determining the amount of “income taxes incurred” for its 20X2 financial statement, Company X must 
include the additional $102,000 of income tax expense incurred on its 20X1 federal income tax return 
($340,000 actual tax incurred less $238,000 originally reported) in net income for 20X2 pursuant to 
paragraph 19 of SSAP No. 101 and not as a surplus adjustment. The $102,000 additional expense would be 
allocated to federal income taxes on net income and realized capital gains and losses as follows: 

Total additional income tax expense $102,000

Tax expense allocated to operations ($200,000 additional income x 34%) 68,000

Tax expense allocated to realized gains $34,000
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 The tax expense allocated to operations was determined as follows:

Total recomputed tax expense $340,000

Tax expense with only capital gain changes 272,000 32  

Tax expense allocated to operations $  68,000

10.5 For all purposes of computing and allocating federal income taxes between operations and capital gains 
and losses, the character of the income or loss item as determined for statutory accounting purposes should 
be followed. Thus, if an income item is treated as a capital gain for statutory accounting purposes but as 
ordinary income for tax purposes, the federal income tax allocable to such income would be considered tax 
expense attributable to capital gains.

10b. Q – What is meant by the phrase in paragraph 18 “a reporting entity’s unrealized 
gains and losses shall be recorded net of any allocated DTA or DTL”? [Paragraph 18]

10.6 A – Pursuant to Paragraph 18 of SSAP No. 101, a reporting entity’s unrealized gains and losses shall be 
recorded net of any allocated DTA or DTL in accordance with paragraph 35 of FAS 109. Paragraph 35 of FAS 
109 indicates that income taxes incurred are to be allocated between various items, including gains from 
operations and items charged or credited directly to shareholders’ equity, such as the change in unrealized 
gains and losses.

10.7 To the extent a reporting entity’s admitted DTA or its DTL changes during the year, the portion of such 
change allocable to changes in unrealized gains and losses during the year should be determined. The 
portion so allocable would be reported with, and netted against, the related change in unrealized gains and 
losses reported as a component of changes in surplus. The remaining portion of the change in DTA or DTL 
allocable to other temporary differences should be reported as a separate component of changes in surplus 
and/or change in nonadmitted assets.

10.8 For example, assume the reporting entity has DTAs of $1,000 relating to temporary differences other than 
unrealized losses, and a $100 DTL relating to unrealized gains as of the beginning of the year. Since the 
entity is subject to tax at 35 percent and all of its DTAs are expected to reverse within one year, the entity 
recorded a $900 net admitted DTA as of the beginning of the year.

10.9 During the current year, the DTAs relating to temporary differences other than unrealized losses did not 
change, but the DTL relating to the entity’s unrealized gains increased by $100 (unrealized gains increased 
by $285 during the year). As a result, the amount of the entity’s net admitted DTAs decreased by $100.

10.10 Pursuant to paragraph 18 of SSAP No. 101, the $100 decrease in the DTA during the year is to be allocated 
between changes attributable to temporary differences other than unrealized gains and losses and those 
attributable to unrealized gains and losses. Since the DTA relating to temporary differences other than 
unrealized gains and losses did not change during the year, the entire decrease is allocable to the change 
in unrealized gains. Therefore, the $100 decrease is to be allocated and netted against the $285 change in 
unrealized gains reported in change in surplus, resulting in a $185 net increase in surplus relating to its 
unrealized gains. If a portion of the unrealized loss DTA is determined to be nonadmitted, that amount is 
not recorded separately from the operating differences DTA. The change in the total nonadmitted DTA from 
period to period is recorded in surplus as a Change in Nonadmitted Assets.

31 This is a company with less than $10 million of taxable income therefore $600,000 of original ordinary income plus $200,000 recomputed capital gains equals $800,000 
taxable income times 34 percent applicable tax rate equals $272,000.
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11. Q – How are current and deferred income taxes to be accounted for in interim 
periods? [Paragraphs 12.d. and 20]

11.1 A – In setting forth the methodology for the computation of current income taxes (income taxes incurred) in 
interim periods, paragraph 20 states:

 20. Income taxes incurred in interim periods shall be computed using an estimated annual 
effective current tax rate for the annual period in accordance with the methodology 
described in paragraphs 19 and 20 of Accounting Principles Board Opinion No. 28, Interim 
Financial Reporting. Estimates of the annual effective tax rate at the end of interim periods 
are, of necessity, based on estimates and are subject to subsequent refinement or revision. 
If a reliable estimate cannot be made, the actual effective tax rate for the year-to-date may 
be the best estimate of the annual effective tax rate. If an insurer is unable to estimate 
a part of its “ordinary” income (or loss) or the related tax (or benefit) but is otherwise 
able to make a reliable estimate, the tax (or benefit) applicable to the item that cannot be 
estimated shall be reported in the interim period in which the item is reported.

11.2 As a result, to the extent a reliable estimate can be made of an expected annual effective tax rate, reporting 
entities should apply this rate to net income before federal and foreign income taxes, in the case of property 
and casualty insurers and health insurers, and net income and realized capital gains before federal and 
foreign income taxes in the case of life insurers. If a reliable estimate of the expected annual effective tax 
rate cannot be made, reporting entities should compute current and deferred taxes at interim reporting 
dates using the most reliable information that is available.

11.3 The following examples illustrate the estimation process for income taxes incurred using the estimated 
annual effective rate:  
 

Projected statutory net income33 for current year $10,000,000

Estimated annual permanent differences: (2,800,000)

Estimated annual temporary differences: 2,000,000

Projected taxable income for current year $9,200,000

Projected federal tax for current year (at 35%) $3,220,000

Estimated annual effective tax rate 32.2%

32 For all examples in Question 11, statutory net income represents operating and capital gain income before federal and foreign income taxes.
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11.4 As a result, assuming that during the calendar year the reporting entity’s expectations as to its statutory and 
taxable income do not change, income tax incurred will be recorded on a quarterly basis as follows: 
 

Quarter Statutory Income (Loss) Income Taxes Incurred

1 $(2,000,000) $(644,000)

2 4,000,000 1,288,000

3 6,000,000 1,932,000

4 2,000,000 644,000

Total $10,000,000 $3,220,000

11.5 If the reporting entity’s expectations as to its statutory and taxable income change in the second quarter so 
that it expects that its annual effective rate will increase from 32.2% to 34%, it will record income taxes 
incurred in the second quarter of $1,324,000 (cumulative statutory income at end of the second quarter of 
$2,000,000 at 34% or $680,000 less $644,000 tax benefit recorded in first quarter).

11.6 As noted above, life insurers must estimate their annual effective tax rate and record income taxes incurred 
based on net income and realized capital gains before federal and foreign income taxes. With regard to 
intraperiod tax allocation, paragraph 19 states in relevant part:

19. Income taxes incurred shall be allocated to net income and realized capital gains or losses 
in a manner consistent with paragraph 38 of FAS 109.

11.7 As a result of the above and where the reporting entity expects realized capital gains or losses for the annual 
period, income taxes incurred must be allocated using a “with and without” methodology to net income 
before taxes and realized capital gains (see Question 10.4 for further discussion).

11.8 An example of this “with and without” methodology is as follows:

 

Projected statutory net income for current year $10,000,000

Realized gains included above (1,000,000)

9,000,000

Estimated annual permanent differences: (2,800,000)

Estimated annual temporary differences: 2,000,000

Projected ordinary taxable income for current year $8,200,000

Projected ordinary federal tax for current year (at 35%) $2,870,000

Projected capital gain federal tax for current year (at 35%) 350,000

Projected total federal tax for current year $3,220,000

Estimated ordinary annual effective tax rate ($2,870,000 / $9,000,000) 31.9%

Estimated capital gain annual effective tax rate ($350,000 / $1,000,000) 35.0%

Estimated total annual effective tax rate ($3,220,000 / $10,000,000) 32.2%
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11.9 As a result, assuming that during the calendar year the reporting entity’s expectations as to its statutory and 
taxable income (including the amounts of ordinary and capital income) do not change, income tax incurred 
will be recorded on a quarterly basis as follows: 
 

Quarter Ordinary Income 
(Loss)

Capital Income 
(Loss)

Ordinary Taxes 
Incurred

Capital Taxes 
Incurred

1 $(1,000,000) $(1,000,000) $ (319,000) $(350,000)

2 3,000,000 1,000,000 956,000 350,000

3 5,000,000 1,000,000 1,595,000 350,000

4 2,000,000 0 638,000 0

Total $9,000,000 $1,000,000 $2,870,000 $350,000

11.10 With respect to the recording of deferred taxes on an interim basis paragraph 12.d. states:

12.d. The phrases “reverse during a timeframe corresponding with IRS tax loss carryback 
provisions, not to exceed three years,” “realized within one year of the balance sheet 
date” and “realized within three years of the balance sheet date” are intended to 
accommodate interim reporting dates and reporting entities that file on an other than 
calendar year basis for federal income tax purposes.

11.11 When considered in the context of paragraph 20, this paragraph requires the use of the annual effective 
rate when determining deferred taxes at an interim reporting date. As such, a reporting entity’s admitted 
adjusted gross DTAs are determined in accordance with paragraph 11 by reference to the adjusted 
gross DTAs that will reverse each year in the applicable period. Note however, that due to the inherent 
unpredictability, and general inability to project changes in capital gains and losses on a quarter by quarter 
basis, the deferred tax implications of the changes in unrealized gains and losses should be recorded on a 
discrete period basis (i.e., based on the change in the amounts on a quarter by quarter basis). For example 
in determining its admitted adjusted gross DTAs at March 31, 20X2, the reversal period referred to above 
is calendar years 20X3, 20X4 and 20X5 (i.e., expected adjusted gross DTAs at December 31, 20X2 that are 
expected to reverse in 20X3, 20X4 and 20X5).
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11.12 This methodology is illustrated by the following example:

 In this example, XYZ Co. is a life insurance company33  that has a three-year carryback potential and also has 
an ExDTA ACL RBC percentage of 700%.

 

Projected statutory net income for 20X3 $10,000,000

Estimated annual permanent differences: (2,800,000)

Estimated annual temporary differences: 2,000,000

Projected ordinary taxable income for current year $9,200,000

Temporary differences at December 31, 20X2: $5,000,000

Estimated temporary differences at December 31, 20X3: $7,000,000

Taxable income in carryback period (taxes paid at 35%):

Year ended December 31, 20X0 $800,000 ($280,000)

Year ended December 31, 20X1 2,000,000 (700,000)

Year ended December 31, 20X2 3,000,000 (1,050,000)

Year ended December 31, 20X3 $9,200,000 ($3,220,000)

Note: Year ended December 31, 20X3 taxable income and taxes paid considered in the calculation of its interim tax accruals are based on 
the reporting entity’s estimate of its annual taxable income and taxes to be paid. This amount may differ from the quarterly federal income 
tax estimates it expects to make during the year.

Reversing Period

20X3 20X4 20X5

December 31, 20X2 Temporary difference reversals: $2,000,000 $1,500,000 $1,500,000

20X4 20X5 20X6

December 31, 20X3 Temporary difference reversals: $3,000,000 $2,000,000 $2,000,000

33 XYZ Co. does not qualify for the small life insurance company deduction. Please note the results in this example may be different due to differences in the applicable 
carryback periods if XYZ Co. was a P&C insurance company.
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Admitted deferred tax assets at December 31, 20X2:

Paragraph 11.a.

20X0 $   800,000

20X1 2,000,000

20X2 2,200,000

5,000,000

Taxes paid at 35% $1,750,000

Paragraph 11.b. 0

Paragraph 11.c. 0

Total admitted $1,750,000

Note: The recovery of federal income taxes paid in prior years under paragraph 11.a. is calculated in this example by carrying back 20X3’s 
temporary difference reversals to offset 20X0’s taxable income of $800,000 and $1,200,000 of 20X1’s taxable income; then carrying back 
20X4’s temporary difference reversals to offset 20X1’s remaining taxable income of $800,000 and $700,000 of 20X2’s taxable income; finally, 
carrying back 20X5’s temporary difference reversals to offset $1,500,000 of 20X2’s taxable income. Since all gross DTAs were admitted under 
paragraph 11.a., paragraphs 11.b.and 11.c. need not be considered.

Admitted deferred tax assets at December 31, 20X3:

Paragraph 11.a.

20X1 $2,000,000

20X2 3,000,000

20X3 2,000,000

7,000,000

Taxes paid at 35% $2,450,000

Paragraph 11.b. 0

Paragraph 11.c. 0

Total admitted $2,450,000

Note: The recovery of federal income taxes paid in prior years under paragraph 11.a. is calculated in this example by carrying back 20X4’s 
temporary difference reversals to offset 20X1’s taxable income of $2,000,000 and $1,000,000 of 20X2’s taxable income; then carrying back 
20X5’s temporary difference reversals to offset 20X2’s remaining taxable income of $2,000,000; finally, carrying back 20X6’s temporary difference 
reversals to offset $2,000,000 of 20X3’s taxable income. Since all gross DTAs were admitted under paragraph 11.a., paragraphs 11.b. and 11.c. 
need not be considered.

Total estimated federal taxes for 20X3:

Income taxes incurred (current tax) ($9,200,000 X 35%) $3,220,000

Change in deferred tax ($1,750,000 – $2,450,000) (700,000)

$2,520,000
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11.13 As a result of the above, the annual effective tax rate for current and deferred income taxes is as follows:

 

Current ($3,220,000/$10,000,000) 32.2%

Deferred (($700,000)/$10,000,000) (7.0)%

Total annual effective rate 25.2%

 

Quarter
Statutory Income 

(Loss)
Income Taxes 

Incurred Deferred Taxes

1 $(2,000,000) $  (644,000) $   140,000

2 4,000,000 1,288,000  (280,000)

3 6,000,000 1,932,000  (420,000)

4 2,000,000  644,000  (140,000)

Total $10,000,000 $3,220,000 $(700,000)

11.14 To the extent that a reporting entity’s estimated year end34  admitted adjusted gross deferred tax assets are 
limited by its surplus pursuant to paragraph 11.b.ii., the annual effective deferred tax rate must be adjusted 
to consider the impact of this limitation on a quarterly basis.

34 In the previous example, year end is December 31, 20X3.
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12. Q – How do you present deferred taxes in the Annual Statement? [Paragraphs 8, 18, 
21-28, and 36]

12.1 A – This answer is divided into four different parts.

Change in Accounting Principle

12.2 As required by paragraph 36 of SSAP No. 101, balances of current and deferred federal and foreign 
income taxes resulting from the adoption of SSAP No. 101 effective January 1, 2012 shall be presented in 
the Annual Statement as a Cumulative Effect of Changes in Accounting Principles. SSAP No. 3 provides 
the following:

3. A change in accounting principle results from the adoption of an accepted accounting principle, or 
method of applying the principle, which differs from the principles or methods previously used for 
reporting purposes. A change in the method of applying an accounting principle shall be considered a 
change in accounting principle.

4. A characteristic of a change in accounting principle is that it concerns a choice from among two or 
more statutory accounting principles. However, a change in accounting principle is neither (a) the 
initial adoption of an accounting principle in recognition of events or transactions occurring for the 
first time or previously immaterial in their effect, nor (b) the adoption or modification of an accounting 
principle necessitated by transactions or events that are clearly different in substance from those 
previously occurring.

5. The cumulative effect of changes in accounting principles shall be reported as adjustments to 
unassigned funds (surplus) in the period of the change in accounting principle. The cumulative effect is 
the difference between the amount of capital and surplus at the beginning of the year and the amount 
of capital and surplus that would have been reported at that date if the new accounting principle had 
been applied retroactively for all prior periods.

12.3 In accordance with an interpretation from the Emerging Accounting Issues Working Group, INT 01-27: 
Accounting Change versus Correction of Error, adjustments to amounts recorded as of January 1, 2012 would 
be recorded as a modification to the changes in accounting principle account rather than corrections of an 
error through the period of 2012.
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Illustration A Assumptions:

12.4 On January 1, 2012, as a result of applying paragraph 11.b. requirements to use current period statutory 
capital and surplus rather than prior quarter statutory capital and surplus as required by previous guidance, 
the AlphaBeta P/C Company computed the following balances related to deferred taxes:

 

1/1/12 12/31/11

Gross DTA $200,000 $200,000

Statutory Valuation Allowance Adjustment 0 0

Adjusted Gross DTA 200,000 200,000

Deferred Tax Assets Nonadmitted 25,000 10,000

Admitted Adjusted Gross DTA 175,000 190,000

Gross DTL 100,000 100,000

Net Admitted Adjusted Gross DTA $75,000 $90,000

  
There was no change in the amount of the current tax liability recorded by AlphaBeta as a result of the 
adoption of SSAP No. 101.

12.5 The Cumulative Effect of Changes in Accounting Principles line shown in the surplus section of the Annual 
Statement would show a decrease of $15,000 ($90,000 – $75,000) on 1/1/2012. In addition, during the 
second quarter of 2012, the Company determined that it incorrectly computed its Net Admitted Adjusted 
Gross DTA as of 1/1/2012 under SSAP No. 101 and modified its opening balance as follows (note that 
modifications were not a result of changes in circumstances or events which occurred during 2012):

 

Revised 1/1/12

Gross DTA $200,000

Statutory Valuation Allowance Adjustment 0

Adjusted Gross DTA 200,000

DTA Nonadmitted 35,000

Admitted Adjusted Gross DTA 165,000

Gross DTL 100,000

Net Admitted Adjusted Gross DTA $65,000
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12.6 The Company would record the following balances in its 3/31/12 financial statements: 

  

1/1/12 Revised 1/1/12
Increase 

(Decrease)

Gross DTA $200,000 $200,000 $0

Statutory Valuation Allowance Adjustment 0 0 0

Adjusted Gross DTA 200,000 200,000 0

DTA Nonadmitted 25,000 35,000 10,000

Admitted Adjusted Gross DTA 175,000 165,000 (10,000)

Gross DTL 100,000 100,000 0

Net Admitted Adjusted Gross DTA $75,000 $65,000 ($10,000)

  

12.7 The additional $10,000 decrease in net admitted adjusted gross DTA would also be recorded through  
the Cumulative Effect of Changes in Accounting Principles line shown in the surplus section of the  
Annual Statement.

Unrealized Capital Gains and Losses

12.8 SSAP No. 101 paragraph 18 states:

 14. In accordance with paragraph 35 of FAS 109, a reporting entity's unrealized gains and losses 
shall be recorded net of any allocated DTA or DTL. The amount allocated shall be computed in a manner 
consistent with paragraph 38 of FAS 109.

12.9 The following illustrates the presentation of such requirement in the Annual Statement:

Illustration B Assumptions:

12.10 Entity grouped its investments in a reasonable and consistent manner and calculated the following 
 gross amounts attributable to appreciation and depreciation in the fair value of its common stocks 
 during 20X2 (see question 2 regarding grouping of assets and liabilities for measurement):

 

Gross
Carrying 

Value Rate
Tax effected
DTA (DTL)

Common stock carrying value 1/1/X2 $800,000

Unrealized (loss) ($428,571) 35% $150,000

Unrealized gain 342,857 35% (120,000)

Net (loss) gain (85,714) $30,000

Common stock carrying value 12/31/X2 $714,286



A comparison of tax accounting – 2012 and beyond  117

12.11 The journal entries need to present unrealized losses and gains net of tax are:

 

12/31/X2 DR Change in unrealized capital gains and losses $85,714

CR Common stock ($85,714)

Recognition of net depreciation in FV of common stock

 

12/31/X2 DR Deferred tax asset $150,000

CR Deferred tax liability ($120,000)

CR Change in deferred income taxes ($30,000)

Recognition of gross deferred tax amounts

 

12/31/X2 DR Change in deferred income taxes $30,000

CR Change in unrealized capital gains and losses ($30,000)

Reclass tax effect of net unrealized loss per paragraph 18 of SSAP No. 101

12.12 Condensed 12/31/X2 Balance Sheet:

 

ASSETS 20X2 20X1
LIABILITIES, SURPLUS 

AND OTHER FUNDS 20X2 20X1

Common Stock $714,286 $800,000 Surplus:

Net deferred tax asset 30,000 Beginning of year $800,000

Change in UNL (55,714)36 

Total Assets $744,286 $800,000 Liabilities & Surplus $744,286 $800,000

35 Computed at $85,714 (total change in UNG/UNL) - $30,000 tax effect
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Annual Statement Presentation

12.13 In accordance with SSAP No. 101, DTAs and DTLs shall be offset and presented as a single amount on the 
statement of financial position. The following illustrates this requirement:

 
Illustration C Assumptions:

12.14 The entity had the following balances (1/1/X2 balances carried forward from Illustration A): 

 

1/1/X2 12/31/X2 Change

Gross DTA $200,000 $510,000 $310,000

Statutory Valuation Allowance Adjustment 0 10,000 10,000

Adjusted Gross DTA 200,000 500,000 300,000 37

DTA Nonadmitted 25,000 150,000 125,000

Admitted Adjusted Gross DTA 175,000 350,000 175,000

Gross DTL 100,000 200,000 100,000

Net Admitted Adjusted Gross DTA $ 75,000 $150,000 $ 75,000

Current FIT Recoverable $ 18,000 $  20,000 $   2,000

 

12.15 Illustrative 12/31/X2 Balance Sheet for Illustration C:

 

ASSETS Current Year Prior Year

1
Assets

2
Nonadmitted 

Assets

3
Net Admitted

Assets
(Cols. 1–2)

4
Net Admitted

Assets

Current Federal and foreign income tax 
recoverable and interest thereon

$20,000 $0 $20,000 $18,000

Net deferred tax asset $300,000 $150,000 $150,000 $75,000

36 Includes $30,000 resulting from net unrealized losses as shown in Illustration B. As such the change in net deferred income taxes at 12/31/X2 is $170,000 ($300,000 
(gross change in DTA) – $100,000 (gross change in DTL) – $30,000 reclass to net unrealized capital gains (losses)).
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12.16 Illustrative 12/31/X2 Income Statement for Illustration C:

 

STATEMENT OF INCOME (P/C)
SUMMARY OF OPERATIONS (Life & Health)
STATEMENT OF REVENUES AND EXPENSES (Health)

1
Current Year

2
Prior Year

Gains and (losses) in surplus

Change in net unrealized capital gains (losses) less capital gains tax of $ ($55,714) 0

Change in net deferred income tax $170,000 0

Change in nonadmitted assets ($125,000) 0

12.17 Illustrative 12/31/X2 Exhibit of Nonadmitted Assets for Illustration C:

 

1
End of Current Year

2
End of Prior Year

3
Changes for Year

(Increase) Decrease

Net deferred tax asset $150,000 $25,000 ($125,000)

Total $150,000 $25,000 ($125,000)

 
Illustration D Assumptions:

12.18 The entity had the following balances (1/1/20X2 balances carried forward from Illustration A):

 

1/1/X2 12/31/X2 Change

Gross DTA $200,000 $510,000 $310,000

Statutory Valuation Allowance Adjustment 0 10,000 10,000

Adjusted Gross DTA 200,000 500,000 300,00038

DTA Nonadmitted 25,000 150,000 125,000

Net Admitted Adjusted Gross DTA 175,000 350,000 175,000

Gross DTL 100,000 200,000 100,000

Net Admitted Adjusted Gross DTA $75,000 $150,000 $75,000

Current FIT Liability $7,000 $12,000 $5,000

37 Includes $30,000 resulting from net unrealized losses as shown in Illustration B. As such the change in net deferred income taxes at 12/31/X2 is $170,000 ($300,000 
(gross change in DTA) – $100,000 (gross change in DTL) – $30,000 reclass to net unrealized capital gains (losses)).
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12.19  Illustrative 12/31/X2 Balance Sheet for Illustration D:

 

ASSETS Current Year Prior Year

1
Assets

2
Nonadmitted 

Assets

3
Net Admitted

Assets
(Cols. 1–2)

4
Net Admitted

Assets

Net deferred tax asset $300,000 $150,000 $150,000 75,000

 

LIABILITIES, SURPLUS AND OTHER FUNDS
1

Current Year
2

Prior Year

Current Federal and foreign income taxes (including $0 on realized 
capital gains (Losses))

$12,000 $7,000

12.20 Illustrative 12/31/X2 Income Statement for Illustration D:

 

STATEMENT OF INCOME (P/C)
SUMMARY OF OPERATIONS (Life & Health)
STATEMENT OF REVENUES AND EXPENSES (Health)

1
Current Year

2
Prior Year

Gains and (losses) in surplus

Change in net unrealized capital gains (losses) less capital  
gains tax of $

($55,714) 0

Change in net deferred income tax $170,000 0

Change in nonadmitted assets ($125,000) 0

12.21 Illustrative 12/31/X2 Exhibit of Nonadmitted Assets for Illustration D:

 

1
End of Current Year

2
End of

Prior Year

3
Changes for Year

(Increase) Decrease

Net deferred tax asset $150,000 $25,000 ($125,000)

Total $150,000 $25,000 ($125,000)
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Notes to the Financial Statements Disclosures:

12.22 SSAP No. 101 paragraphs 21-28 include extensive disclosure requirements. Although some of these amounts 
are presented on the face of the financial statements or in schedules or exhibits to the Annual Statement, 
they will be included in the Notes to the Financial Statements both in the Annual Statement and in the 
Annual Audited Financial Statements. 

12.23 This section provides specific examples that illustrate the disclosures required in SSAP No. 101. The formats 
in the illustrations are not requirements. Some of the disclosure paragraphs of SSAP No. 101 are not specific 
as to whether the entity should disclose the nature of certain items or whether the entity should disclose 
specific amounts. The illustrations included herein use a combination of each method. The NAIC encourages 
a format that provides the information in the most understandable manner in the specific circumstances. 
The following illustrations are for a single hypothetical insurance enterprise, referred to as AlphaBeta 
Property & Casualty Insurance Company38.

12.24 All of the disclosures would be completed in the year-end Annual Statement and audited statutory financial 
statements. The disclosures of paragraphs 22-24, and 25 (on a prospective basis) and 26-28 should be 
presented in accordance with paragraph 61 of the Preamble on the initial adoption of SSAP No. 10, a 
predecessor of SSAP No. 101, therefore these notes would only be presented in the first, second and third 
Quarterly Statements if the underlying data changed significantly.

12.25 Selected AlphaBeta P/C Company Financial Data at December 31, 20X2 (Balance Sheet information carried 
forward from Illustration C): 
 

ASSETS Current Year Prior Year

1
Assets

2
Nonadmitted 

Assets

3
Net Admitted

Assets
(Cols. 1–2)

4
Net Admitted

Assets

Current federal and foreign income tax 
recoverable and interest thereon $20,000 $0 $20,000 $18,000

Net deferred tax asset $300,000 $150,000 $150,000 $75,000

  

 CAPITAL AND SURPLUS ACCOUNT
1

Current Year
2

Prior Year

Change in net unrealized capital gains (losses)less capital gains tax of $30,000 ($55,714) 0

Change in net deferred income tax $170,000 0

Change in nonadmitted assets ($125,000) 0

EXHIBIT OF NON-ADMITTED ASSETS 1
End of Current 

Year

2
End of

Prior Year

3
Changes for Year

(Increase) Decrease

Net deferred tax asset $150,000 $25,000 ($125,000)

 

38 In applying the illustrative examples to the 2012 calendar year, prior year balances would include any adjustments required from the cumulative change in accounting 
principle required as a result of the adoption of SSAP No. 101.
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STATEMENT OF INCOME 20X2

UNDERWRITING INCOME

Premiums earned $5,250,000

DEDUCTIONS:

Losses incurred 3,550,000

Loss adjustment expenses incurred 1,750,000

Other underwriting expenses incurred 525,000

Net underwriting gain (loss) (575,000)

INVESTMENT INCOME

Net investment gain (loss) 1,350,000

OTHER INCOME

Total other income 125,000

Net income before dividends to policyholders, after capital gains tax and before all other 
federal and foreign income taxes

900,000

Dividends to policyholders 200,000

Net income, after dividends to policyholders, after capital gains tax and before all other 
federal and foreign income taxes

700,000

Federal and foreign income taxes incurred 220,000

Net income $480,000
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Paragraph 22 Illustration:

12.26 The components of the net DTA recognized in the Company’s Assets, Liabilities, Surplus and Other Funds are 
as follows:

12/31/20X2 12/31/20X1 Change

Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Gross Deferred Tax Assets $375,000 $135,000 $510,000 $93,000 $107,000 $200,000 $282,000 $28,000 $310,000

Statutory Valuation Allowance 
Adjustments

0 10,000 10,000 0 0 0 0 10,000 10,000

Adjusted Gross Deferred Tax 
Assets

375,000 125,000 500,000 93,000 107,000 200,000 282,000 18,000 300,000

Deferred Tax Assets 
Nonadmitted

150,000 0 150,000 20,000 5,000 25,000 130,000 (5,000) 125,000

Subtotal Net Admitted Deferred 
Tax Asset

225,000 125,000 350,000 73,000 102,000 175,000 152,000 23,000 175,000

Deferred Tax Liabilities 21,000 179,000 200,000 15,000 85,000 100,000 6,000 94,000 100,000

Net Admitted Deferred Tax 
Asset/(Net Deferred Tax Liability)

$204,000 ($54,000) $150,000 $58,000 $17,000 $75,000 $146,000 ($71,000) $75,000

Admission Calculation 
Components SSAP No. 101 
(Paragraph 11)

a. Federal Income Taxes Paid 
In Prior YearsRecoverable 
Through Loss Carrybacks.

$85,000 $5,000 $90,000 $45,000 $5,000 $50,000 $40,000 0 $40,000

b. Adjusted Gross Deferred 
Tax Assets Expected To Be 
Realized (Excluding The 
Amount Of Deferred Tax 
Assets From a, above) After 
Application of the Threshold 
Limitation. (The Lesser of b.i. 
and b.ii. Below)

50,000 10,000 60,000 13,000 12,000 25,000 37,000 (2,000) 35,000

i. Adjusted Gross Deferred 
Tax Assets Expected to 
be Realized Following the 
Balance Sheet Date.

NA NA 60,000 NA NA 25,000 NA NA 35,000

ii. Adjusted Gross Deferred Tax 
Assets Allowed per Limitation 
Threshold.

NA NA 900,000 NA NA 750,000 NA NA 150,000

c. Adjusted Gross Deferred 
Tax Assets (Excluding The 
Amount Of Deferred Tax 
Assets From a. and b. above) 
Offset by Gross Deferred Tax 
Liabilities.

90,000 110,000 200,000 15,000 85,000 100,000 75,000 25,000 100,000

Deferred Tax Assets Admitted as 
the result of application of SSAP 
No. 101.Total (a. + b. + c.)

$225,000 $125,000 $350,000 $73,000 $102,000 $175,000 $152,000 $23,000 $175,000
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12/31/20X2 12/31/20X1 Change

Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

20X2
Percentage

20X1 
Percentage

Ratio Percentage Used To 
Determine Recovery Period 
And Threshold Limitation 
Amount40

600% 500%

Amount Of Adjusted Capital 
And Surplus Used To 
Determine Recovery Period 
And Threshold Limitation41 

$6,000,000 $5,000,000

The Company’s tax-planning strategies include the use of reinsurance-related tax-planning strategies.

Impact of Tax Planning 
Strategies

12/31/20X2 12/31/20X1 Change

Ordinary 
Percent

Capital 
Percent

Total 
Percent42

Ordinary 
Percent

Capital 
Percent

Total 
Percent

Ordinary 
Percent

Capital 
Percent

Total 
Percent

Adjusted Gross DTAs (% of 
Total Adjusted Gross DTAs)

6% 7% 13% 7% 7% 14% -1% 0% -1%

Net Admitted Adjusted Gross 
DTAs (% of Total Net Admitted 
Adjusted Gross DTAs)

14% 15% 29% 15% 15% 30% -1% 0% -1%

 
Paragraph 23 Illustration:

12.27 The Company has not recognized a deferred tax liability of approximately $30,000 for the undistributed 
earnings of its 100 percent owned foreign subsidiaries that arose in 20X2 and prior years because the 
Company does not expect those unremitted earnings to reverse and become taxable to the Company 
in the foreseeable future. A deferred tax liability will be recognized when the Company expects that it 
will recover those undistributed earnings in a taxable manner, such as through receipt of dividends or 
sale of the investments. As of December 31, 20X2, the undistributed earnings of these subsidiaries were 
approximately $88,000.

Paragraph 24 Illustration:

12.28 The provisions for incurred taxes on earnings for the years ended December 31 are: 
 

20X2 20X1

Federal $180,000 $135,000

Foreign 40,000 15,000

220,000 150,000

Federal income tax on net capital gains 52,000 36,000

Utilization of capital loss carry-forwards (52,000) (36,000)

Federal and foreign income taxes incurred $220,000 $150,000

39 Disclose the ratio used by the reporting entity from the applicable Realization Threshold Limitation Table in paragraph 11.b. of SSAP No. 101 to determine the appropriate 
limitations of paragraph 11.b. In the event that late immaterial modifications to a reporting entity’s statutory financial statements occur subsequent to initial completion 
of the statutory financial statements but prior to filing or similar deadline, these immaterial changes do not need to be reflected in this ratio if such modifications do not 
cause the reporting entity to change the threshold limitation from the applicable Realization Threshold Limitation Table.

40 Provide the amount of adjusted capital and surplus used to calculate the limitation under paragraph 11.b.ii.
41 The total percentage should be separately calculated and is not intended to be a summation of the percentages by tax character.
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12.29 The tax effects of temporary differences that give rise to significant42 portions of the deferred tax assets and 
deferred tax liabilities are as follows:  
 

Deferred Tax Assets: 12/31/20X2 12/31/20X1 Change

Ordinary

Discounting of unpaid losses 30,000 10,000 20,000

Unearned premium reserve 235,000 50,000 185,000

Investments 25,000 15,000 10,000 

Pension accrual 65,000 15,000 50,000

Other (including items <5% of total ordinary tax assets) 20,000 3,000 17,000

Subtotal 375,000 93,000 282,000

Statutory valuation allowance adjustment 0 0 0

Nonadmitted 150,000 20,000 130,000

Admitted ordinary deferred tax assets 225,000 73,000 152,000

Capital

Investments 125,000 45,000 80,000 

Net capital loss carry-forward 10,000 62,000 (52,000)

Other (including items <5% of total capital tax assets) 0 0 0

Subtotal 135,000 107,000 28,000

Statutory valuation allowance adjustment 10,000 0 10,000 

Nonadmitted 0 5,000 (5,000)

Admitted capital deferred tax assets 125,000 102,000 23,000

Admitted deferred tax assets 350,000 175,000 175,000

Deferred Tax Liabilities:

Ordinary

Investments 10,000 5,000 5,000

Fixed assets 6,000 5,000 1,000

Other (including items <5% of total ordinary tax liabilities) 5,000 5,000 0

Subtotal 21,000 15,000 6,000 

Capital

Investments 110,000 55,000 55,000

Real estate 64,000 25,000 39,000

Other (including items <5% of total capital tax liabilities) 5,000 5,000

Subtotal 179,000 85,000 94,000

Deferred tax liabilities 200,000 100,000 100,000

Net deferred tax assets/liabilities 150,000 75,000 75,000

  

42 Significant is defined as any amount in excess of 5% of the total applicable DTAs or DTLs.
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12.30 The change in net deferred income taxes is comprised of the following (this analysis is exclusive of 
nonadmitted assets as the Change in Nonadmitted Assets is reported separately from the Change in Net 
Deferred Income Taxes in the surplus section of the Annual Statement):

 

Dec. 31, 20X2 Dec. 31, 20X1 Change

Adjusted gross deferred tax assets $500,000 $200,000 $300,000

Total deferred tax liabilities 200,000 100,000 100,000

Net deferred tax assets (liabilities) $300,000 $100,000 200,000

Tax effect of unrealized gains (losses) (30,000)

Change in net deferred income tax $170,000

Paragraph 25 Illustration43:

12.31 The provision for federal and foreign income taxes incurred is different from that which would be obtained 
by applying the statutory Federal income tax rate to income before income taxes. The significant items 
causing this difference are as follows:

 

Dec. 31, 20X2 Effective Tax Rate

Provision computed at statutory rate $245,000 35.0%

Tax exempt income deduction (102,000) (14.6)

Dividends received deduction (84,000) (12.0)

Tax differentials on foreign earnings (34,000) (4.8)

Change in statutory valuation allowance adjustment 10,000 1.4

Nondeductible goodwill 8,000 1.1

Other 7,000 1.0

Total $50,000 7.1%

Federal and foreign income taxes incurred $220,000 31.4%

Change in net deferred income taxes45 (170,000) (24.3)

Total statutory income taxes $50,000 7.1%

 

43 This illustration includes both the rate reconciliation and the tax effected amounts although only one of these is required to be disclosed under SSAP No. 101.
44 As reported in the surplus section of the Annual Statement. The change in net deferred income taxes is before nonadmission of any DTA. The change in nonadmitted DTA 

is reported together with the total change in nonadmitted assets and presented as a separate component of surplus.
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Paragraph 26 Illustration:

12.32 The Company has net capital loss carryforwards which expire as follows: 20X5, $9,000; 20X6; $1,000.

Paragraph 27 Illustration:

12.33 The Company believes it is reasonably possible that the liability related to any federal or foreign tax loss 
contingencies may significantly increase within the next 12 months. However, an estimate of the reasonably 
possible increase cannot be made at this time.

Paragraph 28 Illustration:

12.34 The Company is included in a consolidated federal income tax return with its parent company, Alpha 
Corporation. The Company has a written agreement, approved by the Company’s Board of Directors, which 
sets forth the manner in which the total combined federal income tax is allocated to each entity which is 
a party to the consolidation. Pursuant to this agreement, the Company has the enforceable right to recoup 
federal income taxes paid in prior years in the event of future net losses, which it may incur, or to recoup its 
net losses carried forward as an offset to future net income subject to federal income taxes.

13. Q – How are tax-planning strategies to be considered in determining adjusted gross 
DTAs [Paragraph 7.e.] and admitted adjusted gross DTAs [Paragraphs 11.a. and 
11.b.i.]?

Overview:

13.1 A – Paragraph 14 of SSAP No. 101 states:

 In some circumstances, there are tax-planning strategies (including elections for tax purposes) that (a) 
are prudent and feasible, (b) a reporting entity ordinarily might not take, but would take to prevent an 
operating loss or tax credit carryforward from expiring unused, and (c) would result in realization of 
deferred tax assets. A reporting entity shall consider tax-planning strategies in (1) determining the amount 
of the statutory valuation allowance adjustment necessary under paragraph 7.e. and (2) the realization of 
deferred tax assets when determining admission under paragraph 11…

13.2 Paragraph 248 of FAS 109 additionally states that:

 Tax-planning strategies also may shift the estimated pattern and timing of future reversals of temporary 
differences…. A tax-planning strategy to accelerate the reversal of deductible temporary differences in 
time to offset taxable income that is expected in an early future year might be the only means to realize a 
tax benefit for those deductible temporary differences if they otherwise would reverse and provide no tax 
benefit in some later future year(s).
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13.3 As also provided in paragraph 14 of SSAP No. 101, if a tax-planning strategy is used to accelerate the 
reversal or realization of an item, any significant net-of-tax potential costs or losses associated with the 
implementation of the strategy should reduce the adjusted gross or admitted DTA.

13.4 When considering a prudent and feasible tax-planning strategy that is more likely than not to enable 
realization of all or part of an adjusted gross DTA or admitted DTA, paragraph 15 of SSAP No. 101 states that 
“paragraph 3 of this statement related to tax loss contingencies shall be applied in determining admissibility 
of deferred tax assets under paragraph 11 of this statement.” Accordingly, a reporting entity must evaluate 
the likelihood, if a tax-planning strategy were implemented, of whether a tax loss contingency would be 
required to be recorded under paragraph 3.a. If so, the admitted tax benefit of a tax-planning strategy 
must be reduced by the amount of tax loss contingency so required. For example, if a tax-planning strategy 
provided a $100 admitted DTA, but the reporting entity estimated that a tax loss contingency reserve 
of $40 would be required if the strategy was implemented, the admitted DTA resulting from the tax-
planning strategy would be reduced by $40. Since the admitted DTA would be net of any applicable tax loss 
contingencies, no separate tax loss contingencies would actually be recorded for these items.

Statutory Valuation Allowance Adjustment:

13.5 As discussed in Question 2.5, future realization of gross DTAs ultimately depends on the existence of 
sufficient taxable income of the appropriate character within the carryback or carryforward period available 
under the tax law. In determining adjusted gross DTAs, a reporting entity shall consider the four sources of 
taxable income that may be available under the tax law, one of which is tax-planning strategies45. As noted 
in paragraph 13 of SSAP No. 101, a reporting entity is not required to consider all four sources of taxable 
income if one or more sources are alone sufficient to support the conclusion that the entity will realize the 
tax benefits of its adjusted gross DTAs (i.e., a conclusion that no statutory valuation allowance is necessary). 
Accordingly, tax-planning strategies need not be considered if the other sources of taxable income are 
sufficient to realize the benefits of reversing existing DTAs. However, the reporting entity is required to 
consider the impact of tax planning strategies to determine the amount of the adjustment if a conclusion is 
reached that a statutory valuation allowance adjustment is necessary.

Tax-Planning Strategies for Admission of DTAs:

13.6 In order for a tax-planning strategy to support admission of adjusted gross DTAs under paragraph 11, the 
reporting entity must demonstrate that (1) the admitted DTAs would be realized either within a period 
that would give rise to a carryback of tax losses under the Internal Revenue Code, not to exceed three 
years (for admission under paragraph 11.a.), or within the applicable period (refer to the 11.b.i. column of 
the applicable Realization Threshold Limitation Table in paragraph 11) and (2) it would have the ability 
to implement the strategy. In such circumstances an entity may recognize, as admitted assets, the related 
DTAs that are realizable as a result of the available tax-planning strategy in accordance with paragraphs 
11.a., 11.b.i., and 11.c. of SSAP No. 101. Using tax-planning strategies in determining the admissible DTA 
is analogous to the use of tax-planning strategies in determining the amount of the statutory valuation 
allowance adjustment required under paragraph 7.e. of SSAP No. 101 and paragraph 22 of FAS 109. 
Although a reporting entity may use tax-planning strategies in determining the portion of its adjusted gross 
DTAs that are admissible, it is not required to do so.

45 See paragraph 13 of SSAP No. 101 and paragraph 21 of FAS 109. Examples of tax-planning strategies as provided in paragraph 13.d. are (1) accelerate taxable amounts 
to utilize expiring carryforward, (2) change the character of taxable or deductible amounts from ordinary income or loss to capital gain or loss, and (3) switch from tax-
exempt to taxable investments.
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13.7 The requirement in paragraph 11.a. and 11.b.i. of SSAP No. 101 to consider only those DTAs that reverse or 
are realized within a period that would give rise to a carryback of losses under the Internal Revenue Code 
not to exceed three years (paragraph 11.a.) or within the applicable period following the balance sheet date 
(paragraph 11.b.i.) causes those DTAs which would otherwise reverse beyond such period to potentially 
provide no tax benefit (unless admitted under paragraph 11.c.). The potential reversal beyond the 
appropriate period is comparable to an expiring net operating loss, in that the deduction would not provide 
a tax benefit under SSAP No. 101. Thus, to the extent prudent and feasible tax-planning strategies exist to 
accelerate the reversal or realization of these DTAs, these strategies are comparable to those contemplated 
in paragraph 248 of FAS 109 above. 

13.8 An example of a prudent and feasible tax-planning strategy is as follows:

13.9 Company A, a property/casualty insurance company for federal income tax purposes, has paid federal 
income taxes of $500,000 in each of calendar years 20X1 and 20X2. The company has an ExDTA ACL 
RBC percentage of 250% and therefore is required to use the one-year applicable period under paragraph 
11.b.i. of SSAP No. 101. It has capital and surplus for purposes of paragraph 11.b.ii. of SSAP No. 101 of 
$20,000,000. Company A has an obligation to provide post-retirement health benefits to its employees. 
At December 31, 20X2, Company A has included a liability for $1,000,000 on its statutory-basis financial 
statements for post-retirement health benefits. This liability is not currently deductible for federal income 
tax purposes, and only $25,000 reverses within each of the next two calendar years. This is Company A’s 
only DTA under SSAP No. 101, and there are no DTLs. Company A, absent any tax-planning strategies, 
would compute a DTA of $350,000 ($1,000,000 X 35%), and would admit $17,500 ($50,000 X 35%) under 
paragraph 11.a., and has no additional admitted DTA under paragraph 11.b.

13.10 Company A could implement a welfare benefit fund for tax purposes, and contribute assets to the fund to 
cover qualifying welfare benefits. The contribution, subject to limitations, would be deductible for federal 
income tax purposes, and would have the effect of accelerating the deduction for Company A’s post-
retirement health benefits. Company A has computed that $300,000 could be contributed during 20X3 
to the welfare benefit fund, and to implement this strategy, it would cost $15,000 on an after-tax basis. 
Company A management believe that this strategy is prudent and feasible, and the Company would be able 
to implement this strategy if necessary. Company A would be able to admit an additional $90,000 of DTAs 
($300,000 X 35%, or $105,000, less $15,000 in costs) under paragraph 11.a., with no additional admitted 
DTA under paragraph 11.b.

13.11 A tax-planning strategy would not be considered prudent or feasible if use of the strategy would be 
inconsistent with assumptions inherent in statutory or other accounting basis financial statements. For 
instance, a tax-planning strategy to sell securities identified as “held to maturity” for GAAP-basis financial 
statements at a loss would not be prudent or feasible. Additionally, if a potential tax planning strategy 
were to involve selling debt securities at a loss, it would not be prudent or feasible if the securities had not 
been identified as impaired and the loss recognized for statutory-basis financial statements. Additionally, 
a tax-planning strategy that could not be implemented to realize a tax benefit within the requisite period 
following the balance sheet date or is inconsistent with management’s business plan objectives, would not 
be prudent and/or feasible.
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Appendix E
Income Tax Accounting: Comparison of Statutory Guidance

Description SSAP 10 SSAP 10R SSAP 101 Implementation Issues PwC Observations

Effective Dates January 1, 2001 through 
September 30, 2009

December 31, 2009 through 
December 31, 2011

January 1, 2012 and Beyond The net surplus impact of adoption should be treated as a 
change in accounting principle

The separately stated benefit associated with electing SSAP 10R's 
expanded admissibility should be released into unassigned surplus 

Current Taxes Current Taxes and Prior 
Year True-Up

Current Taxes and Prior Year 
True-Up

Current Taxes and Prior Year True-Up No change other than inclusion of interest and penalties in 
the current tax provision

Anticipate the benefit of carryback claims or amended returns 
expected to be filed for the reporting period

Interim Reporting APB 28 Model APB 28 Model, No Guidance 
on Interim RBC

APB 28 Model, Provides Guidance on 
Interim RBC

SSAP 101 provides a safe-harbor calculation of RBC at 
interim dates (see SSAP 101, footnote 3)

Interim reporting rules require the use of an effective tax rate approach 
based upon projected income, except for the impact of discrete items 
like unrealized gains and losses

Federal & Foreign SSAP 5 SSAP 5 / SSAP 5R SSAP 5R Modified with “More Likely 
Than Not” 

Companies must re-evaluate existing tax positions for 
open tax years and assess under the more stringent 
standard, assuming an audit will take place and the 
auditor has "full knowledge"

This may create a reduction in surplus from the change in accounting 
principle to the extent UTPs increase; also, beware of situations in 
which the expected benefit is less than 50% of the original benefit 
claimed and a 100% UTP results

State & Other SSAP 5 SSAP 5 / SSAP 5R SSAP 5R No change State and local income, premium and sales/use taxes are still 
governed by the SSAP 5R "probable" liability recognition model

Temporary 
Differences

SSAP 5 SSAP 5 / SSAP 5R Gross-Up Not Required “until such time as 
an event has occurred that would cause a re-
evaluation of the contingency and its probability 
of assessment...” 

No change, although the gross-up language has been 
moved from the Q&A to the statement

The receipt from the IRS of either an Information Document Request 
(IDRs are generally issued at the beginning of an IRS audit) or Form 
5701, Notice of Proposed Adjustment (typically issued toward the end 
of an IRS audit), are cited as events that could lead to a re-evaluation; 
management should be prepared to defend its position that such an 
event is or is not one that would cause a re-evaluation

Expanded 
Admissibility

No Elective, if RBC Threshold Met Non-Elective, RBC (Proxy RBC) Determines 
Reversal Period and Surplus Limitation

All filers must follow the provisions of SSAP 101 Companies that had elected expanded admissibility under SSAP 10R 
may see little or no change in the admitted DTA

Admissibility 
Test – Part 1 
(Recoverable 
Taxes)

All Filers Get 1 Year 
Reversal Period

Same as SSAP 10 Unless 
Expanded Admissibility 
Elected; If Elected, Refer to 
Loss Carryback Provisions 
Under IRC

All Filers Refer to Loss Carryback Provisions 
Under IRC (3 Year Maximum)

No change for companies that elected expanded 
admissibility under SSAP 10R; others will now consider 
an increased reversal period of up to 3 years (with due 
consideration of the character of taxes paid)

For companies with RBC less than 300%, the fact that the first 
part of the admissibility test is de-linked from RBC could result in 
enhanced admissibility

Admissibility Test 
– Part 2 (Offset 
Future Income)

All Filers Get 1 Year 
Reversal Period (10% 
Surplus Limitation Based 
on Previous Filing)

SSAP 10 Unless Election 
Made; If Election Made, Three 
Year Reversal Period (15% 
Surplus Limitation Based on 
Previous Filing)

RBC/Proxy RBC Determines Reversal Period 
(0, 1, or 3 Years) and Surplus Limitation 
of 0%, 10%, or 15% (Based on Lesser of 
Current or Previous Filing Surplus)

For companies that were eligible for expanded admissibility 
under SSAP 10R but did not elect, SSAP 101 will require 
companies to consider 3 years of reversing DTAs and 
perform the with/without test to determine admissibility 
(subject to the 15% adjusted capital and surplus limitation)

Life companies should be cognizant of the increase in the RBC 
threshold from 250% to 300% in order to qualify for a 3 year reversal 
period and 15% adjusted capital and surplus limitation; companies 
that elected expanded admissibility under SSAP 10R may see little or 
no change to the admitted DTA under this part of the admissibility test

Admissibility Test 
– Part 3 (DTA/DTL 
offset)

Yes Yes, Character Emphasized Yes, Character Emphasized and Reversal 
Pattern Considered (No Additional Detailed 
Scheduling)

The requirement to "consider" reversal patterns while not 
requiring additional scheduling has created considerable 
confusion for insurers

Companies should focus on DTAs that are significantly long-term 
reversals (such as FAS 106-type liabilities) or indefinite-lived intangibles; 
to the extent DTLs were considered in the SVA analysis and scheduling 
employed, the Paragraph 11.c. test will also require scheduling
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Description SSAP 10 SSAP 10R SSAP 101 Implementation Issues PwC Observations

Effective Dates January 1, 2001 through 
September 30, 2009

December 31, 2009 through 
December 31, 2011

January 1, 2012 and Beyond The net surplus impact of adoption should be treated as a 
change in accounting principle

The separately stated benefit associated with electing SSAP 10R's 
expanded admissibility should be released into unassigned surplus 

Current Taxes Current Taxes and Prior 
Year True-Up

Current Taxes and Prior Year 
True-Up

Current Taxes and Prior Year True-Up No change other than inclusion of interest and penalties in 
the current tax provision

Anticipate the benefit of carryback claims or amended returns 
expected to be filed for the reporting period

Interim Reporting APB 28 Model APB 28 Model, No Guidance 
on Interim RBC

APB 28 Model, Provides Guidance on 
Interim RBC

SSAP 101 provides a safe-harbor calculation of RBC at 
interim dates (see SSAP 101, footnote 3)

Interim reporting rules require the use of an effective tax rate approach 
based upon projected income, except for the impact of discrete items 
like unrealized gains and losses

Federal & Foreign SSAP 5 SSAP 5 / SSAP 5R SSAP 5R Modified with “More Likely 
Than Not” 

Companies must re-evaluate existing tax positions for 
open tax years and assess under the more stringent 
standard, assuming an audit will take place and the 
auditor has "full knowledge"

This may create a reduction in surplus from the change in accounting 
principle to the extent UTPs increase; also, beware of situations in 
which the expected benefit is less than 50% of the original benefit 
claimed and a 100% UTP results

State & Other SSAP 5 SSAP 5 / SSAP 5R SSAP 5R No change State and local income, premium and sales/use taxes are still 
governed by the SSAP 5R "probable" liability recognition model

Temporary 
Differences

SSAP 5 SSAP 5 / SSAP 5R Gross-Up Not Required “until such time as 
an event has occurred that would cause a re-
evaluation of the contingency and its probability 
of assessment...” 

No change, although the gross-up language has been 
moved from the Q&A to the statement

The receipt from the IRS of either an Information Document Request 
(IDRs are generally issued at the beginning of an IRS audit) or Form 
5701, Notice of Proposed Adjustment (typically issued toward the end 
of an IRS audit), are cited as events that could lead to a re-evaluation; 
management should be prepared to defend its position that such an 
event is or is not one that would cause a re-evaluation

Expanded 
Admissibility

No Elective, if RBC Threshold Met Non-Elective, RBC (Proxy RBC) Determines 
Reversal Period and Surplus Limitation

All filers must follow the provisions of SSAP 101 Companies that had elected expanded admissibility under SSAP 10R 
may see little or no change in the admitted DTA

Admissibility 
Test – Part 1 
(Recoverable 
Taxes)

All Filers Get 1 Year 
Reversal Period

Same as SSAP 10 Unless 
Expanded Admissibility 
Elected; If Elected, Refer to 
Loss Carryback Provisions 
Under IRC

All Filers Refer to Loss Carryback Provisions 
Under IRC (3 Year Maximum)

No change for companies that elected expanded 
admissibility under SSAP 10R; others will now consider 
an increased reversal period of up to 3 years (with due 
consideration of the character of taxes paid)

For companies with RBC less than 300%, the fact that the first 
part of the admissibility test is de-linked from RBC could result in 
enhanced admissibility

Admissibility Test 
– Part 2 (Offset 
Future Income)

All Filers Get 1 Year 
Reversal Period (10% 
Surplus Limitation Based 
on Previous Filing)

SSAP 10 Unless Election 
Made; If Election Made, Three 
Year Reversal Period (15% 
Surplus Limitation Based on 
Previous Filing)

RBC/Proxy RBC Determines Reversal Period 
(0, 1, or 3 Years) and Surplus Limitation 
of 0%, 10%, or 15% (Based on Lesser of 
Current or Previous Filing Surplus)

For companies that were eligible for expanded admissibility 
under SSAP 10R but did not elect, SSAP 101 will require 
companies to consider 3 years of reversing DTAs and 
perform the with/without test to determine admissibility 
(subject to the 15% adjusted capital and surplus limitation)

Life companies should be cognizant of the increase in the RBC 
threshold from 250% to 300% in order to qualify for a 3 year reversal 
period and 15% adjusted capital and surplus limitation; companies 
that elected expanded admissibility under SSAP 10R may see little or 
no change to the admitted DTA under this part of the admissibility test

Admissibility Test 
– Part 3 (DTA/DTL 
offset)

Yes Yes, Character Emphasized Yes, Character Emphasized and Reversal 
Pattern Considered (No Additional Detailed 
Scheduling)

The requirement to "consider" reversal patterns while not 
requiring additional scheduling has created considerable 
confusion for insurers

Companies should focus on DTAs that are significantly long-term 
reversals (such as FAS 106-type liabilities) or indefinite-lived intangibles; 
to the extent DTLs were considered in the SVA analysis and scheduling 
employed, the Paragraph 11.c. test will also require scheduling
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Description SSAP 10 SSAP 10R SSAP 101 Implementation Issues PwC Observations

Current Tax Allocate Income Taxes 
Incurred to Net Income and 
Capital Gains

Allocate Income Taxes 
Incurred to Net Income and 
Capital Gains

Allocate Income Taxes Incurred to Net 
Income and Capital Gains

No change Portion of expense remaining after allocation to ordinary income would 
be allocated to capital gains/losses

Early Warning 
Disclosure of Tax 
Contingencies

N/A N/A Yes, Disclose Potential Significant Increases 
in 12-Month Period

This new disclosure is similar to the GAAP 
early warning disclosure

Note that potential significant decreases in the 12-month period do not 
require disclosure

Total DTAs, 
DTLs, DTAs 
Nonadmitted, and 
Change in DTAs 
Nonadmitted

Yes Yes Yes No change See NAIC standard footnote template

Non-Recognized 
DTLs

Yes Yes Yes No change This is a disclosure requirement that many insurers fail to follow; 
taxable temporary differences created by subsidiary bases differences 
are one of the items that may not result in DTL recognition and would 
need to be disclosed

Components 
of Income 
Taxes Incurred 
and Change in 
Deferred Taxes

Yes Yes Yes No change See NAIC standard footnote template

Rate 
Reconciliation

Yes Yes Yes No change Note that the tabular effective tax rate reconciliation is not mandatory, 
but is encouraged

Tax Carryovers Yes Yes Yes No change Companies should ensure that there is consistency between the tax 
carryovers and the related DTAs

Recoverable 
Taxes

Yes Yes Yes No change Companies should ensure that taxes recoverable vs. taxes paid are 
reported; for instance, a company that has paid AMT in prior years as 
a result of the 90% limitation on AMT NOL utilization may not have any 
ordinary taxes that are recoverable

Consolidated 
Return/Tax 
Allocation 
Agreement

Yes Yes Yes No change Companies often times do not provide the substance of the allocation 
agreement; for instance, the disclosure should indicate whether 
the agreement is strict separate company or, if a benefits for loss 
agreement, whether the company receives an immediate benefit for 
losses regardless of the consolidated group position or the benefit is 
dependent upon consolidated results - consistency with the paragraph 
11.a. assumptions is critical

SSAP 10R 
Election

N/A Yes N/A No longer applicable SSAP 101 is not elective

Impact of SSAP 
10R Election 

N/A Yes N/A No longer applicable The benefit of elective expanded admissibility pursuant to SSAP 10R 
should now be included in unassigned surplus

Impact of SSAP 
10R Election on 
Admitted DTAs, 
Admitted Assets, 
Surplus, and RBC

N/A Yes N/A No longer applicable The SSAP 10R benefit that will now be re-classed to unassigned 
surplus should not be included in the cumulative effect of the change 
in accounting principle

Admissibility Test 
By Component 
and Character

N/A Yes Yes No change See NAIC standard footnote template

Impact of 
Tax Planning 
Strategies

N/A Yes Yes, With Special Disclosure of Reinsurance-
Related Planning Strategies

Added disclosure around tax planning strategies 
involving reinsurance

Companies should focus on documenting tax planning strategies, 
particularly those involving reinsurance, as those strategies may be a 
focus of regulatory examinations
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Description SSAP 10 SSAP 10R SSAP 101 Implementation Issues PwC Observations

Current Tax Allocate Income Taxes 
Incurred to Net Income and 
Capital Gains

Allocate Income Taxes 
Incurred to Net Income and 
Capital Gains

Allocate Income Taxes Incurred to Net 
Income and Capital Gains

No change Portion of expense remaining after allocation to ordinary income would 
be allocated to capital gains/losses

Early Warning 
Disclosure of Tax 
Contingencies

N/A N/A Yes, Disclose Potential Significant Increases 
in 12-Month Period

This new disclosure is similar to the GAAP 
early warning disclosure

Note that potential significant decreases in the 12-month period do not 
require disclosure

Total DTAs, 
DTLs, DTAs 
Nonadmitted, and 
Change in DTAs 
Nonadmitted

Yes Yes Yes No change See NAIC standard footnote template

Non-Recognized 
DTLs

Yes Yes Yes No change This is a disclosure requirement that many insurers fail to follow; 
taxable temporary differences created by subsidiary bases differences 
are one of the items that may not result in DTL recognition and would 
need to be disclosed

Components 
of Income 
Taxes Incurred 
and Change in 
Deferred Taxes

Yes Yes Yes No change See NAIC standard footnote template

Rate 
Reconciliation

Yes Yes Yes No change Note that the tabular effective tax rate reconciliation is not mandatory, 
but is encouraged

Tax Carryovers Yes Yes Yes No change Companies should ensure that there is consistency between the tax 
carryovers and the related DTAs

Recoverable 
Taxes

Yes Yes Yes No change Companies should ensure that taxes recoverable vs. taxes paid are 
reported; for instance, a company that has paid AMT in prior years as 
a result of the 90% limitation on AMT NOL utilization may not have any 
ordinary taxes that are recoverable

Consolidated 
Return/Tax 
Allocation 
Agreement

Yes Yes Yes No change Companies often times do not provide the substance of the allocation 
agreement; for instance, the disclosure should indicate whether 
the agreement is strict separate company or, if a benefits for loss 
agreement, whether the company receives an immediate benefit for 
losses regardless of the consolidated group position or the benefit is 
dependent upon consolidated results - consistency with the paragraph 
11.a. assumptions is critical

SSAP 10R 
Election

N/A Yes N/A No longer applicable SSAP 101 is not elective

Impact of SSAP 
10R Election 

N/A Yes N/A No longer applicable The benefit of elective expanded admissibility pursuant to SSAP 10R 
should now be included in unassigned surplus

Impact of SSAP 
10R Election on 
Admitted DTAs, 
Admitted Assets, 
Surplus, and RBC

N/A Yes N/A No longer applicable The SSAP 10R benefit that will now be re-classed to unassigned 
surplus should not be included in the cumulative effect of the change 
in accounting principle

Admissibility Test 
By Component 
and Character

N/A Yes Yes No change See NAIC standard footnote template

Impact of 
Tax Planning 
Strategies

N/A Yes Yes, With Special Disclosure of Reinsurance-
Related Planning Strategies

Added disclosure around tax planning strategies 
involving reinsurance

Companies should focus on documenting tax planning strategies, 
particularly those involving reinsurance, as those strategies may be a 
focus of regulatory examinations
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