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NAIC Accounting Practices and Procedures Manual: A

Comprehensive Guide

Introduction:

Navigating the complex world of insurance accounting can be daunting. The National Association of
Insurance Commissioners (NAIC) plays a crucial role in establishing consistent and reliable accounting
practices across the industry. Understanding the NAIC Accounting Practices and Procedures Manual is
essential for insurance companies, actuaries, auditors, and anyone involved in the financial reporting of
insurance entities. This comprehensive guide will delve into the key aspects of this vital manual,
providing a clear and concise overview of its contents, practical applications, and its significance in ensuring
financial stability and transparency within the insurance sector. We'll explore its structure, key provisions,
and how it impacts regulatory compliance. By the end, you'll have a robust understanding of the NAIC

accounting framework and its implications for your work.

Understanding the NAIC's Role in Insurance Accounting:

The NAIC's primary mission is to protect policyholders and maintain the solvency of insurance companies.
A critical component of this mission is establishing consistent and standardized accounting practices. The
NAIC Accounting Practices and Procedures Manual serves as the cornerstone of this effort, providing a
detailed framework for how insurance companies should account for their assets, liabilities, income, and
expenses. This consistency fosters comparability between insurers, allowing regulators and stakeholders to
effectively assess financial health and identify potential risks. The manual reflects the evolving landscape of

the insurance industry, adapting to new products, risks, and regulatory requirements.

Key Components of the NAIC Accounting Practices and Procedures Manual:

The NAIC Accounting Practices and Procedures Manual is not a single, monolithic document but rather a
collection of guidelines, statutory accounting principles (SAP), and interpretations that guide the financial

reporting of insurance companies. Key areas covered include:

1. Statutory Accounting Principles (SAP): These are the fundamental accounting rules specifically
designed for insurance companies. They differ significantly from Generally Accepted Accounting

Principles (GAAP) used in other industries, reflecting the unique nature of insurance contracts and



long-term liabilities. SAP emphasizes the measurement of solvency and the ability of insurers to

meet their obligations to policyholders.

. Annual Statement Instructions: The manual provides detailed instructions for completing the annual
statement, a crucial financial report filed by insurance companies with their respective state
insurance departments. This statement includes key financial information, such as assets, liabilities,

surplus, and income, providing a snapshot of the insurer's financial position.

. Reserves: A significant portion of the manual focuses on the calculation and valuation of insurance
reserves. Reserves represent the estimated amount needed to pay future claims and other obligations.
Accurate reserve calculations are crucial for determining solvency and ensuring the insurer's ability
to meet its obligations. The manual provides guidance on various reserve methodologies, including

loss reserves, unearned premium reserves, and other liability reserves.

. Investments: The manual outlines the accounting treatment for insurance company investments,
including bonds, stocks, real estate, and other assets. This includes rules on valuation, impairment, and
reporting requirements. The focus is on ensuring a conservative and accurate representation of the

investment portfolio's value.

. Reinsurance: The manual addresses the accounting treatment of reinsurance transactions, which are
agreements where one insurance company transfers some of its risk to another company. Accurate
accounting for reinsurance is crucial for determining the true risk profile and financial position of the

insurer.

. Transactions and Events: The manual covers the accounting treatment of various transactions and
events, including policy acquisitions, claim settlements, and investment transactions. Detailed

guidance is provided to ensure consistency and accuracy in reporting these events.



1. Interpretations and Updates: The NAIC regularly issues interpretations and updates to the manual to
address emerging issues and changes in the insurance industry. Staying abreast of these changes is

crucial for maintaining compliance.

A Sample NAIC Accounting Practices and Procedures Manual Outline:

Title: NAIC Accounting Practices and Procedures Manual: A Comprehensive Guide for Insurance

Professionals
Contents:

Introduction: Overview of NAIC's role, the purpose of the manual, and its importance in regulatory
compliance.

Chapter 1: Statutory Accounting Principles (SAP): Detailed explanation of the core principles differentiating
SAP from GAAP and their implications for insurance accounting.

Chapter 2: Annual Statement Preparation: Step-by-step guidance on completing the annual statement,
including specific instructions for each section and supporting schedules.

Chapter 3: Reserve Calculation and Valuation: In-depth coverage of different reserve methodologies, with
examples and practical applications for various types of insurance products.

Chapter 4: Investment Accounting: Comprehensive treatment of investment accounting rules, addressing
valuation methods, impairment considerations, and reporting requirements.

Chapter 5: Reinsurance Accounting: Detailed explanation of reinsurance accounting, including various
types of reinsurance arrangements and their accounting implications.

Chapter 6: Transactions and Events: Guidance on the accounting treatment of various transactions and
events relevant to insurance operations.

Chapter 7: Regulatory Compliance and Audits: Discussion of regulatory requirements and the role of audits
in ensuring compliance with NAIC standards.

Conclusion: Summary of key takeaways and emphasis on the ongoing importance of staying updated with

NAIC guidelines and interpretations.

Detailed Explanation of the Outline Points:

Each chapter listed above would require a dedicated section within a full manual. For brevity's sake, we'll

summarize the key content points for each:

Chapter 1 (SAP): This chapter would detail the fundamental differences between SAP and GAAP,
explaining the rationale behind the specific requirements within SAP. It would emphasize the importance

of solvency and the unique challenges of long-term insurance liabilities.

Chapter 2 (Annual Statement): This would provide a practical, step-by-step guide to completing the annual



statement form, including detailed explanations of each section and the supporting schedules. It would also

address common errors and provide guidance on data validation.

Chapter 3 (Reserve Calculation): This chapter would be the most extensive, exploring various reserve
calculation methodologies like the loss development method, Bornhuetter-Ferguson method, and chain-
ladder method. It would include practical examples and illustrations to demonstrate how to apply these

methods in real-world scenarios.

Chapter 4 (Investment Accounting): This chapter would cover various investment types and their
accounting treatment under SAP. It would delve into valuation methodologies, impairment testing, and the

impact of investment performance on the insurer's financial position.

Chapter 5 (Reinsurance Accounting): This would explain different reinsurance treaties (proportional vs.
non-proportional) and their impact on the ceding company's financial statements. It would discuss cession

and recovery accounting and address common issues related to reinsurance accounting.

Chapter 6 (Transactions and Events): This chapter would provide detailed guidance on the accounting
treatment of various transactions and events, including policy acquisitions, claim settlements, and changes

in accounting estimates. It would cover situations that require specific accounting treatment or adjustments.

Chapter 7 (Regulatory Compliance): This would discuss the importance of regulatory compliance, the role
of audits in ensuring compliance, and the consequences of non-compliance. It would provide an overview

of the audit process and the relationship between insurers and state regulators.

FAQs:

1. What is the difference between GAAP and SAP? GAAP (Generally Accepted Accounting
Principles) are used for most businesses, focusing on fair presentation. SAP (Statutory Accounting
Principles) are specific to insurance, prioritizing solvency and the ability to meet policyholder

obligations.

1. How often is the NAIC manual updated? The NAIC regularly updates its accounting guidelines and
interpretations to reflect changes in the insurance industry. Staying informed through NAIC

publications and updates is crucial.

1. Who uses the NAIC Accounting Practices and Procedures Manual? Insurance companies, actuaries,



auditors, regulators, and anyone involved in the financial reporting of insurance entities.

1. Is the NAIC manual legally binding? While not a law itself, adherence to the NAIC manual is crucial

for compliance with state insurance regulations. Deviations could lead to regulatory action.

1. Where can I access the NAIC Accounting Practices and Procedures Manual? The NAIC website is

the primary source for accessing the manual and related publications.

1. What is the significance of accurate reserve calculations? Accurate reserves are crucial for
determining an insurer's solvency and ensuring its ability to meet future obligations to policyholders.

Inaccurate reserves can lead to insolvency.

1. How do investment returns impact insurance company financials? Investment returns significantly
influence an insurer's financial strength and profitability. The manual outlines strict rules for

reporting investments and their value.

1. What is the role of reinsurance in the NAIC accounting framework? Reinsurance is crucial for risk
management, and the NAIC provides guidelines for the accurate accounting treatment of reinsurance

transactions to ensure transparency.

1. What are the penalties for non-compliance with NAIC accounting standards? Non-compliance can

result in fines, regulatory actions, and even the loss of operating licenses.

Related Articles:



1. Understanding Insurance Reserves: A deep dive into the different types of insurance reserves and

their calculation methods.

2. Statutory Accounting vs. GAAP: Key Differences: A comparative analysis of the two accounting

frameworks.

3. Navigating the NAIC Annual Statement: A step-by-step guide for completing the annual statement.

4. Investment Accounting for Insurance Companies: Best practices and guidelines for insurance

investment accounting.

5. Reinsurance: A Risk Management Tool: A comprehensive explanation of reinsurance and its role in

the insurance industry.

6. Insurance Regulatory Compliance: An overview of regulatory compliance requirements for

insurance companies.

7. The Role of Actuaries in Insurance Accounting: The importance of actuarial expertise in insurance

financial reporting.

8. Auditing Insurance Companies: Best Practices: Guidelines and best practices for auditing insurance

companies.

9. Impact of Emerging Risks on Insurance Accounting: An analysis of how emerging risks are

impacting insurance accounting practices and regulatory frameworks.

naic accounting practices and procedures manual: 2019 Accounting Practices and

Procedures Manual Naic, 2019-03-15

naic accounting practices and procedures manual: Accounting Policies and Procedures
Manual Steven M. Bragg, 2012-06-19 Now in a fifth edition, Accounting Policies and Procedures
Manual: A Blueprint for Running an Effective and Efficient Department is a how-to guide on creating
an effective and efficient accounting department policies and procedures manual. Written by Steven
Bragg, the foremost authority in accounting and controllership issues, the new edition includes: A
new, complimentary Web site providing readers with the foundation for creating or enhancing their
accounting department policies and procedures manual More coverage of accounting procedures
including inventory, billing, cash receipts, pricing, order entry, credit, collections, sales returns,
capital budgeting, cash forecasting, payroll, and closing the books Accounting Policies and
Procedures Manual is the tool every accounting department needs to regularize and systematize its
procedures to match the best in the industry.

naic accounting practices and procedures manual: State's Prescribed Differences from
NAIC Statutory Accounting Principles , 2002

naic accounting practices and procedures manual: 2021 Accounting Practices and



Procedures Manual Naic, 2021-03

naic accounting practices and procedures manual: NAIC Accounting Practices and
Procedures Manual, As of March 2015, 2015-03-20

naic accounting practices and procedures manual: States' Prescribed Differences from
NAIC Statutory Accounting Principles (2006) , 2006-01-01

naic accounting practices and procedures manual: 2019 States' Prescribed Differences
from NAIC Statutory Accounting Principles Naic, 2023-01-13 The Accounting Practices and
Procedures Manual presents a comprehensive basis of accounting that should be followed if not in
conflict with state statutes and/or regulations. Should the domiciliary state set forth accounting
guidance that differs from the AP&P Manual, disclosures of such must be made. This publication
provides information regarding each state's prescribed differences from NAIC statutory accounting
principles, including a citation to the respective state statute and/or regulation

naic accounting practices and procedures manual: Audits of Property and Liability
Insurance Companies , 2000

naic accounting practices and procedures manual: Standards for Internal Control in the
Federal Government United States Government Accountability Office, 2019-03-24 Policymakers and
program managers are continually seeking ways to improve accountability in achieving an entity's
mission. A key factor in improving accountability in achieving an entity's mission is to implement an
effective internal control system. An effective internal control system helps an entity adapt to
shifting environments, evolving demands, changing risks, and new priorities. As programs change
and entities strive to improve operational processes and implement new technology, management
continually evaluates its internal control system so that it is effective and updated when necessary.
Section 3512 (c) and (d) of Title 31 of the United States Code (commonly known as the Federal
Managers' Financial Integrity Act (FMFIA)) requires the Comptroller General to issue standards for
internal control in the federal government.

naic accounting practices and procedures manual: Audits of Property and Liability
Insurance Companies , 1991

naic accounting practices and procedures manual: Retaliation Carolyn Johnson, 1995-12

naic accounting practices and procedures manual: Coordinated Examination Program
(CEP)., 1991

naic accounting practices and procedures manual: Wisconsin Insurance Report , 1989

naic accounting practices and procedures manual: Leveraged ESOPs and Employee
Buyouts Scott S. Rodrick, 2000

naic accounting practices and procedures manual: Life, Health & Annuity Reinsurance
John E. Tiller, Denise Fagerberg Tiller, 2015 Life, Health, & Annuity Reinsurance addresses the
many issues and considerations involved in reinsurance for life, health and annuity companies.
Although written by actuaries, it may be read by anyone interested in the topic and does not require
an actuarial background--

naic accounting practices and procedures manual: 2020 Protected Cell Annual Statement
Blanks Naic, 2020-06

naic accounting practices and procedures manual: Audits of Banks American Institute of
Certified Public Accountants. Banking Committee, 1984

naic accounting practices and procedures manual: Proceedings of the Casualty Actuarial
Society Casualty Actuarial Society, 1999 List of members for the years 1914-20 are included in v.
1-7, after which they are continued in the Year book of the society, begun in 1922.

naic accounting practices and procedures manual: Accounting Practices and
Procedures Manual As Of 2014 Naic, 2014-03

naic accounting practices and procedures manual: Accounting Practices and
Procedures Manual As Of 2013 Naic, 2013-04

naic accounting practices and procedures manual: Audit and Accounting Guide:
Property and Liability Insurance Entities 2018 AICPA, 2019-01-14 Get authoritative accounting




and auditing guidance. Educate staff on the property and liability insurance industry, its products
and regulatory issues, and the related transaction cycles an insurance entity is involved with. This
guide contains updates on current GAAP and statutory accounting and audit guidance, as well as
relevant guidance contained in standards issued through September 1, 2018 which have a major
impact on insurance entities, including: FASB ASU No. 2016-01 and AICPA Q&A Section 7100.15:
Insurance Companies and the Definition of Public Business Entity Revenue Recognition
Implementation Issue: Considerations for Applying the Scope Exception in FASB ASC 606-10-15-2
and 606-10-15-4 to Contracts Within the Scope of FASB ASC 944

naic accounting practices and procedures manual: Audit and Accounting Guide: Property
and Liability Insurance Entities 2016 AICPA, 2018-02-21 Considered the industry standard resource,
this guide provides practical guidance, essential information and hands-on advice on the many
aspects of accounting and authoritative auditing for employee benefit plans. This new 2016 edition is
packed with information on new requirements -- including the simplification of disclosure
requirements for investments in certain entities that calculate net asset value per share (or its
equivalent), the simplification of disclosures for fully benefit-responsive investment contracts, plan
investment disclosures, and measurement date practical expedient, and a new employee stock
ownership plans chapter that includes both accounting and auditing.

naic accounting practices and procedures manual: Audit and Accounting Guide: Life
and Health Insurance Entities 2018 AICPA, 2018-10-26 This book helps simplify the complexities
of insurance entity regulatory compliance. Whether performing audit engagements or management
at an insurance entity, the 2018 edition of this guide is a must-have resource to keep abreast of
recent regulatory changes related to the life and health insurance industry, its products and
regulatory issues, and the related transaction cycles that an insurance entity is involved with. New
to the 2018 edition: This edition covers recent regulatory updates related to the Affordable Care Act
and provides guidance for new standards that impact life and health insurance, including revenue
recognition, financial instruments, leases, and more.

naic accounting practices and procedures manual: Accounting Practices and Procedures ,
2018-04-02

naic accounting practices and procedures manual: Property and Liability Insurance Entities
2019 AICPA, 2020-02-07 Stay up—to—date on current GAAP and statutory accounting and audit
guidance for property and liability insurance entities. This guide provides a good grounding on the
industry, its products and regulatory issues, and the related transaction cycles that a property and
liability insurance entity is involved with. Relevant guidance contained in standards issued through
September 1, 2019, is covered, including the following: FASB ASU No. 2017-12, Derivatives and
Hedging (Topic 815): Targeted Improvements to Accounting for Hedging Activities SSAP No. 26R,
Bonds SSAP No. 43R, Loan-backed and Structured Securities SSAP No. 97, Investments in
Subsidiary, Controlled and Affiliated Entities Revised for SSAP No. 101, Income Taxes, and NAIC
INT 18-03, Additional Elements Under the Tax Cuts and Jobs Act Key topics covered: Understand
current GAAP and statutory accounting for property and liability insurance entities. Get
authoritative accounting and auditing guidance applicable to property and liability Understand
current GAAP and statutory accounting for property and liability insurance entities. Get
authoritative accounting and auditing guidance applicable to property and liability insurance
entities. Properly develop an audit plan for auditing loss reserves. Easily educate your staff on
property and liability insurance.

naic accounting practices and procedures manual: Risk retention groups common

reqgulatory standards and greater member protections are needed : report to the Chairman,

Committee on Financial Services, House of Representatives. ,
naic accounting practices and procedures manual: "Code of Massachusetts regulations,

2004" , 2004 Archival snapshot of entire looseleaf Code of Massachusetts Regulations held by the
Social Law Library of Massachusetts as of January 2020.
naic accounting practices and procedures manual: Insurance Company Failures United




States. Congress. House. Committee on Energy and Commerce. Subcommittee on Oversight and
Investigations, 1992

naic accounting practices and procedures manual: Smart Insurance Reform United States.
Congress. House. Committee on Financial Services. Subcommittee on Capital Markets, Insurance,
and Government Sponsored Enterprises, 2006

naic accounting practices and procedures manual: "Code of Massachusetts regulations,
2001", 2001 Archival snapshot of entire looseleaf Code of Massachusetts Regulations held by the
Social Law Library of Massachusetts as of January 2020.

naic accounting practices and procedures manual: "Code of Massachusetts regulations,
2002" , 2002 Archival snapshot of entire looseleaf Code of Massachusetts Regulations held by the
Social Law Library of Massachusetts as of January 2020.

naic accounting practices and procedures manual: Efforts to Combat Fraud and Abuse
in the Insurance Industry: April 29-30, 1992 United States. Congress. Senate. Committee on
Governmental Affairs. Permanent Subcommittee on Investigations, 1991

naic accounting practices and procedures manual: Efforts to Combat Fraud and Abuse in
the Insurance Industry United States. Congress. Senate. Committee on Governmental Affairs.
Permanent Subcommittee on Investigations, 1991

naic accounting practices and procedures manual: Federal Income Taxation of Property
and Casualty Insurance Companies Ernst & Young LLP, 1996-04-30 This is the first book to
address the special rules that apply to the taxation of all property and casualty insurance companies,
including life insurance companies with property/casualty insurance operations. It covers the special
rules that apply to the taxation of captive insurance companies in addition to the general rules that
are usually applicable to a captive insurance company. At the same time, it examines the fact that
many healthcare organizations are now considered to be insurance companies and will be taxed as
such under all the various healthcare reform proposals. Includes a sample tax return for property
and casualty insurance companies, Form 1120PC, and guidance on how to read and review a
property and/or casualty company annual report.

naic accounting practices and procedures manual: "Code of Massachusetts regulations,
2003" , 2003 Archival snapshot of entire looseleaf Code of Massachusetts Regulations held by the
Social Law Library of Massachusetts as of January 2020.

naic accounting practices and procedures manual: Proceedings of the National Association
of Insurance Commissioners National Association of Insurance Commissioners. Meeting, 1995

naic accounting practices and procedures manual: Health Care Entities, September 2017
AICPA, 2017-10-20 It is critical that auditors understand the complexities of the specialized
accounting and regulatory requirements of the health care industry. This guide is considered the
industry standard resource and the 2017 update contains practical, how-to guidance for accounting
and auditing of health care entities. Prepared and reviewed by industry experts to provide hands on,
practical guidance for those who work in and with health care entities, this 2017 edition includes
relevant GASB and FASB updates (including those related to private companies), and auditor
involvement with municipal securities findings. Further, SAS No. 133, Auditor Involvement With
Exempt Offering Documents will be important in this industry. The clarification made by this
standard will be very helpful to auditors in understanding their requirements related to public
offering documents that include audited financial statements.

naic accounting practices and procedures manual: Insurance regulation and
competition for the 21st century United States. Congress. House. Committee on Financial
Services. Subcommittee on Capital Markets, Insurance, and Government Sponsored Enterprises,
2002

naic accounting practices and procedures manual: The Massachusetts register , 1997

naic accounting practices and procedures manual: Life, Health & Annuity Reinsurance
John E. Tiller, Denise Fagerberg Tiller, 2005
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