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Sub-Zero for 2023? A 
Temperature Check on the IMR
Matthew Williams, CFA | Assistant Portfolio Manager

No matter the conditions, a liability account on a balance sheet can’t go negative, right? “Not so fast” 
it seems according to the NAIC. The Interest Maintenance Reserve (IMR) – the accounting mechanism 
enacted in 1992 to smooth the impact of interest-rate driven gains/losses on a life company’s financial 
statements – may become an exception to the rule.

As the world paused in 2020, insureds remained covered by companies able to book income even as the 
Fed cut its policy rate. Realized gains taken before or during Covid-19 were amortized into the income 
statement over multiple years via the IMR. As detailed in an AAM November 2022 report, Turning 
Interest Rate Losses into Book Yield Gains: Capitalizing on the Interest Maintenance Reserve, after 
realizing only a portion of a gain upon disposal, the balance (the gain yet to flow into income) remains in 
the IMR as a liability, to be released as income over a period of years determined by the bond’s remaining 
time to maturity at sale.

Today, entering the second half of 2023, interest rate volatility remains front and center for investors, 
the Fed and the NAIC. The dramatic shift higher in rates has led to significant unrealized losses for 
long duration bonds acquired in 2020 and 2021, and for life insurers transacting at current prices, the 
realization of hefty losses where sales have funded policy benefits or the purchase of new assets. In 
contrast to how realized gains gradually impact an insurer surplus via the IMR, the unprecedented pace 
of realized IMR losses has the NAIC questioning the appropriate treatment of IMR balances approaching 
the zero bound this year.

https://www.aamcompany.com/insight/turning-interest-rate-losses-into-book-yield-gains-capitalizing-on-the-interest-maintenance-reserve/
https://www.aamcompany.com/insight/turning-interest-rate-losses-into-book-yield-gains-capitalizing-on-the-interest-maintenance-reserve/
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Almost $20B in IMR has been wiped from the industry since its peak in 2021, largely due to 
companies realizing over $14B of bond losses in 2022. Additionally, S&P estimates one in every four 
life companies reported negative IMR balances at year-end, exceeding the previous high set in 20081.  
Following a recommendation from the American Council of Life Insurers (ACLI) in October, the NAIC’s 
Statutory Accounting Principles Working Group (SAPWG) is addressing the potential downside impact 
of such meaningful realized losses to financial metrics in 2023.

Exhibit 1: Life Industry Annual IMR Balances

Absorbing Both Sides: IMR as a Balance Sheet 
Cushion
Under current guidance, a negative IMR results in immediate dilution of surplus due to its treatment 
as a disallowed asset2. Following the ACLI recommendation, the SAPWG published a March report 
describing a temporary proposal that admits IMR balances below zero to help life insurers remove 
“double counting of losses.” Recording a negative IMR would entail companies reporting negative 
balances against general account assets as contra-liability accounts in statutory filings. If adopted, the 
proposed rule will buffer the impact on insurer income and surplus in high rate environments just as it 
does when smoothing realized gains resulting from low rates.

1 Source: S&P Capital IQ 2023 Insurance Investments Market Report
*Excludes Separate Account Balances
2 Source: 11/17/2022 Guidance Letter from NAIC to Life Actuarial (A) Task Force
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The proposal does come with barriers, however. The latest NAIC publication in May limits eligibility to 
life companies of a minimum quality and permits those firms to admit a negative IMR balance equaling 
up to 5% of 2023 surplus3. 

Permitting further interest-rate driven realized losses may benefit insurer asset-liability matching 
during asset-adequacy tests. Lower or negative IMR balances can increase admitted assets and allow 
insurers to present fewer reserve deficiencies, ultimately improving risk-based capital (RBC). While the 
amount admitted will be introduced on balance sheets, if enacted, the longer-run net effect to surplus 
will ultimately be zero, as the IMR is, at its core, a timing mechanism.

Managing Risks Through the Cycle
Looking at insurer holdings, the allowance of a negative IMR may provide life insurance companies 
with the chance to reposition credit exposures, revisit asset allocation, and pursue opportunistic 
investments with more flexibility. 

As illustrated in Exhibit 3, life insurance companies have doubled NAIC 2 exposure since 2007, with 
this quality grade representing 31% of bond holdings at the end of 20224. At the same time, rising 
interest rates and still isolated credit events have contributed to a nearly $500 billion change in the 
industry’s net unrealized loss in bond portfolios, year-over-year (Exhibit 4). For companies fearful of 
weakening corporate and consumer credit in a slowing economic environment, ‘up in quality’ trades 
may be more compelling should the IMR proposal be adopted.

Exhibit 34: Life Industry NAIC 2 Bond Exposure

3 Source: NAIC INT 23-01T
4 Source: S&P Capital IQ Life Insurance Investment Analysis

Exhibit 2: SAPWG Language

“Reporting entities with an RBC Greater than 300% are permitted to admit net negative 
(disallowed) IMR, as defined in paragraph 9b, up to 5% of the reporting entity’s general 

account capital and surplus...adjusted to exclude any net positive goodwill, EDP equipment 
and operating system software, net deferred tax assets and admitted net negative IMR.”
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Exhibit 44: Life Industry Year-End Unrealized Gain/Loss

While the NAIC has yet to finalize any guidance, the SAPWG proposal appears to be headed towards 
adoption in 2023. We expect that the enhanced financial flexibility afforded to qualifying life 
companies will prompt a greater level of trading activity and rising industry book yields.
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