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SUMMARY OF ISSUE

1. Current statutory guidance for premium recognition for property and casualty contracts, as
defined in Issue Paper No. 50—Classifications and Definitions of Insurance Contracts In Force (Issue
Paper No. 50), is contained in the Accounting Practices and Procedures Manual for Property and Casualty
Insurance Companies (P&C Accounting Practices Procedures Manual). Under current statutory
accounting, different methods are used for recording premiums. Regardless of the method used, premiums
are generally recognized as earned in the statement of operations over the period of risk in proportion to
the amount of insurance protection provided. Premiums for title insurance, mortgage guaranty insurance,
financial guaranty insurance, retrospectively rated or other experience-rated contracts and single or fixed
premium policies with coverage periods in excess of thirteen months are not included in the scope of this
issue paper, but will be addressed in separate issue papers.

2. GAAP provides only general guidance on how to record premium, however GAAP requires an
unearned premium reserve to be established and premium revenue to be recognized over the period of risk
in proportion to the amount of insurance protection provided.

3. The purpose of this issue paper is to establish statutory accounting principles for the recording
and recognition of premium revenue for property and casualty contracts that are consistent with the
Statutory Accounting Principles Statement of Concepts and Statutory Hierarchy (Statement of Concepts).

SUMMARY CONCLUSION

4. This issue paper applies to property and casualty contracts as defined in Issue Paper No. 50. It
will establish the basic underlying accounting principles for premium revenue recognition of property and
casualty insurance contracts and will be used as the basis to ensure consistency when establishing
statutory accounting principles for revenue recognition.

5. Except as provided for in paragraph 6, written premiums shall be defined as the contractually
determined amount charged by the reporting entity to the policyholder for the effective period of the
contract based on the expectation of risk, policy benefits and expenses associated with the coverage
provided by the terms of the insurance contract. Frequently, insurance contracts are subject to audit by the
insurer and the amount of premium charged is subject to adjustment based on the actual exposure. These
premium adjustments are discussed in paragraph 10 of this paper.

6. For workers’ compensation contracts, which have a premium based upon changes in the activities
of the insured, written premiums may be recorded on an installment basis to match the billing to the
policyholder. Under this type of arrangement, the premium is determined and billed according to the
frequency stated in the contract and written premium is recorded on the basis of that frequency.
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7. Written premiums for all other contracts shall be recorded on the effective date of the contract.
Upon recording written premium, a liability, the unearned premium reserve, shall be established to reflect
the amount of premium for the portion of the insurance coverage that has not yet expired. Unearned
premium reserve meets the definition of a liability as defined in Issue Paper No. 5—Definition of
Liabilities, Loss Contingencies and Impairments of Assets (Issue Paper No. 5).

8. The exposure to insurance risk for most property and casualty insurance contracts does not vary
significantly during the contract period. Therefore, premiums from those types of property and casualty
contracts shall be recognized in the statement of operations, as earned premium, using either the daily
pro-rata or monthly pro-rata methods as described in paragraph 17. Certain issue papers provide for
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Disclosure Requirements

12. Disclose the aggregate amount of direct premiums written through managing general agents or
third party administrators. If this amount is equal to or greater than 5% of surplus, provide the following
information for each managing general agent and third party administrator:

Name and address of managing general agent or third party administrator;
Federal Employer Identification Number;

Whether such person holds an exclusive contract;

Types of business written;

Type of authority granted (i.e., underwriting, claims payment, etc.); and
Total premium written.
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DISCUSSION

13. This issue paper adopts current statutory guidance for all property and casualty contracts, except
as outlined below. This issue paper modifies current statutory accounting to record the written premium
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Earned Premiums
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period of the contract. It should be revised to reflect current experience. However, if the ultimate
premium cannot be reasonably estimated, the cost-recovery method or the deposit method may
be used until the ultimate premium becomes reasonably estimable. Under the cost-recovery
method, premiums are recognized as revenue in amounts equal to estimated claims as insured
events occur until the ultimate premium is reas
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