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6. The FCIC utilizes an escrow account to distribute or collect additional funds. Premium (collected 
from the policyholders and the federal government subsidy) is deposited in the escrow account and is 
available to pay the claims arising under the program. 

7. Existing statutory accounting practices do not address the distinctive characteristics of the MPCI line 
of business. Current practices within the industry vary. Accordingly, this issue paper establishes statutory 
accounting principles for direct MPCI premium written and the related business ceded to FCIC, and is 
consistent with the Statutory Accounting Principles Statement of Concepts and Statutory Hierarchy. This 
issue paper also establishes statutory accounting principles for the recently enacted Aquatic Crop Reinsurance 
Agreement (hereinafter included in the term MPCI). 

8. Commercial multiple-peril crop reinsurance and crop hail insurance would not be impacted by this 
issue paper and would continue to follow existing statutory accounting principles. 

SUMMARY CONCLUSION 

Premium Recognition 
9. MPCI gross premium is defined as the contractually determined amount specified by FCIC to the 
policyholder for the effective period of the contract based on the actuarially determined expectation of risk 
and policy benefits associated with the coverage provided by the terms of the insurance contract. In addition, 
gross premium shall also include the government premium subsidy paid on behalf of the policyholder. 

10. MPCI ceded premium and losses are defined as the amount calculated by applying the proportional 
and non-proportional factors as stated in the SRA. An example of this application is shown in Exhibit A to 
this issue paper. 

11. MPCI written premium shall be recorded as soon as an estimate can be made, but no later than the 
processing date. Upon recording written premium, a liability for 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. Premiums shall be recognized as revenue over the period of risk in proportion to the amount of 
insurance protection provided. 

12. The company shall disclose the method used to compute the unearned premium reserve in the 
financial statements. 

Amounts Receivable or Payable 
13. The company shares underwriting risk with FCIC and can earn or lose money according to the claims 
it must pay farmers for crop losses. The company earns underwriting profits when the net retained premiums 
exceed the net crop loss claims paid. The company incurs underwriting losses when the net claims paid for 
crop losses exceed the net retained premiums. These definitions do not consider underwriting expenses, which 
would be included for traditional statutory accounting underwriting gains and losses. The use of the terms 
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14. Amounts receivable from policyholders meet the definition of an admitted asset as set forth in 
SSAP No. 4—Assets and Nonadmitted Assets (SSAP No. 4) and should be accounted for in accordance with 
SSAP No. 6—Uncollected Premium Balances, Bills Receivable for Premiums, and Amounts Due From Agents 
and Brokers (SSAP No. 6). The due date shall be governed by contractual due date of the premium billing, 
and not the effective date of the contract. 

Unpaid Losses and Loss Adjustment Expenses 
15. In accordance with SSAP No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses 
(SSAP No. 55), losses and loss adjustment expenses shall be recognized as expense when a covered or 
insured event occurs. 

16. The covered or insured event is the occurrence of an incident which gives rise to a claim or the 
incurring of costs. Claim payments and related expense payments are made subsequent to the occurrence of a 
covered or insured event and, in order to recognize the expense of a covered or insured event, it is necessary 
to establish a liability. The following are the types of future costs relating to the MPCI program: 

a. Reported Losses: Expected payments for losses relating to insured events that have occurred 
and have been reported to, but not paid by, the insurer as of the statement date; 

b. Incurred But Not Reported Losses, (IBNR): Expected payments for losses relating to insured 
events that have occurred but have not been reported to the insurer as of the statement date; 

c. Loss Adjustment Expenses: Costs expected to be incurred in connection with the adjustment 
and recording of losses defined in subparagraphs 16a. and 16b. of this issue paper.  

Administrative Expense Payment 
17. FCIC pays the insurance companies a percent of premium for administrative expenses associated with 
selling and servicing crop insurance policies, including the expenses associated with adjusting claims. The 
expense payment associated with the catastrophic coverage shall be recorded as a reduction of loss expenses 
whereas the expense payment for the buy-up coverage shall be recorded as a reduction of other underwriting 
expenses. The company shall disclose the total amounts received for each type of coverage. 

Escrow Account 
18. The escrow account shall not be recorded on the financial statements of the insurance company. This 
account is considered an FCIC account and as such is not owned by the insurance company, however, the 
company’s underwriting gain is reflected as a receivable in accordance with paragraph 13. 

Effective Date 
19. This issue paper is effective for SRA contracts entered into after January 1, 2001. A change resulting 
from the adoption of this issue paper shall be accounted for as a change in accounting principle in accordance 
with SSAP No. 3—Accounting Changes and Correction of Errors. 

DISCUSSION 

20. The conclusions reached in this issue paper are consistent with the Statutory Accounting Principles 
Statement of Concepts and Statutory Hierarchy. The 
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results. As such, it is essential that each company compute and report ceded premiums consistently. Exhibit A 
is included to provide an illustration of the computation. Written premium in this issue paper is accounted for 
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- SSAP No. 62—Property and Casualty Reinsurance 
- SSAP No. 64—Offsetting and Netting of Assets and Liabilities 

Generally Accepted Accounting Principles 
- No further guidance obtained from GAAP literature 

State Regulations 
- No further guidance obtained from state statutes or regulations 

Other Sources of Information 
- United States General Accounting Office Testimony Before the Committee on Agriculture, Nutrition, 

and Forestry, U.S. Senate, March 17, 1999 
- KPMG Peat Marwick Multi-Peril Crop Insurance Revenue Recognition Survey, December 18, 1996 
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Exhibit A - Illustration of Ceded Premiums and Losses 
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