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Individual and Group Accident and Health Contracts 

SCOPE OF STATEMENT 

1. This statement establishes statutory accounting principles for income recognition and policy 
reserves for all contracts classified as individual and group accident and health contracts as defined in 
SSAP No. 50—Classifications and Definitions of Insurance or Managed Care Contracts In Force, except 
for credit accident and health contracts which are discussed in SSAP No. 59—Credit Life and Accident 
and Health Contracts. 

SUMMARY CONCLUSION 

Premium Income Recognition 

2. Premiums shall be recognized as income on the gross basis (amount charged to the policyholder 
or subscriber exclusive of copayments or other charges related to the receipt of health care services) when 
due from policyholders or subscribers, but no earlier than the effective date of coverage, under the terms 
of the contract. Due and uncollected premiums shall follow the guidance in SSAP No. 6—Uncollected 
Premium Balances, Bills Receivable for Premiums, and Amounts Due From Agents and Brokers (SSAP 
No. 6), to determine the admissibility of premiums and related receivables. Premiums waived by the 
reporting entity under disability provisions contained in its policies and contracts, and reported in 
operations as a disability benefit, are included in premium income.  

3. Premium income shall exclude premiums that have been received by the reporting entity on or 
prior to the valuation date but which are due after the valuation date (i.e., advance premiums as discussed 
below).  

4. Premium income shall be reduced for premiums returned and allowances to industrial 
policyholders for the direct payment of premiums.  

5. Premium income shall be increased by reinsurance premiums assumed and reduced by 
reinsurance premiums ceded. Reinsurance premiums assumed and ceded are defined and addressed in 
SSAP No. 61R—Life, Deposit-Type and Accident and Health Reinsurance. 

6. Advance premiums are those premiums that have been received by the reporting entity prior to or 
on the valuation date but which are due after the valuation date. The total amount of such advance 
premiums is reported as a liability in the statutory financial statements and is not considered premium 
income until due. The gross premium, not the net valuation premium, is recorded as the advance premium 
in recognition of the reporting entity’s liability to refund such premiums in the event the policy is 
terminated. 

7. As discussed in SSAP No. 47—Uninsured Plans (SSAP No. 47), amounts received on behalf of 
uninsured plans or the uninsured portion of partially insured plans shall not be reported as premium 
income. Administrative fees for servicing the uninsured plans shall be deducted from general expenses. 
Conversely, income relating to the insured portion of any plan shall be reported as premium income. 

8. Specific funds to be received under the Medicare Part D program received as premiums for 
coverage that is not retrospectively rated should be accounted for under this Statement. These funds 
include ‘Beneficiary Premium (supplemental benefit portion)’, as these payments are considered to be 
standard premium payments that do not meet the definitions under SSAP No. 47 or SSAP No. 66—
Retrospectively Rated Contracts (SSAP No. 66). Refer to INT 05-05: Accounting for Revenues Under 
Medicare Part D Coverage for additional information and definitions of terms specifically related to 
Medicare Part D business. 
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Reserve Requirements 

9. The aggregate reserve for individual and group accident and health contracts generally consists of 
a policy reserve and a claim reserve as well as certain other miscellaneous reserves discussed in 
paragraph 24. The aggregate reserve reflects the future liabilities arising under accident and health 
policies. Policy reserves have traditionally been referred to as active life reserves and include unearned 
premium reserves. Policy reserves reflect that premiums cover future liabilities in addition to current 
claim costs and expenses. Claim reserves, sometimes referred to as disabled life reserves, are required on 
claims which involve continuing loss. The reserve in this case is a measure of the present value of future 
benefits or amounts not yet due as of the statement date (the unaccrued portion) which are expected to 
arise under claims which have been incurred as of the statement date. The aggregate reserve for individual 
and group accident and health contracts does not include claim liabilities which are the amounts payable 
at the reporting date (the accrued portion) and reflect the reporting entity’s liability for benefits due as of 
the statement date. Claim liabilities are further discussed in SSAP No. 55—Unpaid Claims, Losses and 
Loss Adjustment Expenses. 

10. Policy reserves for individual and group accident and health contracts shall include an unearned 
premium reserve and, as applicable, an additional or contract reserve where constant or level premiums 
are assumed for certain noncancelable or guaranteed renewable contracts. The claim reserve shall consist 
of a reserve for the present value of amounts not yet due. 

11. Statutory policy reserves shall be established for all unmatured contractual obligations of the 
reporting entity arising out of the provisions of the contract. Where separate benefits are included in a 
contract, a reserve for each benefit shall be established as required in Appendix A-820. A prospective 
gross premium valuation is the ultimate test of reserve adequacy as of a given valuation date. Statutory 
reserves meet the definition of liabilities as defined in SSAP No. 5R—Liabilities, Contingencies and 
Impairments of Assets (SSAP No. 5R). The actuarial methodologies referred to in the following paragraph 
meet the criteria required for reasonable estimates in SSAP No. 5R. 

12. The reserving methodologies and assumptions used in calculating individual and group accident 
and health reserves shall meet the provisions of Appendices A-010, A-641, A-820 and A-822 (as 
applicable) and the actuarial guidelines found in Appendix C of this Manual (as applicable). Further, 
policy reserves shall be in compliance with those Actuarial Standards of Practice promulgated by the 
Actuarial Standards Board.  

Policy Reserves 

13. Unearned premium reserves shall be required for all accident and health contracts for which 
premiums have been reported for a period beyond the date of valuation other than premiums paid in 
advance. The minimum unearned premium reserve that applies to the premium period beyond the 
valuation date shall be based on the valuation net modal premium if contract reserves are required and the 
gross modal unearned premium reserve if contract reserves are not required. If premiums due and unpaid 
are carried as an asset, such premiums must be treated as premiums in force, subject to unearned premium 
reserve determination. The value of unpaid commissions, premium taxes, and the cost of collection 
associated with due and unpaid premiums must be carried as an offsetting liability. In no event shall the 
aggregate policy reserve for all contracts be less than the unearned gross premium under such contracts. 
Additionally, the reserve shall never be less than the expected claims for the period beyond the valuation 
date represented by the unearned premium reserve, to the extent not provided for elsewhere. 

14. Contract or additional reserves on accident and health contracts shall be recorded when premiums 
and benefits are not earned or incurred at the same incidence over the policy period (e.g., contracts having 
premiums determined on an issue-age basis where premiums and related morbidity, risk of loss, and the 
cost of coverage are not evenly matched). This evaluation may be applied on a rating block basis if the 
total premiums for the block were developed to support the total risk assumed and expected expenses for 
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the block each year, and a qualified actuary certifies the premium development (e.g., community-rated 
contracts). The additional reserves shall be set aside from the early years’ level premiums to pay the 
claims that experience indicates will be incurred as the policy continues in force. The fact that the 
reporting entity may have the right to increase premiums or to decline renewal of the policies for certain 
reasons has no bearing on whether or not a contract or additional reserve should be held. These reserves 
shall apply regardless of whether or not benefits are currently being received and are in addition to 
unearned premium reserves discussed in paragraph 13. 

15. Contract or additional reserves shall also be recorded where, due to the gross premium structure, 
the future benefits exceed the future net premiums (e.g., group conversion policies) or where the contract 
provides for the extension of benefits after the termination of the coverage (e.g., deferred maternity and 
other similar benefits).  

16. A terminal reserve for accident and health contracts is the policy reserve at the end of a policy 
year to cover the assumed difference between future benefits and future net premiums. The components 
used to compute a terminal reserve shall consist of an interest rate, a mortality and/or morbidity table, and 
a valuation method (e.g., net level, one-year full preliminary term, and two-year full preliminary term) 
and where allowed, other assumptions. A terminal reserve is based on the assumption that all net 
premiums have been received, all interest earned, and all benefits paid to the end of the policy year.  

17. Since terminal reserves are computed as of the end of a policy year and not the reporting date, the 
terminal reserve as of policy anniversaries immediately prior to and subsequent to the reporting date are 
adjusted to reflect that portion of the net premium that is unearned at the reporting date. This is generally 
accomplished using either the mean reserve method or the mid-terminal method as discussed in 
paragraphs 23-26 of SSAP No. 51—Life Contracts. Other appropriate methods, including an exact reserve 
valuation, may also be used. 

18. For individual and group accident and health contracts, negative reserves on any benefit shall be 
offset against positive reserves for other benefits in the same policy but the mean reserve on any policy 
shall never be taken as less than one-half the valuation net premium. The majority of group accident and 
health policies are written in conjunction with group life or other policies. If these policies are an 
experience rated package, positive or favorable margins on one of the contracts can offset the need to 
establish additional reserves on the other contracts. 

Additional Reserves (Premium Deficiency Reserves)  

19. When the expected claims payments or incurred costs, claim adjustment expenses and 
administration costs exceed the premiums to be collected for the remainder of a contract period, a 
premium deficiency reserve shall be recognized by recording an additional liability for the deficiency, 
with a corresponding charge to operations. For purposes of determining if a premium deficiency exists, 
contracts shall be grouped in a manner consistent with how policies are marketed, serviced and measured. 
A liability shall be recognized for each grouping where a premium deficiency is indicated. Deficiencies 
shall not be offset by anticipated profits in other policy groupings. Such accruals shall be made for any 
loss contracts, even if the contract period has not yet started. 

Claim Reserves 

20. Claim reserves shall be accrued for estimated costs of future health care services to be rendered 
that the reporting entity is currently obligated to provide or reimburse as a result of premiums earned to 
date and that would be payable after the reporting date under the terms of arrangements, regulatory 
requirements or other requirements if the insured’s or subscriber’s illness or disability were to continue. It 
shall include a reserve for disability benefits covered under premium waiver provisions. For individual 
and group disability claims with a duration of less than two years, reserves may be based on the reporting 
entity’s experience, if credible, or other methods, as appropriate. Generally, reserves for disability income 

© 1999-2016 National Association of Insurance Commissioners



SSAP No. 54 Statement of Statutory Accounting Principles 

 54–6 

claims with durations of greater than two years shall be determined based on a tabular method using the 
age of the insured at the date of disablement, the number of months the insured already has been disabled, 
and the number of months remaining in the benefit period. 

Reserve Recognition 

21. The difference between the aggregate reserve for accident and health contracts at the beginning 
and end of the reporting period shall be reflected as the change in reserves in the summary of operations, 
except for any difference due to a change in valuation basis. 

Change In Valuation Basis 

22. A change in valuation basis shall be defined as a change in the interest rate, mortality and 
morbidity assumptions, or reserving method (e.g., net level, preliminary term, etc.) or other factors 
affecting the reserve computation of policies in force and meets the definition of an accounting change as 
defined in SSAP No. 3—Accounting Changes and Corrections of Errors (SSAP No. 3). Consistent with 
SSAP No. 3, any increase (strengthening) or decrease (destrengthening) in actuarial reserves resulting 
from such a change in valuation basis shall be recorded directly to surplus rather than as a part of the 
reserve change recognized in the summary of operations. The impact on surplus is based on the difference 
between the reserve under the old and new methods as of the beginning of the year. This difference shall 
not be graded in over time unless an actuarial guideline adopted by the NAIC prescribes a new method 
and a specific transition that allows for grading. 

Supplemental Benefits 

23. In addition to the basic policy benefit, the contract may provide supplemental benefits. 
Supplemental benefits include, but are not limited to, accidental death benefits, dental and waiver of 
premium benefits. If the terms of the contract provide for these benefits, appropriate reserves shall be 
established in accordance with the applicable standards within the Accounting Practices and Procedures 
Manual. 

Reserve Adequacy 

24. As discussed in Appendix A-010, a prospective gross premium valuation is the ultimate test of 
the adequacy of a reporting entity’s accident and health reserves as of a given valuation date and shall be 
determined on the basis of unearned premium reserves, contract or additional reserves, claim reserves 
(including claim liabilities), and miscellaneous reserves combined; however, each component shall be 
computed separately. 

Additional Reserves Not Included Elsewhere 

25. Reserves for experience-rating refunds or the dividend liability in group policies are discussed in 
SSAP No. 66. 

26. Additional actuarial or other liabilities are commonly held for such items as: 

a. Surrender values in excess of reserves otherwise required or carried; 

b. Additional reserves required based on asset adequacy analysis as discussed in Appendix 
A-822; and 

c. Additional reserves for policies which contain conversion privileges or future contingent 
benefits. 
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Contracts Subject to Redetermination 

27. This statement also applies to other contracts which are subject to redetermination such as Federal 
(and State) Groups – subject to rate adjustments through audits by the Office of Personnel Management 
(OPM). Reporting entities are required to give Federal Groups the lowest rates that are being charged to 
similar groups. 

28. Amounts due from insureds or subscribers and amounts due to insureds or subscribers under 
contracts subject to redetermination meet the definitions of assets and liabilities as set forth in SSAP 
No. 4—Assets and Nonadmitted Assets and SSAP No. 5R, respectively. 

29. Contract redeterminations shall be estimated based on the experience to date. The method used to 
estimate the liability shall be reasonable based on the reporting entity’s procedures, and consistent among 
reporting periods. An examination of contract requirements in relation to the rates being charged and the 
current status of applicable audits (e.g., OPM, Centers for Medicare and Medicaid Services (or such other 
name that this entity shall be known as) and other Federal, state or government department) is a common 
method used to estimate such contract redeterminations. 

30. Premium adjustments for contracts subject to redetermination are estimated for the portion of the 
policy period that has expired and shall be considered an immediate adjustment to premium. Accrued 
premium adjustments shall be recorded in premium and considerations receivableas a write-in for other-
than-invested assets, with a corresponding entry to written premiums.; aAccrued return premium 
adjustments shall be recorded as a liability with a corresponding entry to written premiums, the annual 
statement liability lines will vary by the type of annual statement the reporting entity files. Managed 
care/accident and health reporting entities report as aggregate health policy reserves; life and accident and 
health reporting entities report as aggregate reserves for accident and health contracts; property and 
casualty reporting entities report as aggregate write-ins for liabilities. 

31. If, in accordance with SSAP No. 5R, it is probable that the additional premium adjustment is 
uncollectible, any uncollectible premium shall be written off against operations in the period the 
determination is made and the disclosure requirements outlined in SSAP No. 5R shall be made. 

32. Premium adjustments for contracts subject to redetermination shall be determined and billed or 
refunded in accordance with the policy provisions or contract provisions. If such premiums are not billed 
in accordance with the policy provisions or contract provisions, or the policy provisions or contract 
provisions do not address the due date of such premiums, the accrual shall be nonadmitted. This is 
consistent with the guidance for audit premiums established in SSAP No. 6. 

Disclosures 

33. Disclose the aggregate amount of direct premiums written through managing general agents or 
third party administrators. For purposes of this disclosure, a managing general agent means the same as in 
Appendix A-225. 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:  

a. Name and address of managing general agent or third party administrator; 

b. Federal Employer Identification Number; 

c. Whether such person holds an exclusive contract; 

d. Types of business written; 

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

34. Reporting entities shall disclose the relative percentage of participating insurance, the method of 
accounting for policyholder dividends, the amount of dividends, and the amount of any additional income 
allocated to participating policyholders in the financial statements. 

35. If a premium deficiency reserve is established in accordance with paragraph 19, disclose the 
amount of that reserve. If a reporting entity utilizes anticipated investment income as a factor in the 
premium deficiency calculation, disclosure of such shall be made in the financial statements. 

36. The financial statements shall disclose the method used by the reporting entity to estimate 
premium adjustments for contracts subject to redetermination. The amount of net premiums that are 
subject to such adjustments, as well as the corresponding percentage to total net premiums, shall be 
disclosed. 

37. Management’s policy for providing charity care,1 as well as the level of charity care provided, 
shall be disclosed in the financial statements. Such disclosure shall be measured based on the provider’s 
direct and indirect costs of providing charity care services. If costs cannot be specifically attributed to 
services provided to charity care patients (for example, based on a cost accounting system), management 
may estimate the costs of those services using reasonable techniques with the method used to identify or 
estimate such costs disclosed. Funds received to offset or subsidize charity services provided (for 
example, from gifts or grants restricted for charity care or from an uncompensated care fund), also shall 
be disclosed. 

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

Relevant Literature 

39. This statement adopts the definition of charity care and adopts with modification the disclosure 
within ASU 2010-23, Health Care Entities, Measuring Charity Care, as applicable. 

38.40. This statement incorporates the requirements of Appendices A-010, A-225, A-641, A-820, A-822 
(as applicable), the Actuarial Standards Board Actuarial Standards of Practice and the actuarial 
guidelines found in Appendix C of this manual (as applicable). 

39.41. This statement rejects FASB Statement No. 60, Accounting and Reporting by Insurance 
Enterprises relating to accounting and reporting for individual and group accident and health contracts. 

Effective Date and Transition 

40.42. This statement is effective for years beginning January 1, 2001. Contracts issued prior to 
January 1, 2001 shall be accounted for based on the laws and regulations of the domiciliary state. State 
laws and regulations shall be understood to include anything considered authoritative by the domiciliary 
state under the individual state’s statutory authority and due process procedures. 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. The disclosure related to charity care shall be applied prospectively beginning June 17, 
2015. 

                                                      
1 Charity care represents health care services that are provided but are never expected to result in cash flows. Charity care is 
provided to a patient with demonstrated inability to pay. Each entity establishes its own criteria for charity care consistent with its 
mission statement and financial ability. 
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