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Guaranty Fund and Other Assessments

SCOPE OF STATEMENT

1.          This statement establishes statutory accounting principles for guaranty fund and other
assessments.

2.          Guaranty fund assessments represent a funding mechanism employed by states to provide funds
to cover policyholder obligations of insolvent reporting entities. Most states have enacted legislation
establishing guaranty funds for both life and health insurance and for property and casualty insurance to
provide for covered claims or to meet other insurance obligations of insolvent reporting entities in the state.
Guaranty funds generally make assessments after an insolvency based upon retrospective premium
writings.

3.          This statement addresses other assessments including but not limited to workers' compensation
second injury funds and for funds that pay operating costs of an insurance department, a state guaranty
fund, and/or the workers' compensation board. This statement also addresses health related assessments
including but not limited to state health insurance high-risk pools, health insurance small group and
individual reinsurance pools, state health demographic or risk adjustment assessments.

SUMMARY CONCLUSION

4.          This statement applies SSAP No. 5—Liabilities, Contingencies and Impairments of Assets
(SSAP No. 5) to guaranty fund and other assessments. SSAP No. 5 requires accrual of a liability when
both of the following conditions are met:

a.          Information available prior to issuance of the statutory financial statements indicates that it
is probable that an asset has been impaired or a liability has been incurred at the date of
the statutory financial statements. It is implicit in this condition that it is probable that one
or more future events will occur confirming the fact of the loss or incurrence of a liability;
and

b.          The amount of loss can be reasonably estimated.

For the purposes of subparagraph 4 b., loss generally means assessment or assessment rate. Guaranty
fund and other assessments shall be charged to expense (Taxes, Licenses and Fees) and a liability shall be
accrued when the above criteria are met except for certain health related assessments which shall be
reported as a part of claims. Health related assessments that are reported as a part of claims instead of
taxes, licenses and fees are those assessments that are designed for the purpose of spreading the risk of
severe claims or adverse enrollment selection among all participating entities, and where the funds
collected via the assessment are re-distributed back to the participating entities based upon the cost of
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specific claims, enrollment demographics, or other criteria affecting health care expenses.

5.          For refunded guaranty or other fund assessments and assessments used to fund state operating
expenses, reporting entities shall credit the refund or charge the assessment to expense when notification
of the refund or assessment is made.

6.          For guaranty fund assessments, subparagraph 4 a. is met when the insolvency has occurred,
regardless of whether the assessments are based on premiums written before or after the insolvency. For
purposes of applying this guidance, the insolvency shall be considered to have occurred when a reporting
entity meets a state's (ordinarily the state of domicile of the insolvent reporting entity) statutory definition
of an insolvent reporting entity. In most states, the reporting entity must be declared to be financially
insolvent by a court of competent jurisdiction. In some states, there must also be a final order of
liquidation. Loss-based administrative-type and second injury fund assessments are presumed probable
when the losses on which the assessments are expected to be based are incurred.

7.          Subparagraph 4 b. requires that the amounts can be reasonably estimated. For guaranty fund
assessments, a reporting entity's estimate of the liability shall reflect an estimate of its share of the ultimate
loss expected from the insolvency. The reporting entity shall also estimate any applicable premium tax
credits and policy surcharges. An entity need not be able to compute the exact amounts of the
assessments or be formally notified of such assessments by a guaranty fund to make a reasonable
estimate of its liability. Entities subject to assessments may have to make assumptions about future events,
such as when the fund making the assessment will incur costs and pay claims to determine the amounts
and the timing of assessments. The best available information about market share or premiums by state
and premiums by line of business generally should be used to estimate the amount of future assessments.
Estimates of loss-based assessments should be consistent with estimates of the underlying incurred losses
and should be developed based upon enacted laws or regulations and expected assessment rates. Premium
tax credits or policy surcharges may only be considered in the estimate if it is probable they will be
realized. Changes in the amount of the liability (or asset) as a result of the passage of time and revisions to
estimates in the amount or timing of the payments shall be recorded in taxes, licenses and fees.

8.          In accordance with SSAP No. 5, when the reasonable estimate of the loss is a range, the amount
in the range that is considered the best estimate shall be accrued. When, in management's opinion, no
amount within management's estimate of the range is a better estimate than any other amount; however,
the midpoint (mean) of management's estimate in the range shall be accrued. For purposes of this
statement, it is assumed that management can quantify the high end of the range.  If management
determines that the high end of the range cannot be quantified, then a range does not exist, and
management's best estimate shall be accrued.

9.          The liability for assessments shall be established gross of any probable and estimable recoveries
from premium tax credits and premium surcharges. Because assessments are generally paid before
premium tax credits are realized or policy surcharges are collected, an asset may result, which represents
a receivable for premium tax credits that will be taken and policy surcharges which will be collected in the
future. These amounts, to the extent it is probable they will be realized, meet the definition of assets, as
specified in SSAP No. 4—Assets and Nonadmitted Assets and are admitted assets to the extent they
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conform to the requirements of this statement. The asset shall be established and reported independent
from the liability (not reported net).

10.        In certain circumstances, a reporting entity acts as an agent for certain state agencies in the
collection and remittance of fees or assessments. In these circumstances, the liability for the fees and
assessments rests with the policyholder rather than with the reporting entity. The reporting entity's
obligation is to collect and subsequently remit the fee or assessment. When both the following conditions
are met, an assessment shall not be reported in the statement of operations of a reporting entity:

a.          The assessment is reflected as a separately identifiable item on the billing to the
policyholder; and 

b.          Remittance of the assessment by the reporting entity to the state is contingent upon
collection from the insured.

Disclosures

11.        Describe the nature of any assessments that could have a material financial effect and state the
estimate of the liability or that an estimate cannot be made. To the extent assessments have been accrued
disclose the amounts of the liabilities, any rela ted asset for premium tax credits or policy surcharges, the
periods over which the assessments are expected to be paid, and the period over which the recorded
premium tax offsets or policy surcharges are expected to be realized.

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

Relevant Literature

13.        This statement rejects GAAP guidance for recording guaranty fund and other assessments, which
is contained in AICPA Statement of Position 97-3, Accounting by Insurance and Other Enterprises
for Insurance-Related Assessments.

Effective Date and Transition

14.        This statement is effective for years beginning January 1, 2001. 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—Accounting Changes and Corrections of Errors.



© 2002 by National Association of Insurance Commissioners

RELEVANT ISSUE PAPERS

•            Issue Paper No. 35—Accounting for Guaranty Fund and Other Assessments


