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Financial Guaranty Insurance 

SCOPE OF STATEMENT 

1. This statement establishes statutory accounting principles for financial guaranty insurance and 
addresses areas where financial guaranty insurance accounting differs from other lines of insurance. To 
the extent a topic is not covered by this statement, financial guaranty insurance accounting shall comply 
with statutory accounting guidance for other lines of property and casualty insurance. 

SUMMARY CONCLUSION 

2. Financial guaranty insurance provides protection against financial loss as a result of default, 
changes in interest rate levels, differentials in interest rate levels between markets or products, 
fluctuations in exchange rates between currencies, inconvertibility of one currency into another, inability 
to withdraw funds held in a foreign country resulting from restrictions imposed by a governmental body, 
changes in the value of specific assets or commodities, financial or commodity indices, or price levels in 
general. Financial guaranty insurance does not provide protection from losses which occur due to 
fortuitous physical events, failure or deficiency in the operation of equipment, or the inability to extract 
natural resources. Additionally, it does not provide coverage from losses related to various types of bonds 
(e.g., individual or schedule public official bond; a contract bond; a court bond), credit insurance, 
guaranteed investment contracts, and residual value insurance. 

Premium Revenue Recognition 

3. Written premium shall be recorded in accordance with SSAP No. 53—Property Casualty 
Contracts—Premiums except that installment premiums, which may vary substantially over the term of 
the contract since the total amount insured and the premium rate are contingent upon the performance of 
the insured obligations, shall be recorded when received. 

4. When premiums are paid on the installment basis, premium revenue shall be recognized in the 
statement of operations using the monthly pro-rata method. Premiums not paid on the installment basis 
shall be recognized in the statement of operations in proportion with the amount and expected coverage 
period of the insured risk. 

5. When the anticipated losses, loss adjustment expenses, and maintenance cost exceed the recorded 
unearned premium reserve and contingency reserve, a premium deficiency reserve shall be recognized by 
recording an additional liability for the deficiency with a corresponding charge to operations. 
Commission and other acquisition costs need not be considered in the premium deficiency analysis since 
they have previously been expensed. 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. 

Unpaid Losses and Loss Adjustment Expense Recognition 

6. Unpaid losses and loss adjustment expenses shall be recognized in accordance with SSAP 
No. 55—Unpaid Claims, Losses and Loss Adjustment Expenses (SSAP No. 55). Each financial guaranty 
insurer shall establish and maintain reserves for unpaid losses and loss adjustment expenses. The initial 
date of default shall be considered the incident which gives rise to a claim. Loss reserves shall include a 
reserve for claims reported and unpaid net of collateral. 

7. A deduction from loss reserves shall be allowed for the time value of money by application of a 
discount rate equal to the average rate of return on the admitted assets of the financial guaranty insurer as 
of the date of the computation of the reserve. The discount rate shall be adjusted at the end of each 
calendar year. In addition, a reserve component for incurred but not reported claims shall be reasonably 
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estimated, if deemed necessary by the financial guaranty insurer or required by the commissioner 
following an examination or actuarial analysis. 

Contingency Reserve 

8. In addition to the unearned premium reserve and the liability established for unpaid losses and 
loss adjustment expenses, financial guaranty insurers shall maintain a liability referred to as a statutory 
contingency reserve. The purpose of this reserve is to protect policyholders against loss during periods of 
extreme economic contraction.  

9. The contingency reserve shall be the greater of fifty percent of premiums written for each 
category or the amount provided by applying the following percentages to the principal guaranteed in 
each calendar year. The premiums written shall be net of reinsurance if the reinsurer has established a 
contingency reserve. 

a. Municipal obligation bonds 0.55 percent 

b. Special revenue bonds 0.85 percent 

c. Investment grade Industrial Development Bonds (IDBs) secured by 
 collateral or having a term of seven years or less, and utility first 
 mortgage obligations 

1.00 percent 

d. Other investment grade IDBs 1.50 percent 

e. Other IDBs 2.50 percent 

f. Investment grade obligations, secured by collateral or having a term of 
 seven years or less 

1.00 percent 

g. Other investment grade obligations not secured 1.50 percent 

h. Non-investment grade consumer debt obligations 2.00 percent 

i. Non-investment grade asset backed securities 2.00 percent 

j. All other non-investment grade obligations 2.50 percent 

 

10. Additions to the reserve for items a. through e. in paragraph 9, equal to one-eightieth of the 
amounts derived by applying the appropriate contribution specified above, shall be made each quarter for 
a period of twenty (20) years. Additions to the reserve for items f. through j. in paragraph 9 above, equal 
to one-sixtieth of the amounts derived by applying the appropriate contribution specified above, shall be 
made each quarter for a period of fifteen (15) years. 

11. For contingency reserves required to be maintained for 20 years, contributions may be 
discontinued if the total reserve established for all categories in subparagraphs 9 a. through 9 e. exceeds 
the sum of the percentages contained therein multiplied by the unpaid principal guaranteed. For 
contingency reserves required to be maintained for 15 years, contributions may be discontinued if the 
total reserve established for all categories in subparagraphs 9 f. through 9 j. exceeds the sum of the 
percentages contained therein multiplied by the unpaid principal guaranteed. 
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12. The contingency reserve may also be released in the following circumstances: 

a. For contingency reserves required to be maintained for 20 years: 

i. In any year in which actual incurred losses exceed 35% of the corresponding 
earned premiums, with commissioner approval; 

ii. If the reserve has been in existence less than 40 quarters, upon demonstration that 
the amount is excessive in relation to the outstanding obligations under the 
insurer’s financial guarantees, with commissioner approval; 

iii. If the reserve has been in existence more than 40 quarters, upon demonstration 
that the amount is excessive in relation to the outstanding obligations under the 
insurer’s financial guarantees, upon 30 days prior written notice to the 
commissioner. 

b. For contingency reserves required to be maintained for 15 years:  

i. In any year in which actual incurred losses exceed 65% of the corresponding 
earned premiums, with commissioner approval;  

ii. If the reserve has been in existence less than 30 quarters, upon demonstration that 
the amount is excessive in relation to the outstanding obligations under the 
insurer’s financial guarantees, with commissioner approval; 

iii. If the reserve has been in existence more than 30 quarters, upon demonstration 
that the amount is excessive in relation to the outstanding obligations under the 
insurer’s financial guarantees, upon 30 days prior written notice to the 
commissioner. 

Any reductions shall be made on a first-in first-out basis. Changes in the reserve shall be recorded 
through unassigned funds (surplus). 

Disclosures 

13. Financial guaranty insurers shall make all disclosures required by paragraphs 14-16 as well as 
other statements within the Accounting Practices and Procedures Manual, including but not limited to the 
requirements of SSAP No. 55 and SSAP No. 1—Disclosure of Accounting Policies, Risks & 
Uncertainties, and Other Disclosures. (For disclosures within paragraph 15 and 16, all “expected” 
amounts and terms should be determined in accordance with management estimates.) In all instances, the 
insurer shall disclose when they elect to reflect timeframes or recognition principles from FASB Statement 
No. 163, Accounting for Financial Guarantee Insurance Contracts—an interpretation of FASB Statement 
No. 60 (FAS 163) as permitted within the disclosure requirements. 

14. An insurance enterprise shall disclose information that enables users of its financial statements to 
understand the factors affecting the present and future recognition and measurement of financial 
guarantee insurance contracts. 

15. To meet the disclosure objective in paragraph 14, an insurance enterprise shall disclose the 
following information for each annual reporting statement, and in any interim period if a significant 
change has occurred in that interim period: 

a. For financial guarantee insurance contracts where premiums are received as installment 
payments over the period of the contract, rather than at inception 
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i. The unearned premium revenue as of the reporting date, in proportion with the 
amount and expected coverage period of the insured risk, which would have been 
reflected if the premium had been received at inception1.  

b. A schedule of premiums (undiscounted) expected to be collected under all installment 
contracts detailing the following: 

i. The four quarters of the subsequent annual period and each of the next four 
annual periods 

ii. The remaining periods aggregated in five-year increments 

c. A rollforward of the expected future premiums (undiscounted), including: 

i. Expected future premiums – Beginning of Year 

ii. Less - Premium payments received for existing installment contracts 

iii. Add – Expected premium payments for new installment contracts 

iv. Adjustments to the expected future premium payments 

v. Expected future premiums – End of Year 

d. For non-installment contracts for which premium revenue recognition has been 
accelerated, the amount and reasons for acceleration. 

e. A schedule of the future expected earned premium revenue on non-installment contracts 
as of the latest date of the statement of financial position detailing the following: 

i. The four quarters of the subsequent annual period and each of the next four 
annual periods 

ii. The remaining periods aggregated in five year increments 

f. For the claim liability2 

i. The rate used to discount the claim liability. This rate3 shall equal the average 
rate of return on the admitted assets of the financial guaranty insurer as of the 
annual date of the computation of the reserve 

ii. The significant component(s) of the change in the claim liability for the period 
(the accretion of the discount on the claim liability, changes in the timing, 
establishment of new reserves for defaults of insured contracts, changes or 

                                                      

1 If desired, a reporting entity that follows FAS 163 for GAAP may elect to report this disclosure in accordance with 
the revenue recognition principles of FAS 163. 
 
2 The reference to “claim liability” throughout  the disclosure requirements shall reflect the “reserves for unpaid 
losses and loss adjustment expenses” from paragraphs 6 and 7 of this Statement. 
 
3 The annual discount rate calculated pursuant to this paragraph shall be utilized for the subsequent year’s quarterly 
financial statements. Per paragraph 7, the discount rate shall be adjusted at the end of each year. 
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establishment of deficiency reserves, and changes or establishment of reserves 
for incurred but not reported claims), and the amount relating to each 
component(s). 

g. A description of the insurance enterprise’s risk management activities used to track and 
monitor deteriorating insured financial obligations, including the following: 

i. A description of each grouping or category used to track and monitor 
deteriorating insured financial obligations 

ii. The insurance enterprise’s policies for placing an insured financial obligation in, 
and monitoring, each grouping or category 

iii. The insurance enterprise’s policies for avoiding or mitigating claim liabilities, the 
related expense and liability reported during the period for those risk mitigation 
activities (not including reinsurance), and a description of where that expense and 
that liability are reported in the statement of income and the statement of 
financial position, respectively. 

16. An insurance enterprise shall disclose the following information for each annual and interim 
period related to the claim liability: 

a. A schedule of insured financial obligations at the end of each interim period detailing, at 
a minimum, the following for each category or grouping of these financial obligations 
(see Appendix A): 

i. Number of issued and outstanding financial guarantee insurance contracts 

ii. Remaining weighted-average4 contract period 

iii. Insured contractual payments outstanding5, segregating principal and interest 

iv. Gross claim liability6 

v. Gross potential recoveries7 

vi. Discount, net (both claim liability and potential recoveries8 

                                                      

4 Weighted average contract period shall be based on management’s estimate of the weighted average life of the 
contracts. If desired, a reporting entity that follows FAS 163 for GAAP may elect to mirror the time period 
calculated under FAS 163.  
 
5 Contractual payments outstanding shall be based on management’s estimates of receivables. If desired, a reporting 
entity that follows FAS 163 for GAAP may elect to mirror the time period calculated under FAS 163. 
 
6 Represents the unpaid losses and loss adjustment expenses calculated in accordance with SSAP No. 55 and SSAP 
No. 60, but excluding the effects of subrogation recoveries, ceded reinsurance and discounting.  
 
7 Includes (a) subrogation recoveries, which are deducted from the gross claim liabilities in accordance with 
paragraph 12 of SSAP No. 55 and (b) ceded reinsurance recoveries on unpaid losses, which are deducted from the 
gross claim liability in accordance with paragraph 88.a. of SSAP No. 62R.  
 
8 Represents the discounting effect of the gross claim liability, subrogation recoveries, and reinsurance recoveries. 
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vii. Net claim liability9 

viii. Reinsurance recoverables10 

ix. Unearned premium revenue11 

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

Effective Date and Transition 

15.18. 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. 

RELEVANT ISSUE PAPERS 

• Issue Paper No. 69—Financial Guaranty Insurance 

                                                      

9 Represents the gross claim liability less gross potential recoveries and the net discount. This line should reconcile 
to the sum of line 10, column 8 and column 9 (financial guaranty net unpaid losses and net unpaid loss adjustment 
expenses) of the Underwriting and Investment Exhibit, Part 2a – Unpaid Losses and Loss Adjustment Expenses.  
 
10 Represents reinsurance recoverables on paid losses which is reported as an asset with paragraph 20 of SSAP No. 
62R. This line should reconcile to “Amounts recoverable from reinsurers” on the balance sheet.  
 
11 Unearned premium revenue (UPR) should be consistent with the UPR measurement principles of SSAP No. 60. 
UPR reported in this schedule may not reconcile to line 10, column 5 of the Underwriting and Investment Exhibit, 
Part 1a – Recapitulation of all Premiums. To the extent that this amount does not reconcile to line 10, column 5 of 
the Underwriting and Investment Exhibit, Part 1a – Recapitulation of Premiums, provide an additional 
reconciliation to line 10, column 5 of the Underwriting and Investment Exhibit, Part 1a in a footnote to the tabular 
disclosures required in paragraph 16. 
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SSAP NO. 60 - APPENDIX A – DISCLOSURE ILLUSTRATION 

A1. The example below assumes the insurance enterprise uses a surveillance list with four surveillance 
categories to track and monitor its insured financial obligations. The surveillance list and four 
surveillance categories are used for illustrative purposes only. The surveillance categories shown below 
describe the claim liability before the mitigating effects of potential recoveries. The following are brief 
descriptions of each surveillance category to provide context to the example: 

a. Category A includes insured financial obligations that are still currently performing (that 
is, insured contractual payments are made on time but the likelihood of an event of 
default has increased since the financial guarantee insurance contract was first issued), 
but if economic conditions persist for an extended period of time, they may not be 
performing in the future. The issuer of the insured financial obligation may have 
experienced credit deterioration as a result of a general economic downturn. As a result, 
the present value of expected net cash outflows may exceed the unearned premium 
revenue of the financial guarantee insurance contract some time in the future. 

b. Category B includes insured financial obligations that are currently characterized as 
potentially nonperforming and may require action by the insurance enterprise to avoid or 
mitigate an event of default. 

c. Category C includes insured financial obligations that are characterized as nonperforming 
and for which actions to date by the insurance enterprise have not been successful in 
avoiding or mitigating an event of default. The insurance enterprise continues its efforts 
to cure the claim, but an event of default is imminent. 

d. Category D includes insured financial obligations where an event of default has occurred. 
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 Surveillance Categories    

 A  B  C  D  Total  

Number of policies 37  16  5  4  62  

Remaining weighted-average contract 
period (in years) 

 

16 

  

14 

  

11 

  

12 

   

Insured contractual payments 
outstanding: 

          

 Principal $    656,000,000  $ 409,000,000  $ 196,000,000  $ 111,000,000  $ 1,372,000,000  

 Interest 478,000,000  298,000,000  150,000,000  73,000,000  999,000,000  

  Total $ 1,134,000,000  $ 707,000,000  $ 346,000,000  $ 184,000,000  $ 2,371,000,000  

Gross claim liability $ 1,045,000,000  $ 690,000,000  $ 330,000,000  $ 184,000,000  $ 2,249,000,000  

Less:           

 Gross potential recoveries 752,000,000  381,000,000  29,000,000  7,000,000  1,169,000,000  

 Discount, net 159,000,000  153,000,000  125,000,000  78,000,000  515,000,000  

Net claim liability $   134,000,000  $ 156,000,000  $ 176,000,000  $   99,000,000  565,000,000  

Unearned premium revenue $ 7,000,000  $     4,000,000  $ 2,000,000  $                    - 
(b) 

$     13,000,000  

           

Reinsurance recoverables $     10,000,000  $   19,000,000  $   25,000,000  $   27,000,000  $     81,000,000  

 

 

(b) In this instance, it is assumed that once an insured financial obligation is in Category D, the only remain g obligation of the insurance enterprise is making claim payments. 
As such, all related balances of the insured financial obligation are written off, including the unearned premium revenue. 
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