Attachment __
Ref #2019-

Ref #2026-13

Statutory Accounting Principles (E) Working Group
Maintenance Agenda Submission Form
Form A

Issue: Medicaid - Updates 

Check (applicable entity):
	P/C	Life	Health
[bookmark: Check1]Modification of Existing SSAP		|X|		|X|		|X|
New Issue or SSAP			|_|		|_|		|_|
Interpretation				|_|		|_|		|_|

Description of Issue:
This agenda item is to address questions received from industry and regulators regarding statutory accounting for state directed payments (SDP) in Medicaid managed care and for separate payment terms. The primary question is regarding whether the statutory reporting guidance classifies such payments as “at risk” under SSAP No. 54—Individual and Group Accident and Health Contracts. Key points are described below:

State directed payments - are based on the utilization and delivery of services and are further detailed in in 42 Code of Federal Regulations (CFR) § 438.6(c). These payments are also tied to quality goals. 
Separate Payment Terms – are a mechanism used by states to send supplemental funding to providers through managed care organizations (MCO) for state directed payments that were separate from the per member per month payments. A 2024 final rule for Medicaid MCO contracts, prohibits the use of separate payment terms on or after July 9, 2027 per CMS-2439-F regulation. It requires that all state directed payments be included in actuarially sound capitation rates. It requires SDP separate payment terms (SPTs) must be moved into the base capitation rates paid to plans. 
State directed payments are not pass throughs - 42 CFR 438.6(a) defines a pass-through payment as an amount required by the state to be added to contracted payment rates and considered in the actuarially sound capitation rate, that is not tied to a specific service or benefit, and not a permitted 438.6(c) payment methodology (i.e., SDP). CMS treats 438.6(c) SDPs as distinct from 438.6(d) pass-throughs: SDPs are service-specific and tied to utilization. 

State directed payments are “at risk” - As provided for in the 2024 Medicaid and CHIP Managed Care Final Rule, CMS amended 438.8 (Medicaid MLRs) to clarify that SDPs and SDP SPTs are to be included in both the medical loss ratio (MLR) numerator and denominator. The inclusion of SDPs and SDP SPTs in both the MLR numerator and denominator indicates that CMS views these dollars as “at risk” to the MCO despite being embedded in the capitation rate with state direction on where the money flows.

However, some MCOs view some state directed payments and state directed payments from separate payment terms as low- to near-zero-risk because the state directs the payment to specified providers, and historically some MCOs exclude state directed payments from MLR reporting on a pass-through analogy.

Note that the HRBC formula removes pass through payments from the underwriting risk charges and assigns a lower charge that is more akin to an administrative services contract to pass through payments. NAIC staff also received questions regarding whether the amounts should receive a risk charge similar to pass through payments in health risk-based capital (RBC) reporting, but defers to the Health Risk-based Capital (E) Working Group for this conclusion. The current health RBC (HRBC) guidance for XR-0013 underwriting risk and XR-0015 other underwriting risk defers to state treatment on whether pass through payments are in premium. (See Authoritative Literature). However, it appears to defer to the Medicaid classification of pass-throughs.

SSAP No. 47—Uninsured Plans and SSAP No. 54—Individual and Group Accident and Health Contracts discuss uninsured plans, insured plans and partially insured plans. If a reporting entity is not at risk and is only acting as an administrator for a third party that is not at risk, then the plan is uninsured. The guidance in SSAP No. 47 provides that arrangements where the reporting entity receives a capitated payment for providing medical services to a third party do not qualify the arrangement as an uninsured plan.

Existing Authoritative Literature:
SSAP No. 47—Uninsured Plans 

[bookmark: SSAP_No._47—Uninsured_Plans]2.	For purposes of this statement, uninsured accident and health plans, including HMO administered plans, and uninsured property and casualty plans (collectively referred to as uninsured plans) are defined as plans for which a reporting entity, as an administrator, performs administrative services such as claims processing for a third party that is at risk, and accordingly, the administrator has not issued an insurance policy, regardless of whether an identification card is issued. In the case of uninsured accident and health plans, the administrator may arrange for the provision of medical services through a contracted or employed provider network. The plan (whether insured by another reporting entity or self insured) bears all of the insurance risk, and there is no possibility of loss or liability to the administrator caused by claims incurred related to the plan. The administrator, however, may be subject to credit risk with regard to the risk bearing entity. An uninsured accident and health plan may be either an Administrative Services Only (ASO) plan or an Administrative Services Contract (ASC) plan. Under an ASO plan, claims are paid from a bank account owned and funded directly by the uninsured plan sponsor; or, claims are paid from a bank account owned by the reporting entity, but only after the reporting entity has received funds from the uninsured plan sponsor that are adequate to fully cover the claim payments. Under an ASC plan, the reporting entity pays claims from its own bank accounts, and only subsequently receives reimbursement from the uninsured plan sponsor. No arrangement where the reporting entity receives a capitated payment for providing medical services to a third party shall qualify as an uninsured plan.
3. 	Uninsured accident and health plans also include Federal, state or other government department funded programs such as Medicare cost contracts where there is no underwriting risk to the reporting entity. Under Medicare cost contracts, service provided to recipients includes the direct delivery of health care for which the reporting entity is reimbursed based on costs incurred as provided for in regulations governing the administration of such contracts. Other such programs may include some Medicaid contracts for which administration or other non-underwriting services are provided.
4. 	Partially insured or combination plans exist, under which the reporting entity issues an insurance policy for some of the risks related to the claims (e.g., minimum premium and stop loss coverage), but acts as an administrator for some, or all, of the claims paid by the plan. Such plans shall be treated as two plans: an insured plan (the part for which the reporting entity has issued a policy) and an uninsured plan (the part that meets the definition in paragraph 2 of this statement). The components related to uninsured plans shall be accounted for using the accounting principles established in this statement; the components related to insured plans shall be accounted for as insurance.

SSAP No. 54—Individual and Group Accident and Health Contracts:

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, 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.

7.	As discussed in SSAP No. 47—Uninsured Plans, 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.

Legal guidance 
Legal guidance for the 42 CFR, 438 is available at https://www.ecfr.gov/current/title-42/chapter-IV/subchapter-C/part-438/subpart-A/section-438.6#p-438.6(c) 
Performance measure means, for State directed payments, a quantitative measure with a numerator and denominator that is used to monitor performance at a point in time or track performance over time, of service delivery, quality of care, or outcomes as defined in § 438.320 for enrollees. 

The fact sheet on Medicaid and Children’s Health Insurance Program Managed Care Access, Finance, and Quality Final Rule (CMS-2439-F) is available at  https://www.cms.gov/newsroom/fact-sheets/medicaid-and-childrens-health-insurance-program-managed-care-access-finance-and-quality-final-rule 
Prohibits the use of separate payment terms and requires that all state directed payments be included in actuarially sound capitation rates.

https://www.govinfo.gov/content/pkg/FR-2024-05-10/pdf/2024-08085.pdf 

Health Risk-Based Capital instructions - XR-0015 Other Underwriting Risk 
Line (24.2) Medicaid Pass-Through Payments Reported as Premium – The treatment of Medicaid Pass-Through Payments varies from state to state, and in some instances is treated as premium. The Health Risk-Based Capital (E) Working Group, however, determined that the risk associated with these payments is more administrative in nature and similar to uninsured plans. As such, the Working Group determined that the charge should follow that of the uninsured plans (ASC and ASO) and apply a 2% factor charge to those Medicaid Pass-Through Payments reported as premiums. This amount should be equal to the amount reported on page XR013, Column (4), Line (3).

Activity to Date (issues previously addressed by the Working Group, Emerging Accounting Issues (E) Working Group, SEC, FASB, other State Departments of Insurance or other NAIC groups): None

Information or issues (included in Description of Issue) not previously contemplated by the Working Group:
None

Convergence with International Financial Reporting Standards (IFRS): Not applicable 

Staff Recommendation: 
NAIC staff recommend that the Working Group move this item to the active listing, categorized as a SAP clarification, and expose revisions to SSAP No. 47—Uninsured Plans and SSAP No. 54—Individual and Group Accident and Health Contracts to add a principles-based statement that Medicaid contracts payments classified as capitated payments are included in insured plans. This should cover the Medicaid revisions regarding state directed payment and separate payment terms without having to become too detailed regarding program terminology. In addition, Health Risk-Based Capital (E) Working Group should be notified of the exposure to allow that group to determine if the amounts should receive a risk similar to pass through payments.


SSAP No. 47—Uninsured Plans: 
3. 	Uninsured accident and health plans also include Federal, state or other government department funded programs such as Medicare cost contracts where there is no underwriting risk to the reporting entity. Under Medicare cost contracts, service provided to recipients includes the direct delivery of health care for which the reporting entity is reimbursed based on costs incurred as provided for in regulations governing the administration of such contracts. Other such programs may include some Medicaid contracts for which administration or other non-underwriting services are provided.  
4. Partially insured or combination plans exist, under which the reporting entity issues an insurance policy for some of the risks related to the claims (e.g., minimum premium and stop loss coverage), but acts as an administrator for some, or all, of the claims paid by the plan. Such plans shall be treated as two plans: an insured plan (the part for which the reporting entity has issued a policy) and an uninsured plan (the part that meets the definition in paragraph 2 of this statement). The components related to uninsured plans shall be accounted for using the accounting principles established in this statement; the components related to insured plans shall be accounted for as insurance. Medicaid contract payments classified as capitated payments are included in insured plans.

SSAP No. 54—Individual and Group Accident and Health Contracts:

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, 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.

7.	As discussed in SSAP No. 47—Uninsured Plans, 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. Medicaid contract payments classified as capitated payments are included in insured plans.

Staff Review Completed by: Robin Marcotte – NAIC Staff July 2026

Status:
On August 12, 2026, the Statutory Accounting Principles (E) Working Group exposed revisions to SSAP No. 47—Uninsured Plans and SSAP No. 54—Individual and Group Accident and Health Contracts, as illustrated above, to add a principles-based statement that Medicaid contracts payments classified as capitated payments are included in insured plans. The Working Group also directed NAIC staff to send a referral to Health Risk-Based Capital (E) Working Group so that group can determine if the amounts previously classified as pass through payments should be considered  for a risk charge that is to be similar to pass through payments. 

https://naiconline.sharepoint.com/teams/FRSStatutoryAccounting/National Meetings/A. National Meeting Materials/2026/08-12-26 Summer National Meeting/Exposures/26-13 - Medicaid revision.docx
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