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Actuarial Guideline AXXX
Since the adoption of Regulation XXX, there have
been several term and universal life (UL) products
developed with level premiums that appear guaran-
teed (to the policyholder) but don’t require XXX-style
reserves. Those products mostly fall into one of the
following broad categories:
■ Products having level premiums that aren’t guar-
anteed, but for which any future premium increase
triggers some sort of compensating bonus or refund.
■ Products having level premiums that are guaran-
teed, unless some unlikely specified future event oc-
curs (e.g., Moody’s bond yield index falls below 3
percent).
■ Products having guaranteed dividends or refunds
that, when applied to nonlevel guaranteed premiums,
net out to a guarantee of a level policyholder cash
flow.
■ Products having a nonguaranteed level premium
pattern, but with a level premium guarantee issued
through an affiliated nonlife company via rider, rein-
surance, or some other arrangement.
■ Products having a universal life structure, where
the guaranteed charges for a no-lapse period are non-
level, but for which (due to a prefunding or shadow
fund provision) a guaranteed level pattern can be
computed and illustrated.

Due to concerns about these methods of avoid-
ing XXX-style reserves, the NAIC has proposed a
new actuarial guideline known as AXXX. At the time
of this writing, the guideline is out for reexposure
but is likely to be adopted some time in 2002. The
format of AXXX is to give examples (like those sum-
marized above) of questionable products, and then
to state how they should be reserved for. The ex-
amples are expressly stated not to be all-inclusive;

just because a new de-
sign isn’t on the list does-
n’t necessarily exclude it
from the guideline.

The general method
of dealing with products
covered in the first three
bullets above is quite

straightforward. The guideline simply states that be-
cause a company isn’t able, completely at its own
discretion, to raise premiums, these products must
be reserved for as though there were a complete
guarantee.

The fourth bullet refers to a fully guaranteed prod-
uct where the guarantee involves a second compa-
ny—possibly through a rider offered by an affiliated
nonlife company, or perhaps through reinsurance. In
this situation, AXXX requires that the total of the net
reserve held by the direct writer and the reserve held

by the second company must at least equal the gross
reserve that would have to be held by a single com-
pany issuing the product in question.

For shadow fund products (the fifth bullet), the
guideline requires that any prefunding of a shadow
fund guarantee result in a higher reserve than there
would be without the prefunding. As the product be-
comes more prefunded, the reserve approaches the
statutory net single premium that would cover the
remainder of the guarantee period. Without going
into any more detail here, suffice it to say that the ad-
ditional reserves required would largely negate the
value of this design in lowering XXX-related basic re-
serve strain.

There’s an important distinction drawn in the cur-
rent version of the guideline. Normally, actuarial
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guidelines, since their function is to in-
terpret regulations already in place, are
applied retroactively. In this case, how-
ever, the shadow fund guidance would
only apply beginning in the calendar year
after the guideline is approved. 

Assuming AXXX is approved, product
development actuaries will likely be busy
later this year, once again redesigning pro-
tection-oriented term and universal life
products. The shadow fund may well re-
main with us, because of its flexibility, but
the other twists mentioned in AXXX are
likely to become more scarce.

Actuarial Guideline 37

Reserves for VUL no-lapse guaranteed
minimum death benefits (GMDBs)—
which generally provide that a policy will
not lapse regardless of fund performance,
subject to payment of a specified mini-
mum premium—were first addressed in
the Variable Life Model Regulation prom-
ulgated in 1983. This regulation set forth
different calculations for fixed premium
and flexible premium products. Both sets
of specified calculations are open to in-
terpretation in certain aspects. 

The 1983 regulation specified that for
a fixed (or scheduled) premium contract,
the GMDB reserve should be the greater
of: 1) the one-year term cost for the ex-
cess of the GMDB over death benefits pro-
vided for in the account value, assuming
a one-third drop in that account value; or
2) the attained-age level reserve (which
builds up over time if the GMDB is un-
derfunded on a statutory basis by the cur-
rent account value plus future required
premiums).

This original version of the regulation
specified that a GMDB reserve for a flex-
ible premium contract should be the to-
tal of all term costs for the excess of the
GMDB over death benefits provided for
in the account value, assuming a one-third
drop in the account value. The term costs
are for the period of the guarantee, and
thus are not limited to a year. 

A revised version of the variable life
model regulation was promulgated later
in the 1980s but adopted in just a few
states. This revision consolidated the fixed

and flexible premium sections, and spec-
ified holding a reserve equal to the larg-
er of:
■ A one-year term reserve, based on a
one-third drop in account value.
■ An attained-age reserve, which follows
a procedure similar to the original ver-
sion, but which allows funding of this re-
serve over the “revenue collection” peri-
od for the GMDB, instead of the
“premium paying” period. 

Under the revised version of the reg-
ulation, the term reserve is limited to only
one year, even if the product exists on a
flexible chassis. This greatly reduces its
impact, and makes future required pre-
miums (which would be assumed to be
paid annually) irrelevant. The attained age
level portion can be minimized by hav-
ing required premiums at least equal to
the valuation premiums. (It can actually
be eliminated at issue on that basis, but
will only be zero in all future periods if
separate account performance is good
enough to keep fund values at least at tab-
ular reserve levels.)

Because of a lack of uniform state
adoption or consistency of application be-
tween the two VUL model regulations,
actuarial guideline 37 has recently been
developed and adopted. It clarifies both
regulations, and adds some new calcula-
tion specifications. 

The first important issue it tackles is
the different methodologies for flexible
and fixed premium contracts under the
original regulation. The interpretation in
the proposed guideline is that, if a con-
tract specifies a required premium for
continuance of a GMDB, that contract is
de facto a fixed premium contract for pur-
poses of the GMDB reserve, regardless of
the overall nature of the VUL contract.
Thus the treatment in the revised version
of the regulation should apply to most
GMDB contracts issued today. 

It also makes some clarifications to the
method of projecting contract values for-
ward for the attained age level reserve:
■ It specifies that the GMDB must be as-
sumed to remain in force for its maximum
duration. But one should also assume that
for that reason, all minimum premium re-

quirements are met. (They are assumed
to be met at the latest allowable point in
time.)
■ It makes no mention of projecting for-
ward using expense loads. In doing the
statutory projection of the fund value plus
future required premiums, it would there-
fore seem allowable not to use them.
■ It specifies costs of insurance rates for
the projection as minimum valuation
mortality. Thus, these projected rates
aren’t related directly to guaranteed COI
rates, as some had previously assumed.
This allows for use of the 10-year select
factors from 1980 CSO, regardless of what
is used for basic policy reserves. Soon, it
should allow use of select and ultimate
2001 CSO (when it becomes applicable).
■ It defines GMDB revenue as either pol-
icy charges or premium. This allows a
company to ensure that GMDB revenue
is collected in all future years of a given
no-lapse period, by defining a required
policy charge for the GMDB that is unre-
lated to premiums collected. (An exam-
ple would be a basis-point charge applied
to the fund value.) According to the me-
chanics of the attained-age level-reserve
calculation, this allows the company to
ensure that any reserve increase is calcu-
lated using an annuity factor, rather than
being assessed as a lump sum.

In general under guideline 37, mini-
mization of GMDB reserves is best
achieved by having required premiums
that are nondeficient, and (especially for
longer-term guarantees) assessing some
charge unrelated to premiums collected,
in order to maintain the benefit. But
changes (from prior interpretations) in
treatment of mortality charges, expense
loads, and premium payment assump-
tions may cause different projections for
reserve purposes from those done in pri-
or years. Many actuaries may find that de-
sign changes are in order on their VUL
secondary guarantees.

The Proposed 2001 CSO Table

Discussions at recent NAIC meetings have
made it appear probable that the proposed
2001 CSO table will be adopted this year.
If not, it should be adopted early next year.

● 
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Adoption this year would probably result
in many states adopting the table official-
ly sometime in 2003. If 26 states were to
adopt in 2003, that would have tax reserve
(transitioning in over the subsequent three
years) implications, with Section 7702-re-
lated changes likely to be required in the
same time frame. 

Interwoven throughout the discussions
of fixed-product reserving as it is today
under XXX and AXXX, and variable-
product reserving under guideline 37, is
an assumption that the 1980 CSO table
forms the basis for the mortality under-
lying reserves. Regulation XXX provided
some relief for fixed products by allow-
ing longer and lower select factors to be
applied to the ultimate rates, and X-fac-
tors to be used for deficiency reserve cal-
culations. For variable products, only the

10-year select factors adopted with the
basic 1980 CSO table seem to apply.

When the 2001 CSO table is adopted,
this would appear to level the playing field
quite a bit. At that point, the same basic
reserve mortality will apply to both fixed
and variable products. (The fact that fixed
products can still use X-factors for defi-
ciency reserves will offset the fact that de-
ficiency reserves don’t apply for variable
products.)

Clearly, the advent of 2001 CSO will
lower required reserves for many other
products as well—particularly tradition-
al ones. Term insurance may become
somewhat less expensive, and participat-
ing whole life premiums may become
more competitive. Additionally, depend-
ing on state interpretations and require-
ments for guaranteed cost-of-insurance

(COI) rates, current COI charges on UL
and VUL may have to be reduced on
some products.

Some other product design issues re-
lated to adoption of the 2001 CSO table
center around 7702 issues. Many accu-
mulation-oriented products sold now
work by minimizing the face amount sold
for a given premium payment pattern.
Once 2001 CSO becomes the prevailing
table for 7702, the minimum face amount
for any given premium pattern will be
higher. 

The bottom line is that when 2001
CSO becomes applicable for statutory and
tax reserves (and these two will occur at
different points in time for some compa-
nies, or even products within companies),
product development actuaries should
expect to be quite busy. ●

Term insurance may become somewhat less expensive, and participating 

whole life premiums may become more competitive. 

VICE PRESIDENT FINANCE – FSA 
Successful multi-line insurance giant’s growth calls for the addition of
a non-traditional Financial Actuarial Executive to lead its finance ini-
tiatives. Superior background in GAAP reporting, reserving, A/L mod-
eling, investment analysis and strategy ideal. Experience in Group In-
surance – Group LTD preferred. Results-driven, business savvy leaders
will excel in this creative and high-energy culture. Retained Search.

LIFE PRICING ACTUARY—FSA
Southeast. Our client, a leading Reinsurer seeks progressive FSA for
their Reinsurance Product Consulting and Development Group. This
individual will develop pricing methodologies for Non-Traditional Life
insurance products, Mortality and Persistency Studies and New Mar-
ket Product Development. Ideal candidate will be an FSA with Life Pric-
ing or Valuation experience. Strong communication and problem solv-
ing skills are necessary.

INTERNATIONAL HEALTHCARE ACTUARY, FSA
Mid-Atlantic. Growing International insurer seeks a results-driven
Healthcare Actuary. This FSA will be responsible for developing and
implementing pricing and reserving for their growing healthcare busi-
ness. This position will act as Valuation Actuary for their Healthcare
Reserves for various locations and will give strategic support to po-
tential acquisitions and divestitures. Ideal candidate will have: 8-10
years of Healthcare experience; FSA; strong project management, pric-
ing and financial modeling skills; and willingness to travel up to 25%.

VICE PRESIDENT – ALM & INVESTMENTS
Growing “A“ rated insurer seeks a Vice President of ALM and Invest-
ments. This high-profile FSA will be responsible for a small to mid-size
staff and will develop, implement and maintain ALM processes. This
individual will manage interest rate risk, research alternative strate-
gies and forecast cash flows and earnings. Detailed responsibilities
include: Global Risk Management, Asset Allocation, Financial Struc-
turing, FAS 133 and 140 and working with new product ideas (fund of
funds, closed block capital relief, second to die). An FSA, CFA, with
cross-functional insurance experience and strong communication skills
will impress our Midwestern-based client.

NON-TRADITIONAL P&C ACTUARY
Southeast. Non-traditional role exists with a nationally recognized and
successful carrier that is expanding its product line. This high-energy
environment needs a business savvy Actuary to be a part of a team
dedicated to the expansion of products. One should expect to inter-
face with CEO and CFO regularly on business strategy. Ideal candidates
will possess a background in Commercial Lines products and have a
strong desire to expand their horizons and bring this company to the
next level of success in the marketplace. Comprehensive and gener-
ous salary/benefits and relocation package is available. Retained
Search.

LIFE REINSURANCE PRODUCT CONSULTANT—ASA
Leading Reinsurer has been experiencing exponential growth! This
product consulting group seeks a bright and talented ASA to provide
product development, market intelligence & product pricing for do-
mestic and international clients. Ideal product knowledge will include
Term, Variable, Fixed, Equity Index and Multiple Life. Some travel will
be involved. Beautiful Southeastern location!

REGIONAL ACTUARIAL OFFICER—LATIN AMERICA
This progressive health organization seeks a bilingual FSA (Eng-
lish/Spanish or Portuguese) to oversee their Latin American division.
This individual will provide actuarial support and financial analysis for
their Life, Accident & Health, Healthcare and Annuity business. This
individual will consult the local actuarial and financial executives in re-
gards to product development, pricing, reserving and financial analy-
sis (Capital Planning, Treasury and Cash Flow Management). Preferred
quality traits include being profit driven, team player, ability to influ-
ence others and willing to travel up to 50% of the time. Located in the
Mid-Atlantic

INTERIM ACTUARIES
We are currently staffing consulting projects across the product de-
velopment and financial arenas. Opportunities encompass pricing and
filing of new and existing products, assistance with demutualization,
year-end & quarterly reporting, data warehousing, actuarial pro-
gramming and more. Client companies include domestic carriers and
those with international interests. Please call Michelle Doty at (800)
474-6779.
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