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MARKET TREND: Continuing low interest rates and recent changes to 
insurance carrier reserve requirements for guaranteed life insurance 
policies likely will impact the selection and costs of life insurance 
products. This effort, however, should be viewed as a further 
strengthening of carriers and a mark of continued stability.  
 
SYNOPSIS: Actuarial Guideline 38 (“AG 38”) sets forth carrier reserve 
requirements for all universal life products that employ secondary 
guarantees. The National Association of Insurance Commissioners 
(“NAIC”) recently adopted revisions to AG 38, which are designed to 
ensure that carriers have established and will maintain sufficient 
reserve levels to satisfy death benefit guarantees provided under a 
policy. In general, these revisions will increase carrier reserve 
requirements for guaranteed products, specifically those issued after 
December 31, 2012.  
 
TAKE AWAY: The increased reserve requirements under AG 38, when 
combined with continuing low interest rates and on-going market 
consolidation, likely will increase guaranteed product pricing, 
eliminate or restrict certain product options, and limit flexibility in 
premium payment design. Clients currently interested in life 
insurance planning should move now to take advantage of existing 
policy pricing and federal gift and GST tax exemption levels, 
particularly as some carriers have specified submission deadlines for 
closing policy transactions by year-end. Long-term, creating tax-
efficient funding structures for higher priced policies will pose 
additional challenges.  
 
 

So-called “no-lapse” or secondary guarantee life insurance products generally are 

universal life (“UL”) insurance policies designed to provide a guaranteed death benefit 

through a certain age (e.g., 100). As these policies typically develop minimal to no cash 

value, they function much like “permanent” term life insurance. These products have 

become increasingly important tools in the high net worth estate planning market, 

where clients usually focus on ensuring the availability of a certain level of death benefit 

rather than on the creation of and access to policy cash value. These clients also often 

compare the internal rates of return between the guaranteed product and other possible 

investments. Recent changes to insurance carrier reserve requirements for guaranteed 

life insurance products, however, may adversely affect the selection and costs of these 



policies. 

 

HIGHER RESERVES FOR GUARANTEED PRODUCTS 

 

Life insurance companies must have sufficient reserves invested in stable, generally 

fixed, investments (e.g., cash, government bonds, etc.) to ensure that they have 

adequate liquidity to pay death benefits when they come due. AG 38 sets forth carrier 

reserve requirements for all universal life products that employ secondary guarantees. 

Since its adoption in 2003, AG 38 has been revised periodically to adapt to changes in 

the design of these products.  

 

Some insurance regulators, however, remained concerned that varying interpretations 

of AG 38 permitted contract designs with insufficient reserves to support their 

guarantees. Responding to these concerns, the NAIC recently adopted revisions to AG 

38, which are designed to ensure that carriers have established and will maintain 

sufficient reserve levels to satisfy the guarantees provided under a policy. In general, 

the AG 38 revisions will increase carrier reserve requirements for guaranteed 

UL (“GUL”) products, specifically those issued after December 31, 2012. 

 

MARKET IMPACT 

 

Low lapse rations, the low interest rate environment, and resulting decline in carriers’ 

general investment account returns has already placed significant pressure on carriers. 

This factor, when combined with the new AG 38 requirements, will directly affect 

product pricing, availability, and premium structures, including as follows: 

• Product Pricing: The AG 38 revisions could result in average premium 

increases of 10% - 15% for newly-issued guaranteed products. The price 

adjustments may be immediate or measured over time for carriers re-pricing 

newly issued products in a serial fashion. 

  

• Product Availability: We likely will see carriers continue to exit the GUL 

market entirely or withdraw certain products with guaranteed pricing, limiting 

the overall selection of guaranteed product options. New product designs may 

shift clients to UL, variable UL and whole life policies, although interest rate 

pressures have caused carriers to steadily reduce interest crediting rates on 

many of these products, and correspondingly, policy owners’ expected rates of 

return. 

  

• Premium Structure: Guaranteed products likely will provide less flexibility in 

premium design (e.g., selection of premium payment periods, patterns, and 

levels) and may limit the amount of annual premium payments and/or 

mandate a set payment period. Carriers also may limit lump sum premium 

deposits into new policies, including from single premium products and 1035 

exchanges (some carriers have already made efforts to limit their exposure to 

up-front sums due to current interest rate pressures). 

PLANNING IMPACT 

 

In the short-term, the new AG 38 requirements will add another level of intensity to 

year-end planning period already made busy by the scheduled expiration of numerous 

tax provisions (including the potential modification of the $5.12 million federal gift and 

GST tax exemptions) and implementation of the new 3.8% Medicare tax on investment 



income in 2013. Clients who are interested in or suited to incorporating life insurance 

into their estate and tax plans must move immediately to take advantage of current 

policy pricing and federal gift and GST tax exemption levels. The need for prompt 

action cannot be overstated, as the ability to close policy sales with certain carriers prior 

to year-end may already be in jeopardy, based on carrier-specified timeframes and 

requirements. 

 

Long-term, advisors and clients likely will face greater challenges in creating tax-

efficient funding structures for higher priced policies, particularly if the federal gift and 

GST tax exemptions revert to $1 million. Higher premiums become more difficult to 

fund solely with annual exclusion gifts or through private split dollar arrangements. 

Thus, a trend may develop toward using premium funding strategies that take 

advantage of the current low interest rates, such as split-dollar loans or installment 

sales to grantor trusts.  

Overall, however, efforts to support and strengthen the stability of the life insurance 

industry may boost client confidence in life insurance products, particularly in these 

turbulent markets when carriers must remain financially stable for the long-haul.  

 

 

SUMMARY AND TAKE-AWAYS 

• The increased reserve requirements under AG 38, when 
combined with the current low interest rate environment, likely 
will increase guaranteed product pricing, restrict product options, 
and limit flexibility in premium payment design. 
  

• Clients currently interested in life insurance planning must move 
now to take advantage of existing policy pricing and federal gift 
and GST tax exemption levels, particularly as some carriers have 
specified submission deadlines for closing policy transactions by 
year-end. 
  

• Long-term, creating tax-efficient funding structures for higher 
priced policies will pose additional challenges. Premium funding 
strategies that take advantage of current low interest rates, such 
as split-dollar loans or installment sales to grantor trusts, may 
become popular. 

For more information about the topic discussed in this Washington 
Report, please contact Albert Gibbons at algibbons@algibbons.com

 

In order to comply with requirements imposed by the IRS which may 
apply to the Washington Report as distributed or as re-circulated by 
our members, please be advised of the following: 
 
THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE 
USED, AND IT CANNOT BE USED, BY YOU FOR THE PURPOSES OF 
AVOIDING ANY PENALTY THAT MAY BE IMPOSED BY THE 
INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a 
“marketed opinion” within the meaning of the IRS guidance, then, as 
required by the IRS, please be further advised of the following: 



THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE 
PROMOTIONS OR MARKETING OF THE TRANSACTIONS OR 
MATTERS ADDRESSED BY THE WRITTEN ADVICE, AND, BASED ON 
THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK ADVICE 
FROM AN INDEPENDENT TAX ADVISOR.   

  

 


