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The American Academy of Actuaries is a national organization formed in 1965 to bring together, in a single entity, actuaries
of all specializations within the United States. A major purpose of the Academy is to act as a public information organization
for the profession. Academy committees, task forces and work groups regularly prepare testimony and provide information to
Congress and senior federal policy-makers, comment on proposed federal and state regulations, and work closely with the
National Association of Insurance Commissioners and state officials on issues related to insurance, pensions and other forms
of risk financing. The Academy establishes qualification standards for the actuarial profession in the United States and
supports two independent boards. The Actuarial Standards Board promulgates standards of practice for the profession, and
the Actuarial Board for Counseling and Discipline helps to ensure high standards of professional conduct are met. The
Academy also supports the Joint Committee for the Code of Professional Conduct, which develops standards of conduct for

the U.S. actuarial profession.
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Comparing aggregate margins

The LRWG is researching tools to measure the relative size of the aggregate margin included in the reserves. One such tool
we are exploring is through the use of a number we are calling “Z”, and is defined as follows:

Z = (Reserve held - Best estimate liability) / (present value of capital requirement)

The denominator (present value of capital requirement) is the present value of an annuity whose annual payment amount is
the capital that must be held over and above reserves in connection with the liability each year in the future.

It can be shown that “Z” represents the amount by which the pre-tax return on capital is expected to exceed the return on

invested assets. Given this connection with the return on capital, one can readily use judgment to grasp whether margins are
within a reasonable range. This measure could be calculated on each valuation date.
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