
VOLUME 7, No. 3 MARCH, 1973 

JOINT SPONSORSHIP 
by E. Sydney Jackson 

As most actuaries in North America 
know, for a number of years Parts 1 and 
2 of the Actuarial Exams have been 
jointly sponsored by the Society of Actu- 
aries and the Casualty Actuarial Society. 

For several years, a Joint Committee 
on Review of Education and Examina- 
tion, composed of three representatives 
from each of the six recognized profes- 
sional actuarial organizations in the 
United States and Canada - -  viz., the 
American Academy of Actuaries, the 
Canadian Institute of Actuaries, the Cas- 
ualty Actuarial Society, the Conference 
of Actuaries in Public Practice, the Fra- 

Actuarial Association, and the So- 
ciety of Actuaries--have been reviewing 
policy matters relating to the Education 
and Examination of actuaries. As a re- 
sult of the Joint Committees' delibera- 
tions and recommendations, the actu- 
arial examinations in May 1973 will be 
jointly sponsored by all six actuarial 
organizations. 

The purpose of this article is to ex- 
plain what is meant by Joint Sponsor- 
ship and outline its rationale. 

One form of Joint Sponsorship, which 
the Joint Committee initially considered, 
was an extension of the Joint Sponsor- 
ship already in existence. Specifically, it 
considered recommending that each ac- 
tuarial organization would sponsor each 
exam which would count towards mem- 
bership in it. On this basis, the Ameri- 
can Academy would be a joint sponsor 
for the first seven Casualty exams and 
the first eight Society exams; the Cana- 
dian Institute and the Fraternal Associa- 
tion for all nine Casualty and all ten So- 
ciety exams; the Conference for the first 
six ~ t y  exams, and the Casualty Ae- 
tua t lDtoc ie ty  and Society of Actuaries 
for the first two "common" exams. 

(Continued on Isage 8) 

AUDITS OF PENSION FUNDS 

The American Institute of Certified Pub- 
lic Accountants has just issued an Ex- 
posure Draft of an Audit Guide for Pen- 
sion Funds. (This covers both insured 
and self-insured plans). Interested mem- 
bers can obtain a copy from 

Edward M. Musho 
Auditing Standards Division 
American Institute of Certified 

Public Accountants 
666 Fifth Avenue 
New York, N. Y. 10019 

The American Academy of Actuaries 
is reviewing the Exposure Draft and will 
file comments with the Institute before 
the deadline of .May 1. Any comments 
from the members should be sent to 

Frederick P. Sloat 
Coopers and Lybrand 
1251 Avenue of the Americas 
New York, N. Y. 10019 

Copies of comments should also be 
sent to the President of the Academy, 
Morton D. Miller. [ ]  

Social Security Notes 
R. Harris and R. King, Distribution of Medi- 
care Benefit  Disbursements  By Type, Actuarial 
Note No. 82, December 1972, Social Security 
Administration, Washington, D. C. 

This Actuarial Note presents tables show- 
ing the estimated annual distribution of 
cash disbursements by type of benefit 
for both the Hospital Insurance and Sup- 
plementary Medical I nsurance Programs. 

Free copies available/tom Social Se- 
curity Administration. 

t t  ¢t • • 

(Continued on page 6) 

OLD TESTAMENT WITNESS 

by Michael J Cowell 

"And should not I be sorry/or the great 
city of Nineveh, with its hundred and 
twenty thousand who cannot tell their 
right hand from their left, and cattle 
without number?" Jonah 4:11 (New 
English Bible). 

This was the cryptic title that E. J. 
Moorhead gave to his address to the reg- 
ular quarterly meeting of the Actuaries' 
Club of Boston on March 2. (It should 
be pointed out, that in selecting this title, 
Jack committed himself to nothing, as far 
as his text was concerned!) 

Tempering his occasionally cynical re- 
marks with that unique brand of Moor- 
headian wit, Jack once again carried thc 
banner for mcaningful net cost compari- 
sons, pointing to the misrepresentations 
that are so frequently made to the public 
whenever the element of compound inter- 
est is involved. He expressed hisconcern 
that so few of us, in the one profession 
qualified to explain this subject, have 
taken a firm position on the use of price 
comparisons in sales literature. 

On the subject of "splitability" of the 
life insurance premium into its "pure in- 
surance" and "savings" elements, Mr. 
Moorhead suggested that actuaries are 
far too ready to adopt the industry plati- 
tudes of "inseparability" of these ele- 
ments than to admit to the possible 
theoretical ahernatives. He particularly 
deplored the type of sales literature that 
misrepresented term coverage by making 
misleading contrasts between term insur- 
ance and level premium permanent plans. 

He also felt that the traditional argu- 
ment against the application of prob- 
ability to individual situations had been 
greatly misused to discourage the inclus- 
ion of this element in life insurance cost 

~Continued on page 2) 
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EDITORIAL 

B UFFETED by th ’ e wnds of change said to be howling around the insurance in- 

dustry, the actuaries may well be tnkin g refuge in techniques rather than build- 
ing a shelter of basic principles. Adjusted earnings, adjusted costs, and the like are 
all matters of technique. Before we acquire adjusted principles we might well listen 

to the words of Henry H. Jackson talkin g to the Association of Life Insurance Presi- 
dents some thirty years ago. These words need no apology. 

“First, the entire structure of life insurance is peculiarly valuable in a democracy. 

This delicate machinery might almost have been invented for exclusive use in a state 
where the way of life emphasizes freedom of thought, freedom of speech, and freedom 
of initiative for the individual. Unless the citizen feels that he is a responsible entity 
in and of himself, with a personal stake in the future of his community and his coun- 
try, there would seem to be little enough reason for him to safeguard a little slice of 
i 
I@ 

rtality for the financial interests dependent on his life throu;;h joining in a 
t ughly democratic co-operative venture--democratic in the truest sense, since 
each member benefits not through the rule-of-thumb scheme of “representation per 
capita,” nor through the still cruder device which has been characterized as “repre- 
sentation by scenery,” but actually by proportionate mathematical participation in 
benefits in accordance with his own definite and willing contribution. Public relations 
are always of the utmost importance, but surely in a public like that of the United 
States and Canada, where relatively few in the whole population are not directly or 
indirectly concerned with the benefits of life insurance, it is inconceivable that the 
mission and place of that institution, soundly established and managed with integrity, 
can be so misrepresented and so misunclerstood that the present scheme of things, 
with its demonstrated eficiency through wars and epidemics and depressions, will 
be rashly upset or abandoned in pursuit of some untried will-o’-the-\\,isp, the merest 
effluvium of wishful thinking. 

“Second, and to sum UIJ the matter, this institution, in its essence democratic, 
based on patiently observed laws of nature, needs of the race and necessities of the 

individual meets better, 1 think, than any other invention of the last two centuries 
that requirement of all inventions which are to be ranked as great-the bestowal on 
those who use it of a true mastery of the fruits of time. And a special beauty of this 
invention and of all the brillant subsidiary devices that go with it, so long and so 

successfully practiced on thi- = continent, lies in the fact that all patent rights, all 

royalties and special inventors’ perquisites whatever have been resolved in favor 
of the policy owner. The purchaser of life insurance today has at his disposal, within 
his own policy, benefits and safeguards representing all that the greal mathemati- 
c’. all that the eminent actuaries, all that the skillful aclministrators of earlier 

Y B have iIl~~entively contributed to make the history of this highly co-operative 
and self-reliant and democratic enterprise a record which should fill YOU ~110 are 
responsible for its present conduct with pride and with humility.” 

A.C. W. 

I Deaths 
James A. Hamilton 

Morton Armstrong Laird 
Edward E. Scribner 

Old Testament 

(Continued /ram page 1) 

comparisons. 

Relating his experience at Senator 
Hart’s recent subcommittee hearings on 
the life insurance industry, Mr. Moor- 
head felt that the Senator had given the 
industry adequate warning in 1968 to 
improve its practices in the area of poli- 
cy cost information or to have Congress 
take action instead. Mr. Moorhead cx- 
pressed his dismay that a small minority 
of life insurance executives prevented 
adequate discussion of the ALC-LIAA 
Joint Committee Report in 1970 on life 
insurance cost comparisons. 

He again called on the industry to ex- 
plain to the consumer in clear terms the 
nature of the life insurance product and 
challenged us as actuaries to speak out 
whenever we encounter sales material 
and sales comparisons that are question- 
able or misleading. We must be careful 
not to employ yesterday’s conditions in 
making today’s comparisons. 

On balance, he did not consider that 
the actuarial profession had done nearly 
as much as it could have in this area. 
Without making specific reference to the 
text of his title, Mr. Moorhead gave 
many of us the impression that if, like 
Nineveh, the life insurance industry did 
not soon learn its right hand from its 
left, then it woulcl be sorry for the wrath 
which Congress and the consumer would 
bring down upon it. He did not specifi- 
cally allude to the significance of the 
“cattle without number,” unless that was 
an oblique reference to the statements 
that were being attributed to Messrs. 
Denenberg and Nader to the effect that 
our industry had been a sacred cow for 
some 70 years, over which period we had 
fed the American public a lot of bull. 

Though not everyone might share Mr. 
hfoorhead’s degree of concern, we all 
welcomed his candor and, just as Jonah 
convinced Nineveh of its bad ways, Mr. 
Moorhead hopes to convince many of us 
that the industry still has a whale of a 
job to do to improve the presentation of 
our product to the public. cl 
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ANNUAL STATEMENT 
H INSURANCE INDICES 

by Clayton A. Cnrdinul 

The only indices set out in the Annual 
Statement are (1) the ratio of net in- 
vestment income to mean assets in Ex- 
hibit 2, and (2) those ratios in Schedule 
H and the Accident and Health Policy 
Experience Exhibit (the Exhibit). The 
impropriety of the Schedule H and Er- 
hibit ratios as meaningful indicators is 
discussed below. 

It is assumed in the discussion that 
statutory accounting principles and con- 
siderations are operative, and the supe- 
riority of indices based on generally ac- 
cepted accounting or economic value 
principles is not advanced. The statutor) 
indices adjusted and unadjusted are used 
and referred to by regulators, industry 
“roups, trade journals, and others. Thus, D 
within the context of statutory account- 
ing, the indices should be properly de- 
termined. 

Expense Ratios 

The condition that the ratios purport 
lo ysure is the adequacy and reason- 

A a .ss of premiums in relationship to 
the value of insurance provided. One 
element in that mcasuremcnt is the de- 
termination of the relationship of ex- 
penses (commissions and other ex- 
penses) to premiums. 

In the Analysis of Operations by Lines 
of Business (the Analysis) in the An- 
nual Statement, the increase in the gross 
unearned premium reserves may be taken 
either as a deduction from incurred pre- 
miums (collected premiums plus increase 
in due and uncollected premiums minus 
increase in advance premiums) or as an 
addition to increase in reserves. Since 
few life companies (except for Ohio poli- 
cies) provide a refund of unearned pre- 
mium to a policyowner who terminates 
his policy during a period for which 
premium has been paid, most life com- 
panies treat the increase in unearned 
premium reserves as an addition to in- 
crease in reserves. Commissions and 
other espenses must be reported in the 
Analysis on an accrual (incurred) 
basis, which is consistent with the way 

P r ms are reported since the accrued 
co m -sions and other expenses imput- 
able to the unearned premiums are in- 
cluded in such reported expenses. 

The earned premiums reported in 
Schedule H are defined as incurred pre- 

._ - ____- - -. -.-_- 

miums minus tile increase in active life 
reserves including unearned premium re- 
serves. The accrued commissions and 
other expenses have the same definitions 
given in the Analysis and are divided 
by the earned premiums to give the 
Schedule H expense ratios. It should be 
evident that these ratios fail as meaning- 
ful indicators in that they overstate the 
expense ratios. Th is overstatement re- 
sults because the denominator-that is, 
the earned premium-used in determin- 
ing the ratio is inconsistent with the ac- 
crued concept embodied in the numera- 
tor. For a growing insurer the inflated 
levels of these Schedule H expense ratios 
are greatest for the “collectively renew- 
able, ” “non-cancellable,” “guaranteed re- 
newable,” and “non-renewable for stated 
reasons only” individual policies because 
of the effect of the increase in activelife 
reserves deduction in the denominator. 
Even where active life reserves are not 
a factor, the increase in unearned premi- 
um reserve deduction can cause distor- 
lions. 

The data in the table below illustrate 
the inflated levels of the Schedule H ex- 
pense ratios. This table and that present- 
ed later are based on Schedule H data 
of the 1971 annual statement of the 
writer’s company for “non-cancellable” 
iIll d “guaranteed renewable” individual 
policies. 

Claim Ratios 

Level premium funding of an insur- 
ance risk which increases with increase 
in age serves two purposes which are 
important to and within the context of 
this discussion. One purpose is to fund 
in the early policy years the value of 
benefits incurred when the premiums ac- 
crue; the other is to fund the present 
value of the excess of the value of future 
benefits over future “premiums.” Were 
the insurance risk constant during the 
I:eriod of insurance: or were the insur- 
ance limited to one year, the premium 
would need only suffice to fund the bene- 
fits incurred in that period. In these 

situations a simple comparison of in- 
currcd claims to incurred premiums, in 
conjunction with an expense measure, 
would give an indication of the adequacy 
of those premiums. 

Because of the purposes served by 
Icvel premium funding, the adequacy or 
reasonableness of such premium in relu- 
tionship to both the current and future 
excess value of insurance provided 
should be indicated by comparing the 
sum of incurred claims and the increase 
in the active life reserves to the incurred 
Ijremiums for that period. Again, ex- 
pense levels must be considered. 

How do these measurements which arr 
inherent in the Analysis compare to 
those in Schedule H and the Exhibit? 
In the Exhibit the term incurred losses 
is used in place of but is given the same 
definition as the Schedule II term incur- 
red claims. The only index set out in the 
I<shibit is the “ratio of incurred losses 
to premiums earned.” In Schedule H the 
claim ratios are determined by one of 
two expressions. For group policies and 
“other accident only” and “all other” in- 
dividual policies, the ratio is obtained 
by dividing incurred claims (settled 
claims plus increase in unaccrued claim 
reserves and in accrued claim liabilities’) 
by earned premiums. For “collectiveI! 
renewable,” ‘%m-cancellable,” “guaran- 
teed renewable” and “non-renewable for 
stated reasons only” individual policies 
the sum of (1 I incurred claims, (2) the 
increase in advance premiums and 
i.3) the increase in active life reserves 
is divided by written premiums (incur- , 
red premiums plus increase in advance 
premium), giving the so-called supple- 
mental loss ratio. 

Most health insurance premiums are 
rlot guaranteed, so it is impractical to 
offer discounts on premiums paid in ad- 
\-ante. This practice represses the amount 
of advance premiums and results in a 
small increase in advance premiums. 
Since this increase is small and included 
in both the numerator and denominator 

(Confinoed on page 8) 

Expense 
CCZLegO~ 

Commission 

General insurance expense 

Taxes, Licenses, fees 

Total expenses 

Expense Indices 

Schedule H 
(Earned 

Premium Basis) 

24.31% 

15.80 

1.85 

42.56 

A11a1ysis 
(Incurred 

Premium Basis) 

22.24% 

14,. 10 

1.66 

37.99 

Ralio 

1.12 

1.12 

1.11 

1.12 

I ..-____ - _- -- -. __- _ _-. -- .-_ .- 
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LETTERS 

e Sharing 

Sir: 

Mr. Giles’ article, “Tomorrow’s Actu- 
ary”, in the January 1973 issue, explores 
very briefly some of the major advan- 
tages of making time sharing available 
to today’s Actuary. 

Because these advantages are depen- 
dent upon a number of variables not 
mentioned in the article, and because 
each advantage has an associated disad- 
vantage (e.g., cost), it seems timely to 
remind Actuaries that a Teaching Session 
on Time Sharing will be part of the pro- 
gram(s) for the St. Paul and San Fran- 
cisco Regional Meetings. The Teaching 
Session(s) will not only define and de- 
monstrate time sharing, but will be de- 
voted, in part, to a time sharing language 
developed specifically for Actuaries, 
ACT (in The Acluary, January 1972). 1 
strongly encourage Actuaries who are in- 
terested in this subject to attend the 
session (s) . 

John D. Kirkman 

l l l l 

arial Notation 

Sir: 

I should like to comment on Mr. Boer- 
meester’s A’otes on Nolation in your 
December issue. There are two distinct 
issues which frequently are confused, 
firstly the need for standardised notation 
for sickness etc. functions and secondly 
the need for a computer-compatible nota- 
tion. The di5erences between the exist- 
ing standard notation and the four pub- 
lished notations (together with many 
other unpublished new notations) can be 
best understood in the light of these two 
issues. 

Using the metaphor of air-travel to 
describe computer implementation, the 
existing notation was designed before 
air-travel was even thought of, and will 
not fly until someone invents an “anti- 
gravity” device. 

Boehm’s notation, as can be seen from 
the esample, is elegant and comprehen- 
sive. Unfortunately it would be very dif- 
fi (in my view) to bring the compu- 
1 
a 

.plementation to a successful con- 
clusron (rather like an SST project?). 

The other three notations have pri- 
marily been designed with a view to 
practical implementation. They are all 

capable of extension to include new func- 
tions but sacrifice elegance for ease of 
implementation. Jnmieson’s ACT has in 
fact been in practical use for some time. 
It has been heavily influenced by the 
APL language and can be viewed as a 
special purpose flying machine not neces- 
sarily suitable for general use. 

The ANZ notation is again a special 
purpose notation with a number of awk- 
ward features influenced by design con- 
siderations of the computer language 
upon which it is based. 

My own notation was an attempt to 
formalize the kind of thinking typified 
by Jamieson, ANZ and many others. It 
attempts to be easy to implement, logical 
in construction; and easy to understand. 
The trade-05 is that it is not as elegant 
as either Boehm or the existing notation. 

P. J. Turvey 

l . . l 

Nohow 

Sir: 

I want to commend Charles Dodgson for 
exposing in the February issue the con- 
sprracy within the Society of Actuaries 
to undermine the consulting actuarial 
firm of Bandersnatch and Jub Jub by 
deleting our address from the list of So- 
ciety Members by Business Affiliation. 
This letter is in response to his request 
for help in locating us. 

Our problem began when 1 submitted 
to the Committee on Papers my newest 
treatise, “The Effect on Life Insurance 
and Annuities of Q, Becoming an Imagi- 

nary Number.” The Committee on 
Papers, composed of reactionaries, im- 
mediately reject any new idea. A few 
committee members snickered, but others 
imagined my treatise as a threat which 
could undermine the entire establishment 
of life insurance and annuities. It was for 
this reason that the Committee on Papers 
persuaded the Board of Governors to ex- 
clude our address from the list. 

Similarly, the telephone company dis- 
connected our service after the appear- 
ance of my paper, “The Need to Accom- 
modate Irrational Numbers on the Tele- 
phone Dial.” 

Providing our address would not help 
Mr. Dodgson, since the inflexible postal 
service insists on using the outmoded 
system of street addresses, rather than 
locating organizations by the polar co- 
ordinates we use. I am therefore for- 

warding directly to Mr. Dodgson for his 
personal use one of our courier pigeons. 

Jeb Iub Jub 
. . c . 

Sir: 

Having once been associated with Band- 
ersnatch and Jub Jub, I would like to 
help Mr. Dodgson. I fear, however, that 
the firm may be bankrupt at this time 
since they were in quite a hole even be- 
fore 1; joined them. If not, they may have 
been forcibly merged into Jabberwock 
& co. I 

Perhaps some other former associates 
of B 6: JJ might be able to help if they 

9 

could be traced. The office supervisor 
was one Regina Cordum and her assis- 
tant was a Blanche Hare. Two others that 
1 remember well were Marlene Chair and 
Madeline Hatter (Mar and Mad to their 
friends). 

Mr. Dodgson might also be able to 
reach B 6: JJ through their former Far 
Eastern representative, Lu King Glass. 

AZ Liss 
. l l l 

Sir: 

RIIr. Dodgson (The Actuary, February 
1973) inquires after the firm of Bunder- 
snatch and Jub Jub. The full name of the 
firm is Frumious, Bandersnatch and Jub 
Jub. They are located at 1 Boro Grove. 

L. Cosroll 
l l c * 

Sir : 

Please inform my old friend Charles 
Lutwidge (not Ludwidge) Dodgson that 
Frumious Bandersnatch is dead. 

He and an associate J. B. Wock had 
gone to the Tulgey Wood for a spot of 
Whiffling when they were brutally at- D 
tacked and cut to death by a gang of 
young hellions known as the “Beamish i 
Boys.” 

Jub Jub promptly closed the firm’s 
ofhces and has moved to the Wabe where 
he is now a partner of Gyre and Gimble. 

They are now working on the follow- 
ing problem: 

A man starts towards Saint Yves carry- 
ing a bag that contains 50 pennies.When 
half way there he meets a man and trades 
a penny with him; proceeds another half 
of the distance and trades a penny again; 
repeats the process each time he covers 
half the remaining distance. When he 
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y reaches Saint Yves, does he have 
50 pennies, no pennies, or some other 
number of pennies? 

Jub Jub holds strongly to the theory 
that there will be no pennies, because if 
you take any particular penny such as X 
it can be clearly shown that the chance 
that X will reach Saint Yves is infinitesi- 
mal. 

Percy 
(Sir Percival Boojum-Snark) 

l l l . 

Fellowship Exam Questions 

Sir: 

Jacques Dallaire has submitted some 
very interesting examination statistics in 
his recent letter to the editor (The ACLU- 
ary, February 1973.) . 

The fact that the Fello\r.ship examina- 
tions have in the past contained more 
Type B questions (U.S. topics only) 
than Type C questions (Canadian topics 
only) is probably a result of the nature 

educational material and the na- 
ity of persons working on the edu- 
and esaminntion process. 

In 1968 a specilic and detailed report 
concerning llle Canadian content on the 
Society of Actuaries examination sylla- 
bus was prepared by a committee of the 
Canadian Institute of Actuaries. Man) 
of the recommendations to update and 
expand Canadian content have already 
been instituted. In dealing with Parts 9E 
and lOE, the report recognized that the 
material for these examinations was 
greatly deficient from the standpoint of 
Canadian content and recommended that 
considerable additional material be pre- 
pared. Obviously the preparation of such 
material would be the responsibility of 
Canadians and this project has not been 
entirely completed as yet. 

The report also recognized that on 
subjects of general knowledge, there 
should be both Canadian and United 
States material as prescribed reading for 
all students and that questions on both 
might well be required of all students 
(Dallaire’s Type A questions). On sub- 
j 
a 

‘nvolving detailed knowledge, the 
ex ners might decide that alternate 
questions should be available, and the 
report suggested that this might be 
necessary in parts 9E and lOE, once the 
neiv material was prepared. 

Mr. Dallaire’s statistics indicate that 
the balance between Type B and Type C 
questions is improving. I believe that 
those persons in the Society who have 
the responsibility for setting the exami- 
nations are conscious of the continued 
need for fair treatment and respond 
eagerly to any assistance which is offer- 
ed in this regard. The Society’s system 
is under continuous review and currently 
there is a proposal under study for re- 
structuring the Fellowship examinations 
which may lend itself to the type of im- 
provements hoped for by Jacques Dall- 
aire. This presents an opportunity for 
Society members in both Canada and the 
United States to continue to increase 
their participation in the examination 
system available through the Society in 
order that it may be responsive to the 
needs of present and future members. 

L. Blake Fewster 

n’ote: h!r. Fewster is Chairman of the 
Advisory Committee on Education and 
Ezaminutions. 

l l l l 

Clarity 

Sir: 

I certainly agree with your comments in 
the February 1973 Editorial concerning 
readability of policies and the need for 
more clarity in our life insurance poli- 
ties.’ However, even in the absence of 
“required” provisions spelled out by 
statutes, we are sometimes forced to in- 
clude language in life insurance policies 
which makes them unintelligible to the 
average reader, and perhaps even to 
many actuaries. 

We recently submitted a variable life 
insurance policy for a client to the In- 
surance Commissioner of one of the 
larger states. In this variable life policy, 
we spelled out exactly (in words, rather 
than in notations) how the insurance 
amount would be redetermined, and, in 
fact, verbalized the redetermination for- 
mula. Our client did not quibble with 
the accuracy of our statements, but in 
a meeting with the Insurance Department 
raised the question of whether our tcch- 
nical language was really required in the 
policy. In order to improve both read- 

ability and clarity, the client wished to 
simply include in the policy a brief state- 
ment of what would make the insurance 
amount go up or down, so that the poli. 
cyholder could at least understand why 
his insurance amount was moving in a 
given direction. We, of course, offered to 
furnish the Insurance Department with 
a verbal description of the redetermina- 
tion formula, and more importantly, with 
all actuarial formulas. 

The attitude of the Insurance Depart- 
ment, which probably is not surprising, 
was that the technical language would be 

required so that the insured would have 
a complete description of how his policy 
worked, even though the Insurance De- 
partment conceded that the typical poli- 
cyholder could not possibly understand 
this language. 

The Insurance Department did, inci- 
dentally, liken their requirement for this 
technical language to the Sandard Non- 
forfeiture Law, which they also conceded 
no policyholder could understand, but 
which was “required” by law. It appears 
we are being forced to include unintelli- 
gible language in an area not covered by 
the law, because the law requires that we 
use unintelligible language somewhere 
else. Perhaps our major problem is that 
we are writing our policies for consump- 
tion by the Insurance Departments, rath- 
er than for consumption by the public. 

There are some who may suggest that 
the answer to the problem is Federal 
Regulation, and to those I suggest that 
they pick up any prospectus which is 
handy, to see the degree of understand- 
ability which is a result of regulation in 
another area involving intangibles. 

Perhaps the best answer is to let the 
states regulate only wha? types of policy 
forms may be sold, and outlaw those 
particular types which they might find 
offensive, but remove from the states the 
power to approve or disapprove the ac- 
tual contract language. I am well aware 
this probably sounds like heresy to 
many, but it very well could result in 
policy forms which were both briefer and 
more understandable. 

Henry K. Knowlton 

l l l l 

(Continued on page 6) 
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letters 
I Continuer1 from page .\) 

ssional Conduct 

Sir: 

I am disappointed to read an opinion to 
the effect that many members rarely 
think of the “Guides to Professional 
Conduct.” We are only a small body. If 
even a few of our members are careless 
of observance or are ignorant of the pro- 
fessional obligations of being an actuary, 
it can he vastly harmful to the. rest. 

In an era when life insurance merits 
are judged by consumerists and pension 
legislation is dictated by demagogic fac- 
tions, it behooves us all to be genuinely 
concerned with the published guides. 1, 
for one, hope that the Guides will be- 
come more extensive and explicit. 

James B. Gerrnain 

c ci z 0 

Male Chauvinist Actuarial Notation 

Sir : 

In accordance with recent Government 
edicts eliminating distinctions between 
s I have been advocating the use of 
t rQ ltle “Mx” for both males and 
females, as a replacement for Mr., Ms., 
et al. When I suggested this to our col- 
league, Mx. Bartlett, she responded that 
while “M ” x might be proper for males, 

%lx 3” would be more apuropriate for 

females. 

A delightful difference! 

Howard H. Knyton 

Mr. ljoermeester please note. Ed. 

l l * (I 

More Gloss for the Glossary 

Sir: 

Congratulations! The December issue of 
The Actuary was quite informative and 
most delightful. 

I predict that you will receive a spate 
of addenda to the Glossary. Here are a 
few that have occurred to me (and I 
apologize for the indelicacy of the first). 

Asset: Petite Derribre. 

ity: Capacity to tell an untruth. 

Reinstntement: Moving back to Texas. 

Joseph 17. Hahn 
0 c (i 0 

“WE THE PEOPLE” 
I’eople 01 the United Stares in the 20th Centuq 
by Irene B. Toeubcr and Conrnd Taeuber. U.S. 
Ikparl~enl of Commerce, Bureau of tile Cell. 
sus, Government Printing Ofice, Washington. 
II. C., 1971, pp. xxxvii + 104G, $5.75. 

by Robert 1. Johansen 

This book, prepared in cooperation with 
the Social Science Research Council, is 
the fifth and final report in the 1960 
Census hgonograph Series. With over a 
thousand pages, 336 tables and some 70. 
odd charts, it is a monumental compila- 
tion and analysis of population charac- 
teristics and trends. 

The early chapters review the growth 
of the U.S. population, its spread west- 
ward and early tendencies toward in- 
creasing urbanization. The effects of im- 
migrations and migrations during the 
nineteenth and twentieth centuries are 
traced and analyses are made of in-mi- 
grants, out-migrants and stable popula- 
tions by region, state and subdivision. 
Extensive use is made of correlation co- 
efiicients throughout the book in order 
to show the relative importance of ob- 
scrvnhle factors and to cstahlish reln- 
tionships. Wherever possible, explana- 
tions are suggested for the correlations 
ohserved. 

A sizable portion of the book is dc- 
voted to a study of population character- 
istics, their effect on population growth 
and distribution and their usefulness in 
attempts to forecast future population 
trends. Changes in the economic status 
of the population are analyzed including 
changes in the distributions of the em- 
ployed population by occupation and the 
changing levels of education and incomes 
by region, sex, color; and other charac- 
teristics of the population. 

The authors trace the growth of met- 
ropolitan areas, analyzing their decade 
to decade characteristics and the growth 
of central cities and their surrounding 
areas in order to explain what has hap- 
pened in the older ShISA’s (Standard 
Metropolitan Statistical Areas) and to 
give some illsight into the future of the 
newer SMSA’s. 

The book should be useful to anyone 
concerned with population analysis or 
trend prediction, or whose interests lie 
in marketing and market predictions. Its 
content and organization recommend its 
use as a handy reference. The authors 
have succeeded well in making the sub- 
ject matter interesting and fascinating, 

-- 

largely through the manner of prcscnta- 
tion, and especially because of tbc analy- 
scs drawn. This is a book that one puts 
down with reluctance because the hour 
grows Iale. 

Note: There is a typographical error on 
page 523, Table X-ll, where the sub- 
column headings “ShIR- 25 to 29’ycars” 
should read “SMR- 25 to 59 years.” q 

WHO PAYS? 
John A. Britlain, The Payroll Tax /or Social 
Security, pp. xiv + 285, The Brooking Institu. 
lion, Washington, D. C., 1972, $3.50. 

by Francisco Bayo 

This Study argues that, ideally, the pay- 
roll tax should be eliminated as a source 
of financing of Social Security on the 
grounds that it is regressive and is espe- 
cially burdensome to the poor. In lieu, 
the financing would be accomplished b! 
an increase in the personal income tax 
rate&--averaging a mere 45 percent. 

As a secondary point, the author as- 
serts that the employer tax is really pay- 
able specifically, with complete alloca- 
tion, by the employee from whose wages 
it was determined. And thus the regres- 
sive situation is twice as bad, the author 
hclieves. 

An analysis of the relation between 
benefits and taxes is made. The conclu- 
sion is reached that the young worker 
srets a reasonably good buy from his 0 
taxes (including those of his employer), 
but that this is of little avail to the poor, 
who need their money now for current 
needs. 

Note: A detailed review of this Stud:, 
prepared by Robert J. Myers (who dis- 
putes several oj the author’s approaches 
and conclusions j will be published in the 
Transactions. 

Social Security Notes 
(Conmued jronr page 1) 

Charles L. Trowbridge, @lLanlily-Price Kela- 
tionships in Health Insurance, Actuwial Note 
No. 79, November 1972, Social Security Admin. 
islration, Washinglon, D. C. 
This Note is an attempt to explore the 
relationships between quantities of health 
services performed under conditions of 
no insurance, full insurance, and varying 
degrees of coinsurance. A theoretical 
framework is attempted first, followed 
by a discussion of some of the possibili- 
ties for quantification. 

Free copies available jrom Social Se- 
curity Adminislration. 

_- - - _._- _- 
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COMPARISON SHOPPING 
Lijc Ins~tmncc: A Consu. 
Indiana University Press, 

Jntliana, 1973, ~1,. 24. 86.95. 

by Cordon H. Leavitt 

Professor Belth has written a penetrat- 
ing and well-holanced manual for the in- 
telligent layman. Similar in scope to the 
Consumers’ Union “Report on Life ln- 
surance,” this hook is more positive on 
the virtues of permanent insurance, and 
describes the agent’s point of view of 
some of the problems. Since Belth spent 
five years as an agent himself the point 
~,f view is unique: a leading consumerist 
advocate who understands from the in- 
side the industry’s position. 

For example, instead of assuming that 
buying term insurance is the only wa! 
the average person can afford all the life 
insurance he should’have, Belth gives a 
fairly thorough description of the differ- 
ences between Straight Life and Five 
Year Term, and suggests that his reader 
estimate how much he wants to snve in 
his policy cash values, as a way of deter- 
mining how much permanent insurance 

ould buy. The “forced saving” ar- 
nt, generally given short shrift b! 

consumer advocates, is realistically tlr- 
veloped. One advantage of permanent in- 
surance is not mentioned, however: thr: 
low guaranteed interest rate on polic! 
loans. 

Policy costs of major companies are 
compared using Belth’s rather sophisti- 
cated method of separating the present 
value (using moriality, lapse rates and 
interestj of the premiums into the cost 
of the death benefit, the surrender value, 
the dividends, and as a balancing item, 
the company retention. The author is 
adroit in hiding the technical difficulties 
in the appendices and only presenting 
the end results of his computer runs to 
his readers. Rankings of the companies 
on this method are about the same as on 
the interest-adjusted method. 

A philosophical objection can be rais- 
ed to the use of any lapse rates in pro- 
jecting costs, however. Since keeping the 
policy in force is something that the poli- 
cyholder has under his control, why 
S 

m 
1 probabilities be used to compli- 

cir e picture, especially since the pur- 
pose is to make the cost understandable 
to the layman? Belth is on strong mathe- 
matical grounds, though: since his me- 

NEW ORLEANS WORKSHOP TRANSCRIPTS 

The siznhle job of interpreting and editin g the transcripts of various workshops 
conducted during last year’s New Orleans Symposium on Retirement Plans has no\\ 
hecn completed and copies may be obtained in Chicago from the Society’s office. 

The price per transcript is $1.50. and they are available for the followin; 
workshops: 

TOPIC 

Measuring and Comparing 
Investment Performance 

Setting Investment Policy, 
Selecting Investment Mana 
gers, and Setting Invest- 
melIt Performance Goals 

Compulsory Vesting, 
Portnbility, Funding and 
Reinsurance 

Communication of Benefits 

Work- 
Shop 

Nun ber 

1A 
----- 

1B 

2A m-m-- 
2B 

6A ----. 
6B 

12A 

- 

- . 

-. 

- _ 

- . 

- _ 

-_ 

-_ 

- 

DISCUSSIOhl LEADERS 

Chairman 

Ronald P. Giesinger -mm------- 
Douglas C. Borton Leonard Mactas 

Allan B. Roby, Jr. f--erov B. Parks Jr. _---------_ -------‘-- 
Harvey M. Leister, Jr. Kenneth K. Keene 

David A. Daniels Daniel F. McGinn _--__----- --a--_-__ 
Thomas H. Jolls, Jr. James A. Curtis 

Jerry I,. Brockett I Neil R. Cronquist 7 

q’hen placing your order, please be sure to identify by number and letter 

(e.g., 6B) the particular workshop for which you wish to receive a transcript. 

thnd does have the advantage of isolat- 
ing the murlnlity and surrender costs 
and trot ing them consistently. 

~l:~ll~emntically, this method implies 
that Ihe dividend is an element built 
into the premium. Taxwise, we all know 
that the concept of the dividend as a 
mere return of premiums is so advan- 
tageous that it cannot be taken lightly, 
but, in a larger sense, the intelligent lay- 
man should appreciate that once his poli. 
cy has been in force a few years, adjust- 
ments to his policy dividends will de- 
pend on company earnings (and to that 
extent the word “dividend” is not a mis- 
nomer). Belth recommends buying from 
a participating company if one espects 
interest rates to continue high or im- 
prove, and buying from a non-partici- 
pating company if one expects interest 

ERRATA 
(February Issue) 

hlr. Myers address is 
Silver Spring not Silver Springs 

and Mr. Shur’s Committee is to Co- 
operate not Corporate with Covern- 
mental Demographic and Statistical 
Agencies. 

rates to go down. This is quite sound 
advice, but an even more explicit discus- 
sion of how and why dividend scales are 
adjusted after issue would have been in 
order. Presumably the author was put 
off by the diffjculty of making any gen. 
era1 statements helpful to the buyer. 

Actuaries are briefly taken to task for 
not doing a better job of educating the 
public in the complexities of life insur- 
ance. Rather than referring to the actu- 
aries’ legendary inscrutability, the au- 
thor somewhat weakly falls back on the 
fact that many actuaries “are not in a 
position to affect company policy.” Evi- 
dently the professor is looking to the pro- 
fession to pick up the gauntlet . . . Real- 
istically though, much more emphasis is 
given to the apathy of the public in not 
wanting to know about life insurance. 

In summary, this can be a valuable 
guide to the insurance buyer who wants 
to make his own decisions and has a 
little basic understanding of the econom- 
ic facts of life. Actuaries who fall heir 
to the difficult job of “educating the 
public” can profit from Professor Belth’s 
consumer-oriented but nicely measured 
npproach. 0 

- _ _ c_ - -_. -_ .._. - .___ -- - _ -.-.. ._. - .----- ---.-I- -.- 
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Joint Sponsorship 

(ConLirrued /mm pg.2 1) 

le this form of Joint Sponsorship 
much to recommend it, the Joint 

Committee recommended -and all six 
actuarial organizations accepted the rec- 
ommendation - a broader concept of 
Joint Sponsorship. Commencing this 
spring, all examinations will be Jointly 
Sponsored by all six organizations, al- 
though some exams are not used for 
membership in some of the organiza- 
tions. 

The advantages of this overall Joint 
Sponsorship are: 

(1) The fact that there would be “all 
the names on one piece of paper” recog- 
nizes a fundamental unity in the Frcmfes- 
sion. Such unity would encourage a 11ro- 
fession with similar standards and one 
more likely to meet the needs of all ac- 
tuaries. 

(2) It would support and add credi- 
bility to the efforts of the American Aca- 
demy and the Canadian Institute to 
achieve national accreditation of actu- 
aries. 

(3) It should facilitate a valuable in- 
ter ge of ideas in curricula. It might 
en 

* 
ge the development of a syllabus 

that ested principles rather than prac- 
tices. It might also reduce confusion by 
encouraging a common or similar ter- 
minology among actuaries. 

One argument against this form of 
Joint Sponsorship was that it would be 
misleading, because the applications for 
examination and the examination result 
lists will show the list of all sponsoring 
organizations on the masthead. To help 
overcome this objection the application 
forms and examination lists will have a 
footnote stating: “These examinations 
are Jointly Sponsored by the actuarial 
organizations listed above. Information 
as to the specific requirements for mem- 
bership in a particular organization can 
be obtained from the of&e of that or- 
ganization.” The Year Books of the or- 
ganizations (as they are reprinted) will 
cover in detail exactly what their own 
current requirements are. 

It is recognized that Joint Sponsorship 
means different things to different, or- 
ganizations and with respect to different 
exa tions. For example, Joint Spon- 

Q, sors n Parts 1 and 2 for the Casualty 
Actuarial Society is very much a work- 
ing partnership with the Sdciety of Actu- 
aries, whereas for the later Parts it is 

more of an endorsement. However, it is 
clear that actuarial exams will change in 
the future and Joint Sponsorship gives 
a broad framework within which these 
changes can evolve. 

The six actuarial organizations do not 
intend that Joint Sponsorship be “an 
empty gesture” and to that end each or- 
aranization has appointed liaison dele- 0 
gates to the Advisory Committee on Ed- 
ucation and Examinations of the Society 
of Actuaries, and to the Education and 
Examination Committee of the Casualty 
Actuarial Society. 

Liaison delegates do not need to have 
membership status in the Casualty Actu- 
arial Society or the Society of Actu- 
aries. Joint Sponsorship must inevitably 
reflect the needs and desires of each 
participating organization, so it is im- 
perative that each Joint Sponsor be giv- 
en the opportunity to be represented b) 
whomever it wished in the setting of 
policy for the Jointly Sponsored exami- 
nations. Only in this way can it be ade- 
quately informed as to the background 
of the policy and bring before the policy. 
makers its own views and needs. 

The question has been raised whether 
participation of the Joint Sponsors in 
the examination process should extend 
beyond the policymnking area into the 
area of implementalion of this policy- 
in other words, whether it was necessar\ 
at this time for oficial representatives 
of the Joint Sponsors to become involved 
in the work of actually setting and grad- 
ing the examinations. The current view 
is that although such participation might 
be attractive to some of the Joint Spon- 
sors and might become increasingly ap- 
propriate over the long run, it was of 
varying importance to the various or- 
ganizations and probably not essential 
initially to any, and might most properly 
be considered by the expanded policy. 
making “Advisory Committee.” This 
view takes into account the already esist- 
ing participation of many members of 
the Joint Sponsors in the examination 
process, albeit as members of one of 
the administering organizations. 

It should be again stressed that the 
development of Joint Sponsorship is 
evolutionary in nature. Indeed it is quite 
possible that Joint Sponsorship will have 
a different connotation if the current 
proposal for restructuring the Fellow- 
ship examinations of the Society is 
adopted by the six organizations. 0 

Actuarial Meetings I 
‘April 9, Chicago Actuarial Club 
April 12, Baltimore Actuaries Club 

April 18, Scnttle Actuarial Club 

April 18, Actuaries Club of Des 
Moines 

May 10, Baltimore Actuaries Club 

hlay 16, Seattle Actuarial Club 

May 16, St. Louis Actuaries Club 

May 16, Nebraska Actuaries Club 
May 21, Chicago Actuarial Club 

June 14, Baltimore Actuaries Club 

June 21 & 22, Actuaries Club of 
Southwest (Spring Meeting) 

Health Insurance Indices 

(Conh~u-ed prom page 3) 

of the supplemental loss ratio, this Sche- 
dule H ratio does not greatly di5er 
from that based on incurred premiums. 
In the “total” column of Schedule H and 
the exhibit, however, the increase in ac- 
tive life reserves is taken in the denomi- 
nator rather than the numerator, result- 
ing usually in an overstatement of the 
adequacy of premiums. The data in the 
table below set out the claim indices de- 
termined on the various bases and com- 
pare them to that index determined on 
the basis of the Analysis. 

Basis Claim Index 

Schedule H 57.417; 

Exhibit 52.29 

Analysis 57.39 

(Ratio of Schedule H index 
for Analysis index) 1.00 

(Ratio of Exhibit index 
to Analysis index) .91 

In this day of consumerism the insur- 
ance industry cannot ignore statutory 
prescriptions which require it to eshibit 
indices which overstate its costs of ac- 
quiring and administering its health in- 
surance policies and understate the per- 
centage of the premium dollar returned 
to or set aside for policyholders in the 
form of benefits. 1~ is not enough to say 
that premiums received or written would 
be a basis more appropriate than earned 
premiums for determining these indices. 

Editor’s Note: Schedule H, and its ratio 
methods, are derived from casualty prac- 
lice; perhaps some of our casuulty actu- 
arial readers might wish to comment on 
rhe author’s analysis. 0 
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