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ACTUARIAL LIVERYMEN 

by Geoffrey Heywood, F.I.A., F.F.A. 

The Livery Companies of the City of 
London date back to the 14th Century 
and have their origins in the ancient 
craft guilds. Their original propose was 
to ensure that anybody becoming a Liv- 
eryman was fully qualified to carry out 
his trade or craft. These days the link 
between liverymen and their occupation 
has become tenuous; their functions have 
become largely social, although they en- 
joy electoral power and have charitable 
responsibility as an essential requite- 
ment. 

Some eighteen months ago, it occurred 
to a few actuaries that it would be a 
good idea to form a Worshipful Com- 
pany of Actuaries, i.e., a Livery Com- 
pany for this profession in London. A 
petition by these actuaries to the Lord 
Mayor and Court of Aldermen was ap- 
proved on 18th September 1979, bring- 
ing into being the Worshipful Company 
of Actuaries as the 91st Livery Company 
of the City o~ London. 

The oldest such Company, No. l, is 
the Mercels Company (1393), and the 
order of seniority is jealously guarded. 
Thele were no new Companies from 
1709, when No. 76 was set up, until 1932, 
since when, particularly during the last 
twenty years, there has been a resurg- 
ence of interest. Already there is one 
junior to us, by a hairsbreadth, the Wor- 
shipful Company of Insurers, No. 92. 

On 30th January 1980, at a most im- 
pressive ceremony in Mansion House, 
all of us being fully robed, the Lord 
Mayor presenled to the Master our Let- 
ters Patent. This was followed by a 
luncheon there for the Lord Mayor, the 

~ Court of Aldermen and the Members of 
the new Livery Company. 

(Continued on page 5) 

To  All  Our  Readers ,  

A H a p p y  New Year !  

The Editors 

SOCIETY FELLOW ADDRESSES 
ACTUARIAL SOCIETY OF INDIA 
Rajendra P. Sharma (F.S.A. 1979) of 
Philadelphia had the opportunity in 
July 1980 to address the Actuarial So- 
ciety of India in Bombay. As his topic 
he selected The History of Private Pen- 
sion Plans in the United States o/Amer- 
ica, ,and gave his audience of about 150 
actuaries and other insurance executives 
the following reason for this choice: 

"I selected .the topic primarily for 
the reason that I see a lot of simi- 
larities between the initial stages of 
pension plans in the U.S. and the 
existing gratuity and provident- 
fund schemes of retirement income 
security in India. Examining the 
path of development towards the 
current system in the U.S. may be 
a useful i.ndication of what future 
course the retirement income se- 
curity system in India may take." 

The speaker described ,the growth pa,t- 
tern of U.S.A. private pensions, and the 
successive economic and societal influ- 
ences that determined that pattern. He 
gave also a succinct analysis of theories 
that have been advanced to account fnr 
pension developmen¢ - -  the gratuity 
.theory, ~he human depreciation theory, 
the deferred wage theory--and then ex- 
pressed this view: 

"However persuasive some of 
.these theories are, it is doubtful that 
the private pension expression can 
be explained in any one social, po- 
litical, economic or philosophic con- 
cept. The only real explanation 

(Continued on page 5) 

SUMMARY OF NON-ROUTINE 
BUSINESS BY BOARD AND EXECUTIVE 
COMMITTEE, FOUR MONTHS TO 
OCTOBER 31st 

by Myles M. Gray, Secretary 

At meetings of the Executive Committee 
on September 18th, and the Board of 
Governors on October 18-19, the follow- 
ing non-routine business was transacted: 

(1) Education and Examinations. The 
Executive Committee and the Board dis- 
cussed a proposal for joint sponsorship 
and administration of examination Parts 
1 and 2 with the American Society of 
Pension Actuaries and concluded that 
this was not an appropriate time to pur- 
sue the matter. 

A liaison representative has been ap- 
pointed  from the Society to the Mexican 
Actuarial Association to explore possible 
further cooperative educational efforts. 

(2) Sections Within the Society. The 
Board approved institution of Sections 
and reviewed proposed by-laws and op- 
erating rules and procedures. 

(3) Society Operations. The Board 
adopted the budget for fiscal year 1980- 
81. It includes increases in seminar fees 
($20 for one-clay and $35 for two-day 
seminars), and a $20 increase in regis- 
tration fee for Spring Meetings. 

The Executive Committee removed the 
maximum limit on reimbursement of 
reasonable expenses for the President 
and President-Elect. 

(4) Public Relations. The Board re- 
ceived the report of the Council of Presi- 
dents' Task Force on Public Relations 
and authorized the President to appoint 
two Society representatives to a new 
Joint Committee on Public Relations. 

(5) Professional Conduct. The Board 
received two proposed Opinions on pro- 
fessional conduct: a revised Opinion 

(Continued on page 2) 
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EDITORIAL 

HANDICAPS OF EXPERTISE 
A Guest Editorial by Roy R. Anderson 

Ed. /Vole: Thrs 1s excerpted, with permission, from Mr. Anderson’s speech, “Strategic 
Planning for Corporate Growth,” to the Chemical Marketing Research Assn. The lull 
text can be had from him at his Year Book address. 

E )(PERTS, even in the highest callings-such as physicians and lawyers-can 
rbecome so immersed in their work that they cannot see how their profession 

relates to and affects society. 
Experts within our own business of insurance can suffer from this myopia. They 

fail to place in perspective ,the role that some forms of insurance now play in our 
society. Take, for example, health insurance. Health insurance-both private and 
governmental forms-has practically nothin, m to do with health. Further, it is much 
less a system of “insurance” than it is a system for financing the costs of #the system 
of medicine. In dact, the svstem of health insurance is one of the major faotors that 
has contributed to the spiialling costs of medical care. 

Essentially the same kind of analysis applies to the symbiotic effect between 
liability insurance and the system of tort law. It has been the very existence of lia- 
bility insurance ,that has induced tie legal profession to expand the scope of the tort 
system far beyond its original bounds- at ever-increasing costs to the public. Unfor- 
tunately, attempts to arrest this burgeoning system of tort liability are largely in- 
effectual because the legal profession effectively controls the process-such as in 
the legislatures and in the operation of the judicial system. Our country, formed as 
a nation under law, seems destined to become, instead, a nation under lawyers. 

It is very difficult for people, even experts, to see evidence of change-especially 
when it is their own institution that is ‘threatened. The trouble is that t’he expert’s 
values are so deeply imbedded in his own system and in the past that he continues 
to see only what he expects to see and wants to see. Yet, if we are to prepare our- 
selves for future shocks, we must be willin, v to entertain new thoughts-however 
thrcatcning they may seem. 

Furthermore, the longer it takes each of us to perceive the evidence of change, 
the greater is likely to be the shock when we must face realimty. 

One of the dominant institutions of our society has been economics, i.e., the 
perception that man is basically an economic animal whose behaviour can be con- 
trolled and predicted by economic analysis. The first problem with economics stems 
from what has happened to ‘our perceptions of money. What was invented as a 
medium of exchange has become an Bend in itself: insidiously, the understanding has 
emerged ‘that the value of all things-material and non-material-an be expressed 
in dollars. Also, there was Adam Smith’s concept, “the invisible hand,” that the sum- 
mation of many decisions based on self-interest would inure to the total good for 
the public, a theory no longer valid from which economists are now frantically trying 
to adjust to a new reality. 

We all drag along with us all of our past. But we can, and we must, accept the 
realities of today and tomorrow, and learn from other disciplines, even from other 
cultures. 

I Deaths 1 
Marcus F. Auden, A.S.A. 1927 

Thomas T. ChamberlaIn, A.S.A. 1951 
n 

Stanley W. Gingery, F.S.A. 1943 
John P. Jones, A.S.A. 1961 

Robert N. Powell, F.S.A. 1953 

ConlrLbutions to the Actuarial Ettuca- 
tion 8: Research Fund, 208 S. LuSalle 
St., Clmngo 60604s, m memory o/ a de- 
ceased member are acknowledged to lhe 
donor and lo the member’s family. 

Summary Non-Routine Business 
(Conlrnued Irona page 1) 

S-3, “Professional Communications of 
Actuaries,” and a new Opinion S-7, 
“Sound Actuarial Principles.” After dis- 
cussion, the matter was tabled. 

(6) Standard /Volallon. The Board 
authorized the Committee on Standard 
Notation and Nomenclature to develop 
standald notation for risk theory. 

(7) Cornnazttee on Pensions. The 
Board was presented with a rep01 t flom 
the Committee on Pensions titled “Inte- 
gration of Private Pension Plans with 
Social Security.” In view of its timell- \ 
ness, the members agreed to study the 
report and furnish the Executive Com- 
mittee with their comments. The Board 
authorized the Executive Committee, at 
11s discretion after reviewing their com- 
ments, to grant to the Committee on 
Pensions authority to release the report 
as an Opinion of that Committee. 

(8) Volunlion Morlallty Tables. The 
Executive Committee and the Board dis- 
cussed proposed selection factors to be 
applied to the new valuation Mortality 
Table K. The Board accepted the Com- 
mittee’s walk in developing these fac- 
tors, and authorized exposure to the 
membership and transmittal to the Na- 
tional Association of Insurance Com- 
missioners. 

(9) Meetmg Sites. The Board approv- 
ed changing location of the 1983 Annual 
Meeting from the Sheraton Bal Harbour 
to the Diplomat Hotel in Hollywood, 
Florida, and approved the following 
sites for 1986: 

April 17-18, Hotel Del Coronado, 
San Diego 

May 22-23, Sheraton Boston Hotel 
- 

June 12-13, Kansas City 

October 6-8, Hyatt Regency Chicago0 
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STUDY NOTE SERVICE 
Do you know that for a modest fee, 
cove1 ing expenses, a person or a com- 
pany can have a complete set of all 
study noles presently in use for the 
Society’s examinations? 

The material available contains 
both Canadian and U.S. versions, and 
excludes only previous exam ques- 
tions and illustrative solutions. It is 
mole suitable for reierence than for 
students’ use since it isn’t sent out till 
all study note orders by students have 
been filled. The package now offered 
incorporates the extensive changes 
that have been made for the 1981 
esams, including much new writing. 

The charge in 1981 will be: (a) 
$200 for new subscribers, who will 
get a complete set for the 1981 Course 
of Reading, or (b) $175 for renewing 
SLI~ECI ibers, who will receive every- 
thing except notes already sent them 
for new Part 7. The whole package 
covers more than 30 subjects, and 
weights 20 Ibs. 

Send your enquiries and orders to 
the Society ofice, Chicago. Pay in 
U.S. funds, please. q 

FIT PERSONS’ DISCOUNTS 

by Roberl L. Whitney 

In his Second Book of Rutming, James 
Fixx, with whom I’m acquainted, pre- 
sents studies that show a cause-and-effect 
relation between exercise and cardiovas- 
cular health. For at least 25 years COI- 
relation between esercise and good health 
has been demonstrated, but always the 
possibility lurked that favorable results 
merely reflect healthy people exercising 
more than the unhealthy. Now, as Mr. 
Fixx reports, Dr. Ralph S. Paffenbarger, 
Jr., a respected epidemiologist (and a 
prominent mnrathoner) has completed 
studies of Harvard and Pennsylvania 
graduates which eliminates this possi- 
bility. These studies deal with a homo- 
geneous group whose history, as a con- 
sequence of the fund-raising zeal of these 
universities, is readily traceable. 

At first it seemed that the issue might 
remain in doubt since the data showed 
that college athletes enjoyed a continu- 
ing advantage. But as the evidence ac- 
cumulated, Dr. Paffenbarger noticed a 

RECENT SOCIAL SECURITY DISABILITY EXPERIENCE 

by Bruce D. Schobel 

Social Security Disability Insurance (Dl) experience in l!XO is continuing most 
recent trends, but changing somewhat in a few others. The table herewilh displays 
statistics for calendar years, 1970, 1975, 1979 and 1980, this last projected flom 
data available at the end of September. (Ed. Note: Figures for 1971-74 and 197673 
are in the Oclober 1979 issue of this newsletter). 

Social Security Disabled Worker Experience 

1970 1975 1979 

Number Recorded in Year (thousands) : 
Applications 868 1,285 1,185 
Awards 350 592 409 
Recoveries 4.1 39e 72 

Beneliciarics at Year-End (thousands) 1,493 2,489 2,870 

Gross Annual Rates per thousand: 
Incidence/Insured 4r.84, 7.11 4.51 
Recovery/Exposed 27.9 16.3 e 25.0 

ProJecled 

1980 

1,250 
390 

65 

2,860 

4.24, 
22.6 

Benefit applications appear to be slightly reversing their live-year decline in 
numbers, but the approval rate continues downward, the net effect being continuing 
decrease in awards. The gross disability incidence rate is expected to be the lowest 
since 1964. The 1980 recovery rate is significantly higher than was experienced in 
the mid-1970’s, even though not matching the 1979 result. 

Since 1978, the combined monthly number of benefit terminations, from recov- 
ery, death and ,transfer ,to the old-age rolls at age 65, has exceeded the number of 
awards in all but three instances; the resultin, ~ = ueneral-decline in number of benefi- 
ciaries is expected to be about 10,000 this year. 0 

striking trend. As the years went by, this able mortality, should find this chart 
advantage kept shrinking, until, 25 years useful in pricing fit persons’ discounts. 
or so after graduation, a man who had 
been totally unathletic in college but who James Fixx mentions in his book that 

kept exercising, was highly likely to be such discounts exist. This led me to re- 

healthier than a former campus sports mark to him that although non-smoker 

hero. discounts, sometimes with a requirement 

Using a multiple logistic risk analysis 
of a favorable family history and per- 

technique, Dr. Paffenbargcr plotted com- 
haps also a satisfactory build, have be- 

binalions of heart altack risk to observe 
come common, I thought the number of 

not only their cumulative effect but also 
companies offering a fit persons’ dis- 

to see what activities might have Ieduced 
count is small. Please send news of such 

that lisk, resulting in the table below. 
discounts ‘to my Year Book address 
There might be a Thd Book of Run- 

Actuaries who agree that a reduction ning repolting such practices. I would 
in lisk of a heart attack (which this gladly share this information with read- 
study measures) implies a mole favor- ers. q 

REDUCING YOUR HEART ATTACK RISK 

Sedenlnry Cigarette High Blood Heart Attack Potentral 
LLje Slyle SmokLng Pressllre Rate+ Rish Reduction+ 

Yes Yes Yes 201 88yO 
YS Yes IV0 66 60% 
Yes No Yes 102 76% 
No Yes Yes 80 6aqo 
Yes No No 35 28% 
No Yes Iv0 50 4E70 
No NO Yes 42 4170 
No No No 26 

*Per 10,000 person-years. IIf Yes’s are chnnged IO No’s. 
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PROFESSIONS IN U.K. BECOMING competence to practice, relations be- 

MORE CLOSELY KNIT twcen trade unions and professions 
where it is common for an individual 

by Peter E. Moody, F.I.A. to be a member of both, and limitation 

Ed. Note: The Society was honored by 
of liability and the related subject of 

the presence at our Mmneapolis meetq 
professional indemnity. 

in illay of Mr. il4oody, President o/ the Certainly the first of these bodies has 

institute of Actuaries. This is an en-cerpt acted to oppose the worst aspects of that 

j~om his address at that meeting. engineering report I already mentioned. 

In the United Kingdom the professions 
The threats to our professional life come 

ale feeling increasing pressure upon 
from people who cannot accept the idea 
that rules of conduct and guidelines can 

them to become a more closely-knit body. 
This stems partly from a feeling that 

be designed with public interest in mind 

a professional approach to matters of 
just as much as the interests of the pro- 
fessionals themselves. I do not maintain 

public controversy and interest might that actuaries are uncommercial people 
contribute something new and valuable striving selflessly to serve the interests 
to general discussion, and partly be- 
cause long established practices, which 

of their clients or employers, but 1 do 
genuinely believe that the interests of 

to a substantial extent make professions 
what they are, have been under attack. 

those he serves ale a most important fac- 
tor governing an actuary’s conduct. 

Among such practices are restraints on 
advertising and on one actuary’s intru- 

I bring to all members of the Societv 

slon into the relationship between an- 
from the British Institute fraternal greet- 

other actuary and client; the “chnnnel- 
ings and confidence in the future PIOF- 

ling” rule, nimed at preserving the in- 
ress and welfare of your Society. If any 

dependence of actuaries in the sense that 
of you are in London you would be most 

they do not get too much business from 
welcome at our headquarters in Staple 

a limited number of sources; and the 
Inn. Charles Dickens in his novel that 

requirement that actuaries operate as 
was unfinished at his death in 1870 gave 

partnerships. (In this last, I personally 
a description of Staple Inn that is whollv 

think that before too long we may fol- 
recognizable today except that he called 

low your example and permit incorpora- 
it “a legal nook.” It is no longer a legal 

tion in limited liability form.) 
nook; it is an actuarial nook and, I 

This threat to our customary practices 
hope, devoted to constructive purposes. 

is highlighted by a recent report on the 
engineering professions suggesting that 
they be controlled by a statutory body, TliE PART 3 DEFINITION 

some of whose members would be gov- CONTROVERSY 
crnment appointees. This would serious- 
ly undermine the ability of the engineer- 

by Arnold A. Dicke 

ing professions to regulate themselves, 
and therefore sets a precedent that would 

As reported in the October issue, 36 re- 

be most unwelcome to most professional 
plies have come in to the tricky notation- 

bodies. 
al problem that has plagued the Part 3 
Committee so long that we finally put it 

In the U.K. we have two informal 
bodies through which senior members of 

to the membership (with the May issue 
of The Actuary). 

various professions meet each other. 
The difference between them is that one 

We find that 28% of the letters (and 

consists of what the Europeans call the 
47% of the pages) came from colleagues 

liberal professions, e.g., lawyers, doc- 
in the academic world. (Ed. Note: Since 

tors, accountants, architects and actu- 
a rational explanation is, “If you want 

aries; the other larger body brings to- 
something done, ask a busy man”, we 

gether the science-based industries-such 
have deleted a remark here about this 

bodies as engineers and chemists. Neith- 
providing a gauge of structural under- 

er of these bodies has so far reached 
employment). 

the point of being an effective voice for Amending our October report, these 

professions as a whole, but they do a replies were: 

good deal of useful work. Studies have In favor of Definition I 11 
been completed in such subjects as con- ’ In favor of Definition II 21 
tinuing education after qualification, Undecided or cryptic 4 

ADVANCE, YOU SAY? 

Readers, who support this newslctler 7 
through your pungent contributions (and 
through your dues), ale entitled to know 
about our new address for mailing of 
articles and letters, displayed in our 
masthead-Advance, North Carolina. 

By its denizens, Advance is pronounc- 
ed ADvance; by others it is infrequently 
pronounced. It lies in Davie County, 
some 15 miles southwest of Winston- 
Salem. A close approximation to Davic 
County’s population can be arrived at 
by dividing the U.S.A. population by 
10,000. Advance lays no claim to being 
the largest community in Davie County. 

Davie County was originally called 
Forks-of-the-Yadkin because it nestles in 
the “V” formecl by the converging Yad- 
kin and South Yadkin Rivers. Yadkin 
is an Indian word meaning “big trees”; 
an 18th Century explorer, for whose 
veracisty we do not vouch, spoke of trees 
so tall that a gun would not kill a tul- 
key perched in the top. 

The operations of our ofice at Mail- 
Drop 20-7 in New York City are not 
changed at all. That is where our Editor 
Emeritus patrols his beat, contributes - 
his always needed suggestions, and 
watches for blunders. That is where our 
excellent production staff converts typed 
copy to grist for the printer, lays out 
the format, and in general creates the 
tidy and relatively error-free eight pages 
that you receive. , 

All that we have done is to shorten 
the line of communication between you 
and the Editor in his Davie County hide- 
away. 

E.J.II~. 

Two articles from the American Math- 
ematical Monthly and one textbook were 
quoted. The score here was: one for 
Def. 1, one for Def. II, one clearly in 
favor of chain rules. To counter the ad- 
vantage attributed to Def. II because of 
the better defined chain rule, several 
respondents pointed out that Def. I af- 
fords a generalized binomial theorem. 

Students and former Part 3 chairmen 
rated the resolution of this conflict as a - 
matter of some urgency, a view not 
shared by other correspondents. No reso- 
lution has been reached, but work goes 
on. (Emphasis added-Ed.). cl 
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When examining for internal consist- 
ency, it is usually discovered that even 
the most favorable portrayals must in- 
corporate unfavorable elements; for ex- 
ample, unfavorable mortality increases 
the likelihood lhat healthy policyholders 

0 will replace their term insurance, and 
high investment returns are frequently 
coupled with rising costs and excessive 
policy loan usages. 

A FUTURIST’S TECHNIQUE IN PRICING 

by Claude Thau 

In our rapidly changing world, it is be- 
coming hopeless to try to arrive at a 
satisfying description of future condi- 
tions, even in the short run. Yet prices 
for new life insurance must somehow 
reflect one’s view of events even in the 
far distant future. It has become so haz- 
ardous to base financial decisions upon 
a single view of what lies ahead that 
preference is developing for examining 
a variety of possibilities, some favor- 
able, others distinctly unattractive. 

A second reason for making calcula- 
tions on a range of possibilities is that 
ihc door is thus opened to relating profit 
loadings to the risks undertaken. Profit, 
after all, is the compensation for taking 
Fisk as well as for giving service. It is 
leasonable to aim for a basic profit for 
services, supplemented by an additional 
return related to risk of loss, defined as 
the difference between the outcome con- 
sidered today as most likely, and that 
perceived as the most adverse. 

Scenarios 

Historically the word “scenario” 11~s 
meant a plot in theatrics; futurists have 
appropriated it as their label for each 
member of an array of outcomes con- 
sidered within the range of practical 
possibility. Each of these possibilities 
is a hypothetical sequence of events in- 
tended to illustrate a point. Perhaps 
none of the scenarios is necessarilv to 
be taken seriously by itself, but together 
they serve to help us understand what 
mi$t happen. 

A difficult but essential requirement 
of this approach is that each of the out- 
comes be internally consistent. Gro- 
tesquely unhelpful results emerge if any 
scenario is inadvel tently permitted to 
combine events that cannot conceivably 
all happen together. It is surprisingly 
easy to fall into the trap of introducing 
this form of irrationality. 

Finally, it is necessary to do one’s best 
to place a numerical probability or 
weightingr on the relative likelihood of 
each selected set of events being the one 
that occurs. One of the most valuable, 
and exciting, sessions is that in which 
company management is presented with 
a set of possibihlies and is asked to help 
establish these comparative weights. 

Ccmpetitive Considerations 
The approach outlined here dots not, 

01 course, free the actuary in the shght- 
est from the constraints of competition, 
which are severe. Skeptics may even say 
that after price competition has been 
taken into account, premiums will turn 
out about the same as they would have 
under traditional methods of calculation. 
This may largely be true, but the alter- 
native futures system helps a company 
to decide where it is worthwhile for it 
to he strongly competitive, and where 
it is prudent to be less so. 

Pricing is far from being the only 
use for the system described here. It is 
helpful in such diverse activities as prod- 
uct design, tax planning, response to 
regulatory proposals, retention limits, 
and acquisitions of other cdmpanies. 0 

Actuarial Society of India 
(Confmued jrom page 1) 

of the development of pension plans 
in a free competitive climate such 
as that of the U.S., is the equation 
of the market place.” 

hlr. Sharma went on to describe 
ERISA, its sigrnificance for actuaries, 
and the role of our Academy. His clos- 
ing comment was this: 

“Unfortunately, to accommodate 
the changes brought about by ERI- 
SA, the Academy relaxed its high 
standards for admission to member- 
ship and adopted the federal re- 
quirements for enrollment as one of 
the alternative means of satisfying 
membership requirements. How- 
ever, it is to be hoped that by acting 
in an advisory capacity to the Joint 
Board for the Enrollment of Actu- 
aries the Academy recovers in the 
future by bringing back the previ- 
ous level of excellence through an 
upgrading of the enrollment re- 
quirements.” 

Most of the members of the Actuarial 
Society OF India are F.1.A.s. 0 

I Actuarial Meetings I 
Dec. 4, Boston Actuaries’ Club 

Dec. 16, Chicago Actuarial Club 
Jan. 14, Chicago Actualinl Club 

Please let us know when your meetings 
will be held so that they may be pub- 
licized. 0 

Actuarial Liverymen 

The procedure for admission to the 
Worshipful Company of Actuaries is 
that one is first admitted as a Freeman 
and then application is made to Guild- 
hall for admission by redemption as a 
Freeman of the City of London which 
involves appearing before an appropri- 
ate City dignitory and making declara- 
tions of loyalty to the Sovereign and 
proteclion to the Lord Mayor. One is 
Lhcn “clothed with the Livery” at a meet- 
ing of the Court of the Company. The 
membership of our Company is now ap- 
proachin,rr 100. 

Liverymcn are entitled to attend at 
Guildhall and to take part annually in 
the election of the Lord Mayor and the 
Sheriffs. This again is an impressive 
ceremony, following a tradition unchang- 
ed for hundreds of years. 

Our new Company, like all other Liv- 
ery Companies, has a charitable func- 
tion. Ours is to set aside monies under 
a covenant to he used for encouragement 
of actuarial research and education in 
its very widest aspects. 

Ed. Note: Mr. Heywood’s name now 
goes into nctuarial history as the Found- 
er Master of the Worshipful Company 
of Actuaries of the City of London. A 
handsome booklet, a copy of which is 
now in our Chicago headquarters and 
available for reading by any one reguest- 
ing it, commemorates the Mansion House 
ceremony of last January. 0 

UNGARBLING 
The third line of the verse, “Actuarial 
Perry” in our October issue should have 
appeared thus : 

Here’s a query almost merry, 

We weren’t bowdlerizing; we tried to 
transmit the item from N.C. to N.Y.C. 
by phone, with less than perfect results. 

0 
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LETTERS 

Curricular Carrot 

SIT: 
Under the old Course of Study, I’art 3 
was the lilst truly actuarial esamlnatlon, 
Parts 1 and 2 being preparatory in na- 
ture. But now it isn’t until Part 4 that 
one begins to study tlaclitional acluarin! 
science. The result is that students hiletl 
by an insurance company rtithout hav- 
in g passed any exams but with the neces- 
sary educational background, are well 
ndviscd to ta!ce Part 4 ahead of any of 
Parts 1-3. 

We should seriously consider rearrang- 
ing the first five csams so as to bring 
peculiarly actuarial study to as early in 
the curriculum as possible, the following 
being my proposal: 

Part 1 Linear Algebra, Calculus, 
Probabihty and Statistics 
(5 hrs.) 

Part 2 Numerical Analysis, Opera- 
tions Research, Compound 
Interest (5 hrs.) 

Par1 3 Life Contingencies, Begin- 
ning and Advanced 

Part 4 Current 5B material, includ- 
ing some practical applica- 
tions 

Pa11 5 New Part 6 for 1981, includ- 
ing some practical applica- 
tions. 

An important merit of this arrange- 
ment is that it would permit keeping 
our five-exam requirement for Associate 
ship. I fear that requiring seven exams 
for Associateship makes that “pot of 
gold” appear too far off to a beginning 
student, and that the “professional” 
desigation, “Student” doesn’t buy 
much. 

Ira L. Boyle 

l * c! l 

Service to Students 
Sir : 

Recently I hcgan teaching an actuarial 
course for the new Part 7-E, which is 
also the EA-2 exam of the Joint Board 
for the Enrollment of Actuaries. 

I soon requested and received from 
the Joint Board copies of the 150 multi- 
ple-choice questions and answers used 
in 1977-79. My students did the same, 
although only one had known that these 

PACIFIC STATES CLUB EXAMINES 
FUTURE OF LIFE INSURANCE 
DELIVERY SYSTEfbl 

by Im L. Boyle 

Inflation, agreed those discussing this 
topic at the Pebble Beach meeting of the 
Actuarial Club of the Pacific States, is 
resulting in purchase of more term in- 
surance and also is hurting persistency 
of all plans. Agents are getting hurt IIC- 
cause of inflation, and there’s fear that 
the agency system may have to undergo 
fundamental changes. 

Solutions include: new compensntiotl 
structures, a different delivery sy>lem 
(perhaps direct mail) for term Insur- 
ance, and fresh products such as ‘&total 
life” (essentially term insurance ivith a 

side fund). 

Our delivery system is expensive. 
(Ed. Note: Thcs has been po-nted OILY 
for at least fijteen years-see, e.g., A’a- 
than F. lones, T.S.A. XVII. D336-7). 
Marketing and home office costs, cx- 
eluding federal income taxes, often AC- 
count for as much as 50% of the entile 
first year and renewal premiums. Mini- 
mum loss ratio requirements for health 
insurance in many states would be im- 
possible to meet if they were applied to 
life insurance! 

This discussion closed on a more posi- 
tive note, however, with the cheering ob- 
servatlon that although today’s agency 
system may not be the most appropriate 
in all markets, there still are, and will 
continue to be, markets where it is the 
best. il 

could bc had for the asking. But the So- 
ciety hasn’t yet distributed copies, nor 
even said that they are available. 

Next time around, the Society should 
give these students the help they deserve 
in preparing for what is in fact a gov- 
ernment exam, whether we like that or 
not. The alternative is to continue allow- 
ing an unwarranted advantage to certain 
applicants for the E.A. designation, some 
of them not affiliated with the Society. 

Richard G. Schreitmueller 

Ed. Note: Director of Education Lin- 
den Cole thanks the writer for his fim 
suggestion. The Society happily accepts 
this opportunity to begin notifying stu- 
dents next year. 

Requesting Suggestions on Our 
Election Process 

A large problem with our elections is 
that so many of our Fellows know SO 
little about the candidates amongst 
whom we must try to choose. As our 
membership has grown, this dificulty 
has grown apace. Maybe this helps 
to explain why only 56% of our Fel- 
lows voted in 1980. 

Each candidate’s biographical sum- 
mary printed in the ballot papers is 
supbosed to help, but gives only su- 
perflcial and partial particulars to 
those not alleacly acquainted with the 
candldate. So we ask your help. \Vhat 
additional information would enable 
you to vote more intelligently? What 
suggcstiuns can you offer, on how we 
might provide better information, 
fairly and efficiently? Or, what new 
election procedure might alleviate the 
difficulty? 

We ale rightly proud of the Socie- 
ty’s democratic election tradition, but 
it takes an infolmcd electorate to 
make such a system work effectively. 

This is a call to any and all Fel- 
lows to send me your ideas. The Com- 
m:ttee on Elections will give them 
careful attention. 

Wlite to me. won’t you? 

Paul Barnhart, Chairman 
1381 Committee on Elections 
959 Gardenvicw Office Parkway 
St. Louis, MO 63141 

Ed. Note: Attention is drawn to the 
pro and con of one proferred suggest- 
tion, in our issues of Feb. (p. 6) and 
May (p. 7) 1980. 0 

- 

- 

A Point of Order 

Sir: 
There appears to be no cohesive fence 
behind the policies of our exam com- 
mittees, as evidenced by the restructures, 
changes, revisions, additions, deletions, 
and alterations which the exam structure 
goes through as the Society tries to ap- 
pease and fit every exam-giving body 
that has anything to do with actuarial 
science. 

This flux causes hard&p for the stu- 
dents. But more importantly it destroys - 
faith in the Society’s leadership. This 
undermining of members’ confidence 

(Contmued on page 7) 
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letters 
(Con~rnued jronz puge 6) 

may eventually lead to a lack of public 
conficlcnce in actuaries, making the 
F.S.A. designation meaningless. 

Members should demand that the 
E&E Committee stabihze the cxaminl- 
tion structure and adopt a policy of rea- 
soned, studied change rather than flan- 
tic, haphazard modifications. 

Peter A. Fox, Ir. 

* c Q * 

Filtered Truth* 

Sir : 

It is difference of opinion that makes 
horse races. I do n&back the horse that 
you favor in your ‘LActunrlc~l BlueprLnt” 
(October issue). 

In my view Prof. Jewell’s speech at 
the International Congress dots not 
merit being “explained ancl discussed at 
OUI 1981 spying meetings.” 

Several of his assertions demonstrated 
the speaker’s lack of knowledge of actu- 
nrlal practice. He incorrectly stated that 
the Supreme Court has determined that 
sex-classified annuimty tables violate the 
Civil Rights Act. He tried to justify uni- 
sex tables on the grounds ‘that they pro- 
vide actuarial equivalents, without fac- 
in,5 the issue that if such tables are ne- 
cessary for “social” reasons, then age too 
should be ignored in determining pur- 
chasahle pension amounts from a given 
SUlTl. 

He favors diminution of risk clnssifi- 
cation in automobile insurance on the 
grounds of “a significant overlap bc- 
tween the distribution of losses between 
two classifications which have signifi- 
cantly different pure premiums.” The 
fallacy in that “overlap” theory is ob- 
vious to any qualified actuary. 

And Prof. Jewel1 freely used the word 
“paradigm” without ever giving a clear 
and precise definition of it. The only 
definition I can naively think of is that 
a paradigm is two lOcent pieces! If it 
means “model”, why not use the com- 
mon term? 

Robert J. Myers 

*Ed. Note: “Troth is one jorcver absolute, but 
opm~orr IS truth ]dtered through 
the ntoods, the blood, the dispose- 
~ton of the spectator.” lVendel1 
Phillips. 1859 q 

Debate Reflection 

Sir: 

For now President-Elect Reagan to have 
stated so flatly in Cleveland that Social 
Security is actuarially unsound is deplor- 
able. I hope that some acknowledged ex- 
perts in that field have responded in 
strong terms that no such denunciation 
is warranted. 

Robert I. Myers, who i,n September was 
named a member of then Candidate Rea- 
gan’s Social Security Task Force, com- 
ments as follows: 

~/II. Reagan, according to the text I 
have of the Cleveland Debate, said, “It 
is actuarially out of balance,” which 
isn’t exactly the same as “actuarially un- 
sound” with its implication of faulty 
design. OASDI has had significant lack 
of actuarial balance, to the tune of 1.576 
of taxable payroll measured over 75 
years, even after the 1977 Amendments 
were enacted. So, I believe that Presi- 
dent-Elect Reagan’s statement was cor- 
rect. 

It should be noted that he did not say 
that. the -system should be- done ahay 
with. Rather, in his announcement of 
the Task Force he emphasized that he 
would “consiclcr it a sacred obligaiion 
to make ccl tain that the integrity of the 
system is clefended and that the benefits 
of those dependent on Social Security 
are protected” and that he would make 
“ccl tain its financing is sound and 
stable.” 

c * <, * 

Message From An Economist 
Sir: 
It has been my privilege to read Elmer 
R. Benedict’s book, “Protecting Retire- 
ment Against Inflation,” (“R For The 
Inflation Sickness,” ‘October issue). We 
all must hope that actuaries and others 
will be aroused to ask for the complete 
text; those who read it will recognize 
the plan as a weapon to fight this dragon 
of inflation before he destroys the pri- 
vate pension system and our society. Of 
course, we have to look for him in his 
lair, which is Congress. 

The countries, like Germany, that have 
experienced the ravages of inflation are 
now supporting policies that restrain in. 
flation. In Germany, hyperinflation led 
to diotatorship; it was a major factor 
in destroying the democratic Weimar 
Republic. 

If corrective measures are not taken 
sO(111 in this gcat republic, inflation will 
destroy what is left of our work ethic 
and destroy faith in the capitalist and 
democratic system: and who will come 
tti our rescue and re-establish democracy 
here? 

Let US spread the word about the Bcne. 
diet plan to out fellow-workers, and to- 
gether iml~less Congress and the Ad- . . 
mlnlstlation with our determination to 
use this tool to fight inflation. 

Herl~y Wuller 

Ed. Note: Hlmselj a native of ArLstrLn, 
Mr. Walter LS a Boston economist loho 
has lectured zoldely on jinnncinl mnllers. 

(t * + l 

Almost Actuarial 
SLr : 

In an article, Securily Mercftnrits Mafre 
Most oj Fear, in The Toronto Globe nnd 
Mad of October 9, 1980, we hnd the fol- 
lowing: 

First you see the gun. The bullets 
in the chamber look like metallic 
shrouds. Then you see the whites of 
the man’s eyes as they peer at )ou 
froin under- a hood. Death is stcn- 
tilled in each half-moon pupil. 

Luckily, it’s only an advel tise- 
mcnt for executive protection. 

“Your chances of being kidnap- 
ped are gleater than your chances 
of being killed in a plane clash,” 
says the headline on the next page 
of the security management maga- 
zine. 

When asked whether the advcr- 
tisement is trying to frighten an ey- 
ecutive to death the communications 
director of the insurance fit m which 
is advertising defends it \\ith serene 
ad-agency gobhledy-gook: “That ad 
has a strong graphic balanced by 
an almost actuarial headline.” 

John Gorhnm 
0 Q ,’ ,I 

Another TV’d Actuary 

Sir: 
In response to your enquiry (May is- 
sue), my experience adds up to ten times 
on TV-thrice on Barbara Walters’ 
“Not For Women Only,” twice on David 
Hartman’s “Good Morning America,” 
once each on “The Advocates” and “It’s 
Your Business” and three local shows. 
And perhaps ten times on radio talk 
shows. 

Robert I. Myers 
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COMMITTEE CHAIRMEN 

(G.C. denotes General Chairman) ’ 

(S.C. denotes Subcommittee Chairman) 

ra, 

STANDING COMMITTEES 

Administration and Finance Robert H. Hoskins 

Admissions Robert J. Johansen 

Board of Publications Robert E. Hunstad 
Editorial Board, The Actuary Ernest J. Moorhead 
Editorial Board, Record Francis P. Lemeiy, Jr. 
Editorial Board, Transactions John T. Dillon 

Career Encouragement Myron H. Margolin 
Actuarial Opportunities (S.C.)Gilbert V. I. Fitzhugh 
Minority Recruiting (S.C.)Michael R. Winn 
Publications (S.C.)Myron H. Margolin 
Relations with Colleges, High 

Scl~ools, etc. (S.C.)Victor R. Paguia 

Complaints and Discipline John M. Bragg 

Continuing Education (G.C.)Charles E. Rohm 
Computer Science Matt B. Tucker 
Economics and Finance Ronald A. Karp 
Health and Group Insurance Cynthia M. Clancy 
Life and Health Corporate 

Affairs Nathan H. Epstein 
Life Insurance and Annuities Bennie W. Baucom 
Research Arnold F. Shapiro 
Editorial Board of Arch Arnold F. Shapiro 

(Joint Editors) Courtland C. Smith 
Retirement Plans Carl R. Ohman 
Social Insurance Howard J. Bolnick 

Education and Examination (G.C.)Michael J. Cowell 

Education Sam Gutterman 

Education Policy Charles Barry H. Watson 

Examinations Curtis E. Huntington 

Examination Part Committees: 
Parts 1 and 2 John L. Engelhardt 
Part 3 Walter B. Lowric 
Part 4 Ruth F. Frew” 
Part 5A Robert J. McKay 
Part 5B Alastair G.Longley-Cook 
Part 6 Neville S. Henderson 
Part 7 Michael Krosky 
Part 7E Paul J. Cascio 
Part 8 William Shinkwin 
Part 9 Curtiss S. Sheldon 
Part 10 Cecil D. Bykerk 

Elections E. Paul Barnhart 

Executive Robin B. Leckie 

Futurism Donald R. Anderson 

Government Statistics Robert J. Johansen 

Mortality and Morbidity Experience 
Studies: 

Aviation and Hazardous Sports Frederic Seltzer 

Individual Health Insurance Sam Gutterman 

Individual Ordinary Insurance 
and Annuities John H. Cook 

Group Annuities Robert M. Chmely 

Group Life and Health Insurance Ted L. Dunn 

Self Administered Retirement 
Plans Paul H. Jackson 

Papers Edward J. Porto 

P ensions Robert J. Schnitzer 

Professional Development Allan D. Affleck 

Program Robert D. Shapiro 

Public Relations Benjamin R. Whiteley 

Reseal ch Policy Dwight K. Bartlett, III 

Review of Literature Donald G. McKinnon 

Standard Notation and 
Nomenclature Frank G. Reynolds r‘~ 

Theory of Risk Paul M. Kahn 

SPECIAL COMMITTEES 

Accident and Health Valuation 
Principles Spencer Koppel 

Credit Insurance Harvey S. Galloway, Jr. 

Cooperation and Coordination Walter N. Miller 

Dividend Philosophy Harry D. Garber 

Recommend New Disability Tables 
for Valuation William J. Taylor 

Recommend New Mortality Basis for 
Individual Annuity Valuation Robert J. Johansen 

Recommend New Mortality Tables 
for Valuation Charles A. Ormsby 

Task Force on Specialty Interests Walter S. Rugland 

Valuation and Related Problems Charles L. Trowbridge 

JOINT COMMITTEES AND TASK FORCES 

Disciplinary Procedures Dale R. Gustafson 
Operational Economies Lewis P. Roth 
Pension Terminology Michael J. Tierney 

n 
*Representative of Amencan Society of Pension Actuarks. 

cl 



For e number of years, exam scores for Parts 1, 2 end 3 have been 

based on the number of correct answers plus one-fifth of the number of 

questions omitted (Method 1). However, until May 1979, the multiple 

choice scores on all other exams were based on the number of correct 

answers minus one-quarter of the number of incorrect answers (Method 2). 

Starting in November 1979, exams which are 100% multiple choice are 

being graded uniformly using Method 1. Method 2 will continue to be used 

on exams that contain both multiple choice and essay questions.. 
.-- - -- -- - -- 

0 
Method 1 and Method 2 are equivalent in ranking the candidate's 

\ . v' 
multiple choice scores. Therefore, exactly the same candidates will pass 

or fail under either method. 

Equivalence 

Let T = the 

Rt = the 

Wt = the 

Ot = the 

Si = the 

$ = the 

of the two methods can be demonstrated es follows: 

number of questions on the exam 

number of correct answers by candidate t 

number of incorrect answers by candidate t 

number of questions omitted by candidate t 

score produced by Method 1 

score produced by Method 2 

By definition, 
1 

St = Rt + .2(0t) 

St” = Rt - .25Wt) 

T = R.t + Wt + Ot 

I-< IL For two candidates a end b, it can be shown that S,\ Sb if end only if 

Sz,( St; i.e., R, + .2(0,),(Rb + .2(0t) if end only if Ra - .25(Wa)<Rb - .25(Wb)* 

As e matter of fact, these scores sre related by a linear transformation. 

Since 5(d) = 5(h) + Oe, 

and 4& = 4(Ra) - We, 
1 

we have Se = .8(5-z) + .2(T). 
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Method 1 increases the scores-without changing the ranking of candidates. 

Furthermore, the difference in scores for the same candidate, using each of 
12 2 

the two methods, increases es the scores get lower because St - St = .2(T - St). 

Although under each of these methods the same candidates pass or fail, 

the scoge of the decile grades (0 to 10) will differ slightly. This is 

because the range of scores is altered. The range for St is from zero to T, 
,-* SF- 2 . 'while the-corresponding range for St is from - .25T to T, which is a wider 

range of scores than under Method 1. -It also follows that the median and 
. 

mean scores will be lower-under Method 2. ._ , 

The graph below shows an‘exsmple of how the distributions of scores by 

the two methods range from the minimum up to the maximum. 

DISTRIBUTION OF Emrq SCORES 

1 e-e 
St 

- s; 

-35-f : O - ST .6-f T Total 
Exam 
SUWc 

For the example, suppose the Method 2 pass mark is set et .5T (the 

hypothetical median in the table above). Under Method 1, the corresponding 

pass mark will be .6T. The solid line shows the distribution of scores 

under Method 2, and the dotted line the corresponding distribution of 

scores under Method 1. The shaded areas show'that the proportion of 

candidates classified es ineffective (those receiving a grade of zero) is 

significantly smaller under Method 1 than under Method 2. Continuing this 

line of logic, the graph also illustrates how the change in scoring methods 

also changes the scope of grades other then zero. 

To summarize, the critical result - whether the candidate passes or 

fails --has not changed. But under Method 1, fewer candidates receive the 

high and low grades (e.g., zero and lo), while more candidates receive median 

grades (e.g., 5 and 6). q _. . 


