
Actuaries interact with the public 
by Charles Hnbeck 

II A 
n audience of elementary 
school children is one 
of the few groups 1 have 

found that is not yct jaded against 
insurance,” stJtes Jerome E. Tuttle, 
senior vice presidcnt and actuary at 
Mercantile & General Reinsurance 

Morristown, New Jersey, 
response to questions raised in 

an October 1993 Actztaq~ article on 
actuaries and the public. 

Tuttle was one of six actuaries to 
respond to the request for accounts 
of experiences in giving talks to the 
public. Each year, he visits his chil- 
dren’s elementary school classes to 
give a talk about math that relates to 
bis work. His favorite talk involves a 
hurricane simulation game that he has 
presented both at the first-grade level 
and at the New Jersey math teachers 
conference. 

The game typically covers sevcral 
“years” oc hurricane seasons. Each 
player receives Monopoly@’ money 
and a Monopoly@ house and is given 
various hurricane data to think about. 
“The main issue in the game,” Tuttle 
said, “is whether the students should 
buy hurricane insurance.” 
Probability concept demons& 
In n Math Awareness Week for grade 

@ 
ool studcnts last year, Mark Rowley, 

sociate actuary at The Principal 
Financia1 Group, Des Moines, opened 
his presentation with gambling-type 
examples. Once the shidents grasped 

the concept of probability, he pro- 
gressed to the life and death case. 
A couplc of studcnts learned enough 
to be able to find the net premium, 
given a certain probability of death. 

To reward their efforts, Rowley 
gave out “Ask An Achiary” buttons to 
the studcnts. About a week later, one 
Child was seen still wearing the pin on 
her jacket, and very proud of it. 
Encouraging careers through 
example 
Making use of her varied math back- 
ground, Joan Ogden, health care 
consultant in Salt Lake City, builds 
her classroom presentations on the 
students’ own experiences. She is a 
“founding mother” of the Utah 
Math/Science Nehvork, whose 
purpose is to encourage young women 
to persevere in math and scirnce. The 
nehvork provides role modcls and 
career information to achicve this goal. 

Ogden may speak to a class tirst 
about grading “on the curve” and then 
move to the concept of the “normal 
curve” and the need for a propcr size 
samplc. If time remains and the group 
is able, she describes other curves, such 
as the sine curve, and weaves into her 
talk examples fiom her earlier work in 
a pulsation dampener engineering firm 
and in the Apollo space program. 

The presentation cnds with a 
discussion of the need for good oral 
and written skills and the need to find 
and know how to use available data 

resources. All this occurs in one-half 
hour, followed by questions. Ogden 
gives talks once a month during the 
school year. In addition, she is now 
co-uuthoring a book to help benefits 
managers assess their companies’ 
health care programs, including how 
to use an actuary to advantage. 
Making content fit audience 
An important aspect of public presenta- 
tions - tailoring remarks to the needs 
of the audicnce - is relatcd by Paul J. 
Sulek, vice president and chief actuary 
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The pension actuary setting an interest assumption 

Sitting on the horns of 
many dilemmas 
by Mary Hardiman Adams 

m 
n the man}, },ears I spent as an actu- 
ary providing consulting services to 
defined benefit pension plan spon- 

sors, I never met a pension actuary 
who did not want a plan's fimding to 
be at least at a level that would provide 
the benefits promised under the plan's 
terms. Thus we have a basic premise: 

The actuary uses actuarial 
assumptions and methods 
deemed suitable by the 
actuary in determining the 
funding of  a pension plan. 

Lately we have been hearing about 
plans that are significantly under- 
funded because the actuary has been 
using interest assumptions that were 
too high. Is this true? Is some current 
underfunding really the fault of  the 
actuary? 

External restraints arising fi'om laws 
and regulatory authorities limit how 
much the actuary can control the 
methodology and assumptions used 
for a particular valuation. Some of  
these restraints have been modified 
by court decisions. Some of  the major 
issues, particularly those related to 
interest assumption selection, are 
included in the following dilemmas. 
(Note: It is usual to call the interest 
assumption the "valuation interest 
rate" when determining contribu- 
tion/fianding levels. For financial 
reporting, however, the "interest rate" 
is the expected return on assets; the 
"discount rate" applies to the determi- 
nation of  benefit obligations.) 
D i l e m m a  1 
The Internal Revenue ( 'ode and its 
regulations impose restraints under 
which: 

a. Loadings and contingency 
reserves are prohibited. 

b. If  an actuarial assumption used 
for a plan's fimding produces a gain 
over a period, such as five years, the 
offending assumption is challenged, 
and contributions may be disallowed. 

c. Maximum deductible contribu- 
tions are prescribed. These include a 
maximum funding limitation that, in 
turn, involves using an interest discount 
assumption that can be higher than the 
one the actuary would otherwise use 
(producing lower liabilities). 

d. Excise taxes are imposed on 
a plan sponsor if contributions exceed 
the maximum deductible amount. 
D i l e m m a  2 
However, the tax court has ruled that 
some conservatism is appropriate. For 
example, Judge Clapp's Opinion of  
July 14, 1992 (Wachtell, Lipton, 
Rosen & Katz, David M. Einhorn, Tax 
Matters Partner v. Commissioner of  
Internal Revenue) acknowledged that 
actuaries need to balance the current 
economic environment with the long- 
term and largely unpredictable nature 
of  pension obligations and with the 
security needs o f  plan participants. 

Judge Clapp also noted that the actu- 
ary's perspective is very different from an 
economist's. "Congress did not entrust 
the nation's tax-advantaged retirement 
system to hypothetical returns that the 
markets 'should' bear. That task was 
left to actuaries whose background, 
training, orientation, and philosophy is 
well suited to the task. As practitioners 
specifically enrolled under the scheme 
established by Congress to create a 
smooth funding pattern assuring that 
benefit obligations will be met, they 
necessarily have a dift~rent perspective. 
The selection of  an interest rate assump- 
tion is an actuarial judgment made in 
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accordance with actuarial principles 
materiaUy different fiom financial 
market pcrformance forecasting.” 
Dilemma 3 
The “Retirement Protection Act of 
1993” (H.R. 3396/S.1780) \vas 
introduced in 0ctober 1993. This act 
provides for strengthcning (some feel 
not enough) contribution rcquire- 
ments to defincd benefit plans, 
particularly those that hnve low fund- 
ing levels. While action is not expected 
until well into 1994, a stcp toward 
the goal of mceting plan participants’ 
expectations has bcen taken. 
Dilemma 4 
The Supreme Court on December 13, 
1993, in an opinion writtcn by Justice 
Ruth Bader Gixsbcrg, ruled that a 
portion of the assets in the general 
fimd under some insurance company 
contracts may be subject to ERISA’s 

(II 
uciary rules. As I understand the 
nclusions of this summary judgment, 

if, under a grollp annuity (GA) or group 
immediate participation guarantee 
(IPG) contract that provides guaranteed 
and supplemcntal benefits, the assets 
held in the insurancc company’s general 
account are in excess of the amount 
needcd for guarantecd bencfits, then 
that excess is covered by ERISA 
fiduciary rules. 

For a fcw years, actuaries will have 
to set interest assumptions for general 
account pension plan assets without 
knowing whether or how life insurance 
companies will change their interest 
crediting policy, or even whether thc 
companies will be willing to have this 
money in the general account at all. 

Those in insurance companies’ 
group pension and investment areas 
likely will have problems that won’t be 
resolved quickly. It took four years to 
get to this summary judgment; no 
guess can be made on the time it may 

Q; 
e the trustee’s suit (John Hancock 

utual Lifc Insurance Company v. 
Harris Trust & Savings Ba&) to wind 
its way through the courts. 

Dilemma 5 
The Financia1 Accounting Standards 
Board (FASB) requires disclosurc of 
certain pension cost and pension oblig- 
ation figures. These are management 
numbers. The “instruction” for sclect- 
ing thc interest ratc applicable to the 
assets was to use a long-tcrm expected 
rate of return; the instruction for 
selecting the discount rate used to 
determine the obligation was to use a 
“settlement rate.” The discount rates 
selected by plan sponsors were based 
on items such as 30-year treasury 
bonds, the interest ratc used in 
computing group annuity purchase 
rates, or some other choscn index. 
According to a letter from the SEC 
to FASB in September, however, thc 
discount rate should be determined in 
the samc manner as that under FAS 
No. 106, i.e., the rate for Asa (or Aa) 
bonds (now at about 7%). The actuary 
can question long-tcrm considerations, 
but tcchnically this has nothing to do 
with funding (but might it?). 
Dilemma 6 
The plan sponsor is the one who must 
makc thc contribution to the plan. 
Just as actuaries always want to see 
plans well fimded, 1 havc never heard 
a plan sponsor indicate that a low levcl 
of funding w¿âs a goal. Plan sponsors, 
however, are business oriented, 
whether they are profit-making 
organizations, nonprofits, small, large, 
industrial, servicc, governmcntal, or 
union/management. They all have 
cash flow considerations, and they all 
havc a bottom line. 

Plan sponsors want adcquate plan 
design; they want adequatc plan 
fimding. Howcver, in plan design or 
fimding, they do not want, nor can 
they afford, to excccd their competi- 
tors’ or their pecrs’ by any significant 
degree. They do not want to over- 
contribure; they do not want tax 
disnllowances; they do not want to pay 
escise tases. To avoid these situations, 
a sponsor can put prcssure on the 

actuary to reduce contributions by 
employing a higher interest rate than 
the actuary would have selected (or, 
without success, even highcr than a 
rate within the actuary’s range of 
reasonable long-term rates). 

In addition to all these externa1 
forces, actuaries face a further fact- 
of-thc-moment. Interest rates have 
declined l%, from about 8% to 7%, 
on top grade bonds in 1993, but the 
stock market has gone up by morc 
than 10%. What kinds of special 
consideration does this call for? 

At the time this issue of The Actuary 
is publishcd, many pension actuaries are 
considering the valuation interest 
rate that might be used for actuarial 
valuations to determine 1994 contribu- 
tions (likely having completed the 
valuation of 1993 year-end obligation 
for financia1 disclosure, which, in turn, 
means that the discount rate for 1994 
pension cost also is deciden). Many 
problems can be involved. Thc most 
troubling is the significant upward 
effect on liabilities and contributions 
of n decrease in the valuation interest 
rate and on pension cost and disclosed 
pension obligations of a decrease in 
the discount rate. Thc increases in 
unfunded amounts is likely to be noted. 

It is clear that this is not the fault of 
the actuary, who still has questions. 
Are the current low rates temporary? 
Werc past assumptions really too high? 
What is the appropriate rate to use 
right now? 

In spite of some poor press, actunr- 
ies have bcen doing a great job in 
coping with today’s dilemmas, and 
1 believe will continue to do so. 
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Improved E&E 
hit the ground 
by Roy GoWman 

system helps new FSAs 
running 

A ll of LIS have vivid memories of taking thc actuarial 
examinations. In addition, mdny of you have servcd 
on one of thc esamination committees. But, how 

many of you are aware of how much the education and 
examination system has changed through the years? 1 have 
served in the E&E system since becoming a Fellow in 1980 
and have found it to be a dynamic organization, which is 
always looking for ways to improve. 

The cxamination side of E&E is big business. About 
10% of the current Fellows volunteer time in one of the 
education or esaminntion committees or in proctoring an 
examinntion. Volunteers and stnff create, administer, and 
grade 55,000 exam papers for 65 different examinations. 
We run eight intensive scminars in applied statistics and 
risk theory nnd four Fellowship Admission Courses, and 
we oversce the Kesearch Papers option. 

Although much eftòrt is directed toward examinations, 
the focus of thc E&E Committce is on the first “E”: educa- 
tion. Kecent changes are aimed at developing an FSA who 
not only has a well-rounded basic education but also has 
the intellectual skills rcquired by busincss today and in the 
21st century. 
Testing cognitive skills 
The most significant changc is the move away from ques- 
tions testing only memorization. Morc questions, especiall) 
on the higher level examinations, now ask candidates to 
“discuss,” “compare,” “recommcnd,” “evaluate,” or 
“analyze.” Candidates earn points only if thcy answer the 
question as it is asked. Candidates are espected to give a 
complete discussion, makc a recommendation and justie it, 
or analyze all sides of a given issue. In fact, the grading 
outlines are reviewed as carefully as the questions themselves. 
They are reviewed at severa1 E&E levels, including the 
general officer level. 
Training 
To help Fcllows who may have little expericnce writing and 
grading questions, we train the examination offlcers who, in 
turn, lead training sessions for all tbeir item writers. We now 
train item writcrs before asking them to write questions. 
Training requires an additional one to threc dnys for the 
officers, but it should pay huge dividends by mnking volun- 
teers effectivc more quickly and improving consistency across 
the various tracks. 

Case studies 
To facilitate asking morc thought-provoking questions, 
many examination committces are developing case studies 
or realistic case situations that serve as the basis of severa1 
qucstions. The first effort was a 20-point question OII the 
pension plan of a mining company whose production will 
increase rapidly ovcr the next few years and then slowly 
decrease until the mine is depletcd and pcrmanently shut 
down in about 20 years. Candidates were askcd to recom- 
mend a funding approach and an accounting approach, 
addrcss tradcoffs between meeting cash flow and earnings 
goals, and discuss any other related issues. 

As another esample, the Individual Health Committee 
developed a seven-page case study of an insurance company; 
The case study was sent to candidates in advance and was 
available for use during the exam to answer a series of 
questions on individual health and long-term care. The 
candidates’ responses were expected to be related back to 
the insurer in the casc study. Simply rccalling a list of facts 
in the study note was not enough to pass the exam. 
Other examination changes 
Other examination committees hnve supplied candidates 
with formulas or a copy of a complcx law to allow a focus 
on testing conccpts instead of 
just memory. Even Exam 100 
is getting a fresh new look. 
The SATs are changing, and * 
so are we. Beginning in 1995 
or 1996, Exam 
100 will consist of 
45 questions on 
the concepts under- 
lying the calculus and 
linear algebra, rather 
than a 60-question exam- 
ination testing calculation 
techniques. 

We will be remov 
thc guessing correc 
to encourage all 
candidates to make 
educated inferences _ 
about the correct 
answer. And the 
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41 ost famous bastion of actuarial exams, the triple-true-false (TTF) question, is 
being replaced by simple truc-false questions. It is not true that TTF questions are 
constructed so that two of the statements were easy, and one was ambiguous; 
it just seemed that way to candidates. A student who answers a TTF question 
incorrcctly may not know anything about any of the statements or may know 
everything about two out of three. We think it is importznt to find out what 
students know about each statement on the examination. 
Syllabus updates 
The other major educational focus has been on the syllabus itself. The Flexible 
Education System has given us the frecdom to espand the course offerings and 
to innovate. 

Four Fellowship tracks now exist: Individual Life and Annuity, Group Benefits, 
Pension, and Finance. The number of core examinations has been raised from 
three to four. Two of the core examinations deal with investment-related topics: 
Coursc 220 - Introduction to Asset Management and Corporatc Finance and 
Course 230 - Principles of Asset/Liability Management. 

Over the past three years, nine new investment or finance courses have been 
addcd to thc syllabus. In addition to Courses 220 and 230, they are: 
Course 385 Financia1 IManagement 
Course 480 Advanced Asset/Liability Management 
Course 482 Advanced Financia1 Managemcnt and Taxation - Canada 
Course 483 Advanced Financia1 Management and Taxation - United States 
Course 485 Advanced Portfolio Management 
Churse 580 Corporate Financc 

(Eo 

urse 585 Applied Corporate Finance 
urse 590 Corporate Strategy and Solvency Management 
Candidates now mav choose from among the 300-leve1 Fcllowship courses to 

satisfy their AssociatesLip elective requirements. The 300-level courses include the 
two enrolled actuary exams, as wcll as thc basic courses in each track. 

Committecs update the syllabus continuously, and we believc new Fellows can 
be productive on their first day in almost any job within their specialty. We rely on 

the Sections and the practice education committees to help us produce up-to-date 
study materials. 

All the members who participate in the education or examination process give 
tremendous effort. Society members are involved in evcry step of the education 
and examination process, more so than any other professional group 1 am 
aware of. 

During thc last two years, we have begun to research the testing literature and 
have begun to learn from other professional bodies and consultants how other 
cxamination systems are administered. We now employ Professional Examination 
Services to work with us in setting course objcctives, constructing examination 
blueprints, and improving the consistency and quality of our examination proce- 
dures. For E&E oficers, it is a constant learning experiencc, which is what makes 
it cxciting enough for me to stay in the system for 14 years. 

Roy Goldman is general chairperson of the SOA Education and Exami- 
nation Committee and senior vice president, chief actuary, and CFO of The 
Group Department of The Prudential Insurance Company of America. 

l mail addresses to be published 

FAC nears 
1,OOOth 
graduate 
At the end of che September 
1993 Fellowship Admission 
Course, 999 participants had 
successfully completed the FAC, 
which began in 1990. This 
means 14% of the Society’s 
Fellows have attained their 
Fellowship through the COLLTSC. 

To keep pace with the rising 
number of Fellowship candi- 
dates, the FAC Management 
Conunittce has continued train- 
ing new facilitators. Joining an 
already distinguished list of 
faculty are Murray Becker, 
president of Becker and Rooney, 
Inc., Teaneck, New Jersey; 
Bob Beuerlein, senior vice presi- 
dent, Franklin Life Insurance 
Company, Springfield, Illinois; 
Yuan Chang, vice president, 
Metropolitan Life Insurance 
Co., New York, and Dale 
Yamamoto, Hewitt Associates, 
Lincolnshire, Illinois. 

Severa1 more facilitator train- 
ing sessions will be conducted 
May 12-13 in Minneapolis and 
May 16-17 in Columbus, Ohio. 
New facilitators are asked to 
lead a case study discussion 
before a “pilot test group” of 
recent Fellows. If you are a 
recent Fcllow and would like 
to participate in one of these 
sessions, please call Martha 
Mazariegos at 708/706-3596. 

With this mailing is a form to return to Information Services if you have an 
E-mail address that you want to have published in a new section of the 1995 
Directory ofActuaria1 Membersbips. Verification cards sent later this year will 
include this information for your review if you return the form. 
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How bad were the original actuarial 
estimates for Medicare% hospital 
insurance program? 
by Robert J. Mjers 

0 ne of the major responsibilities 
of actuaries who make cost 
projections should be to 

compare the actual experience as it 
unfolds with such estimates. This can 
be very helpful and educational for 
both the actuary and the users of 
the projections. 

The estimatc of the outgo for bene- 
fits and administrative expenses under 
the Hospital Insurance (HI) portion 
of the Medicare program in 1990 is a 
case in point. The estimate, made 
when the program began in 1965, 
is in “Actuarial Cost Estimates 
and Summary of Provisions of the 
Oid-Age, Survivors, and Disability 
Insurance System as Modified by the 
Social Security Amendments of 1965 
and Actuarial Cost Estimates and 
Summary of Provisions of the Hospital 
Insurancc and Supplementary Medical 
Insurancc Systems as Established by 
Such Act,” July 30, 1965, Committee 
on Ways and Means, House of 
Rcpresentatives, by Robert J. IMyers, 
Actuary to the Committee. 

The estimated 1990 outgo from the 
Actuarial Report (page 33) was $9,061 
million, while the actual-experience 
figure was $66,997 million (1993 HI 
Trustees Report, page lo), or 7.39 
times as high. Thus, thc actual HI 
expcrience was 639% abovc the esti- 
mate. At first glance, this seems to be a 
horrendous variation. It is not a proper 
comparison, however. 
Erroneous statements 
Erroneous points about the 1965 
Medicare estimates for 1990 have been 
made in ncwspapcr articles, by Ross 
Perot during his Novcmber 9, 1993, 
television debate with Vice President 
Gore, and cvcn at the October 1993 
Society of Actuaries annual meeting 

by keynote speaker Senator Warren 
Rudman. (In fact, even more improp- 
erly, some observers have compared 
the actual 1990 Medicare experience 
for HI and Supplementaq Medical 
Insurance combined - $ ll 1,037 
million - with the HI estimate of 
$9,061 million). 

Comparison of figures for outgo 
in tcrms of dollars are not really valid, 
because contribution income also 
wil I increasc under cconomic condi- 
tions that are more inflationary than 
assumed in the cost cstimates. 
Accordingly, the best procedurc is 
to compare costs as a percentage of 
taxablc payroll. 
Realistic comparison 
The actual outgo in 1990 was 2.71% 
of taxable payroll (1993 HI Trustees 
Rcport, page 19). This should be 
adjusted downward by 11% to allow 
for the more extensive bencfit protcc- 
tion now provided (notably, the 
extension of the benefit protection 
to disability bcneficiaries on the cash- 
bencfit rolls for at least 24 months and 
to cnd-stage renal disease cases at all 
ages). The adjustcd actual outgo in 
1990 is then 2.41% of tazzablc payroll. 

The 1965 estimated outgo in 1990 
was 1.61% of estimated tasable payroll 
(the estimated outgo of $9,061 million, 
divided by the estimated taxablc payroll 
of $563 billion - thc estimated total 
contributions of $9,015 million, 
divided by the 1.6% contribution rate, 
from page 33 of the Actuarial Report). 
Thus, the ratio of actual adjusted outgo 
in 1990 as a percentage of tazzable 
payroll to 1965-estimated outgo in 
1990, as a pcrcentage of taxable payroll, 
is, LIP to this point, 150%. 

Howcver, still furthcr adjustment is 
necessary to draw valid conclusions, 

because the taxable-payroll bases in 
thc nvo figures are not consistcnt. 
Thc 1965 estimate was made under 
the assumption that thc $6,600 maxi- 
mum taxablc earnings base to be in 
effect in 1966 would continue without 
change for all future years, despite thc 
assumption that wages would increase 
each year by 3%. This procedure 
was followed at the direction of 
Rep. Wilbur D. Mills, chnirman of the 
House Ways and Means Committec 
(with my filll approval), to providc a 
margin of safety in the financing of HI. 
It seemed inevitable that, with steadil,- 
rising wages, the maximum tasable 
earnings base would be increased from 
time to time. 

If the $6,600 base had been assumed 
to increase in linc with wage rises (as is 
now done automntically, by law), the 
1965-estimated outgo in 1990 would 
have been 1.11% of tasable payroll 
(the previously described 1.61%, times 
the ratio of the rate that would have 
applicd if thc earnings base had been 
kept up-to-date with wage increases, 
1.1% - from page 32 of thc Actuarial 
Rcport - to thc actual scheduled 
employer-employec contribution rate 
in 1990, 1.6%). 

Another adjustment must be madc, 
this time to the actual 1990 cost as n 
pcrcentage of taxablc payroll, to reflect 
that the actual maximum taxablc earn- 
ings base in 1990 was highcr than 
what it would have been if the $6,600 
base in 1966 had been only kept 
up-to-date with changes in the wage 
level. III 1966, the $6,600 base - 
covcred 71.3% of total payroll, while 
1990, thc $51,300 base covered 86.9% 
of total payroll (Annual Statistical 
Supplcment, 1993, Social Security 
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Bulletin, pagc 160). T~LIS, the 1990 actual outgo relativc to taxable payroll on the 
basis that the earnings base only kept up-to-date with what the $6,600 base had 
been in 1966 was 2.94% (2.41%, times the ratio of 86.9% to 71.3%). 

The appropriatcly modified cost rates for 1990 were thus 2.94% of taxable 
payroll for the actual espcricnce and 1.11% of taxablc payroll for the estimate 
made in 1965, a ratio of 2.65 to 1. So, the actual expericnce was 165% higher 
than the estimate, aftcr all nccessaq~ adjustments to achicvc consistcncy 
were made. 

A deviation such as this is nothing to bc proud about; it is, howe\;er, much 
bctter than that bascd on thc dollar values alonc. Nonethcless, the only thing for 
me to do no\\ is to commit bah-kari! 

Robert J. Myers was chief actuary of the Social Security Administration from 
1947-70 and the 1971-72 president of the Society of Actuaries. 

Editor3 Note: Not so fust witb the hari kari! Given the econowaic expehence before 
196.5 (more than 25 years aBo), who woztld have thought that Part A medical costs 
woatld incvease at sztch a significantly higher rate than the rate of inflntion rejlected 
in wage incrcascs? Loma&-?*ange projections should be revised and Pz~blicized~equentL~~ 
at least everyfive years, to sbow more realistic results. (Bob Myers alluded to tbis in &s 
openinJpnra;graph.) We rn&h note that there has been no adveyse criticism of the 
Myers 1965 jigures by a practicing actuary. 

1 CiASSOF'69 1 
I 

Nixon Viet Nam 
Apollo II Bell Bottoms Glen Campbell 

,.. 134 FSAs and 58 ASAS 
received their highest deslgnatlon 

m 

‘69 Q CLASS 
‘1 

rwENlwNE YEAR 
CLAS REUNION 

OF ‘69 0 Cl 
’ CLASS OF 
OF ‘69 * CL 
CLASS OF 

Celebrate 25 years 
at the Soclety’s premlere Class Reunlon 

Tuesday, October 18. 1994 
Soclety of Actuarles Annual Meeting 

in Chicago. 

Wotch for more informotlon In future lsues of The Actuary. 

Section needs 
program committee 
members 
If BOLI havc knowlcdge of financial 
reporting and would be willing to 
be part of a team to develop finan- 
cial rcporting topics for SOA meet- 
ings, Ken McFarquhar wants to 
hcar fiom you. 

This year, the SOA Program 
Committee includes rcpresentatives 
fiom each Section to ensure that 
meetings offer topics and speakers 
pertinent to al1 members’ areas of 
expcrtise. The Financial Reporting 
Section’s representatives are Cheryl 
Krucger and Ken McFarquhar. 

Thc Life Insurance Company 
Financia1 Reporting Section is 
establishing a Section Program 
Committee to suggest topics and 
soticit speakers ,and moderators to 
participate in meeting sessions. 
In the past, the Scction Council had 
the responsibility for working nith 
rcpresentatives to the SOA Program 
Committee to develop program 
topics and speakers. Forming a 
separate program committec within 
the FinanciaI Reporting Section will 
gíve the council members more 
time for other activities and will 
givc more pcople a chance to be 
involved in Section responsibilities. 

McFarquhar asks those who 
want to learn more about thc 
Financial Reporting Section’s work 
and who want to increase their 
professional knowledge and visibil- 
ity within the Section to contact 
him at his Directo?? address. 

Spring exam 
seminars 
Exam preparation seminnrs for the 
May cxam period will be held in April 
and May 1994 in Chicago, New York, 
and Toronto for Courses 120, 130, 
135, 140, 141(EAl-A), 150, 151, and 
160. For details, please contact Prof. 
S. Broverman of thc University of 
Toronto at his Diwctoql addrcss, or 
cnll416,‘978-4453. 
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Results of U.S. Appointed Actuaries survey’- 
úy Maria Thowason and Donna Claire 

T 

he new Appointed Actuary (AA) requirements were in 
place for U.S. life insurance companics in 1992. Much 
work needs to be done to develop a body of knowledge 

and standard practices that will make the AA Opinion consis- 
tently meaningful. 

To help with this work, the Ameritan Academy of 
Actuaries Committee on Life Insurance Financia1 Reporting 
and the Society of Actuaries Financia1 Reporting Section 
surveycd Appointed Actuaries on: 

l The usefihess and practicality of current literaturc, 
guidclines, and regulations 

l Areas where AAs would most profit from additional 
research and guidance (such as that provided by 
Practice Notes) 

l Practices employed in 1993 
Committee and Section members Donna Claire, Doug 

Doll, Henry Sicgel, and Maria Thomson prepared a survey 
with two parts. Part 1 asked actuaries to evaluate the major 
documents intended to guide valuation actuaries. Part 2 
asked questions on the practices actuaries followed to reach 
their reserve Opinion. 

Surveys were sent to about 650 U.S. companies in March 
1992. Responses were received from 141 actuaries, with 
sornc representing more than one insurance company. The 
authors presented preliminary results at the “Postmortem on 
1992 Reserve Adequacy Analysis” seminar sponsored by the 
SOA on Junc 3-4,1993. 

This article gives a summary of thc final survey results for 
Part 1. A future issue of Ti?e Actuary will include results of 
Part 2. The articles also will include information gathered at 
the seminar and how this information has been used to date. 

chali 1 
Model Regulatìon and Actuarial Opinion 

Rankings of Multiple Choice Results 

Usefulnesr FallliliO* CkWii). 

Section 8. Opinion Based on Asret Adequacy 1 2 1 

Section 9. Memo tncluding Asset Adequacy 2 4 3 

Section bc. Exemption Eligibility 3 1 2 

Section 10. Additional Considerotions 4 5 5 

Section 7. Opinion Not Including Asset Adequocy 5 3 4 

As shown in Chart 1, actuaries were far more familiar with 
Sections 8 and 9 of the Actuarial Opinion and Memorandum 
Regulation than they were with Sections 7 and 10. Not 
surprisingly, their assessment of the usefirlness (this probably 
translates to applicability) of the various sections correlates 
somewhat with their familiarity with thc sections. Thc unfa- 
miliarity with Section 7 ties in with thc fact that only about 
30 of the responses reccived were from actuaries who repre- 
sented esempt companies. The regulators at the June semi- 

nar believed this distribution of responses may have been 
representative of the general population of companies. 

At the time this survey was taken, Section 10 still referred 
to thc MSVR, which led to severa1 negative comments on 
clarity. This problem has been corrected by the NAIC. 

Regarding Section 6x., four actuaries believed there 
should be no exemptions, and five believed there should be 
additional esemptions. On Section 7, only one actuary 
mentioned that the rcquirement to provide each state with 
thc date the commissioner was notified of the actuary’s 
appointment should be eliminated. However, in Part 2 of 
the survey, most achiaries said they are not complying with 
this requirement. 

Six actuaries requested that sample or standard Opinion 
and Memorandum formats be provided. 

Chart 2 

SOA Publications 
Rankinas of Multide Choice Results 

Publicañon Familbdty Cldty Usefulnarr - 

ASOP 14 1 4 3 

ASOP 7 2 2 4 

Droh ASOP (Opinionr) 3 3 2 

Role of Appointed Actuary pamphlet 4 1 5 

Life B Heolth Valwtion Law Manual 5 5 1 

It is interesting that in Chart 2 the respondents were lcast 
familiar with the Life C? Health Valuatiofz Lam Manual and 
rated it last for clarity, yet it got the top rating for usefulness. 
AU the comments on this document related to ways to make 
it even more useful. 

The draft ASOP re Opinions (now ASOP #22) gencrated 
considerable comment. A partial summary follows: 

l What constitutes reserve adequacy, and what is consid- 
ered passing for a test? (Most of the comments related 
to d-lis.) 

l Relationship between reserves and surplus 
l Materiality 
l Interim results 
The final documcnt does not address the issues raised, so 

they will have to be addresscd in other ways (see the 
response to suggested new Practice Notes in Chart 5). 

The ful1 title of the pamphlet referred to in Chart 2 is 
í”he Role of tbe Appointed Actuary in the United States foy Life 
Insurers in 1992. This was prepared by the AAA and SOA as 
“a communication piece for use by the actuary with insurcr 
management and its board.” 

Chart 3 provides the distribution of responses to more 
detailed questions about this document. These questions 
were directed at statements in the parnphlet considcred 
potentially controversial or problematic. 



The Actuary l Februaty 1994 9 

Chart 3 

SOA Publications 
Role of Appointed Actuary Pamphlet Responses 

Hove Me( Impediments 
to Complmnce? Comments 

l.Th~lAAhasdutytobe 
continually oware of 

VW 
83.1% 13.2 3.7 

2. Mgt. ore AA’S principal. 
and must allow AA <~ccess 
so thot he con present advice 

69.1% 23.5 4.4 

3. M advises mgt. of effects 
of their cctions re reserve 
odeq. â would be consulted 
0” rignificant proposols 

65.4% 26.5 5.9 

4. If disogreement (with mgt.), 
the rofersion or the regulotau 
miy it t be approoched fo, 
oss’istance 

38.2% 23.5 22.1 

cherall 

Not Very Have will Won’1 

0.0 

1.5 

2.2 

8.1 

More than 90% of the respondents bclieved the first tbree 
tatements listed in Chart 3 were appropriate in defining the 

4h 
le of the Appointed Actuary. Unfortunately, almost 50% 

ave met or expect to meet impediments in applying the 
first two assertions. A disturbing 70% have or expect to meet 
impediments in applying the third assertion. In other words, 
Appointed Actuaries are not close to top management or a 
part of the top management team in most companies. 

Only 62% of thc respondents believed the fourth state- 
ment was appropriate. There was only one comment 
(shown in Chart 3), but it probably expresses the sentiments 
of many. 

Chart 4 shows a good correlation across thc board on 
responses to the familiarity, clarity, and usefulness qucstions. 

Chart 5 shows the level of intcrest in suggested new 
Practice Notes. 

Chañ 4 Suggmstfons 

Practice Notes 
Rankings of Multiple Choice Results (Current Notes] 

l Mcdeling misc. ossets & research on asset behavior 

l Dynomic formulas (lapse, Iwn) 

l Sensitivity terting [what, how mony) 

l Heolth: Details on each product type 

l Expenses, overhedd, toxes 

l Mix. balance rhaet (~hareholder div., holding co. debt, voluntary reserves) 

l Show cosh How test exomples from beginning to end 

l Par insurance/reflection of nonguor. element proctice in testing 

l Variable products (terting, guoranteed funds) 

Proctice Note 

l Wording for Opinions 

l Generol Coruidemtions 

l Accepting or Resigning Position os App. Act. 

l Relionce Upon 3rd Porties 

l Use of AVR/IMR 

l Interest Rate Modols 

Modeling Bond Dnfoult 

* 
Iternotive Methods of Testing 

l Modeling 0.40s 

l Modeling Mortga!ae 8 Reo1 Estote C.l Risk 

l luues Involving Strxtured Settiements 

l Irsues for Single Prem. Group Annuities 

2 

3 

4 

4 

5 

6 

7 

8 

9 

10 

Il 

ClC@ 

2 

3 

5 

4 

6 

9 

8 

7 

10 

Il 

2 

3 

5 

4 

6 

7 

10 

9 

8 

ll 

12 

0.0 15.4% 33.1 51.5 Impediment is difficulty 
of obtoining osset dota 
from others 

1.5 

0.0 

8.1 4.6% 40.0 55.4 

15.8% 31.6 52.6 

23.0% 47.4 29.6 

Impediment is thot 
Directors not olwoyr 
involved in co.‘s offairs 

As port of mgt., it’s wrong 
to make octuary quosi- 
regulator. Actuary must 
occept sorne, but not oll 
of responsibility 

If AA ewr opines on total 
ossets, Le. on reserves L 
surplus, impediments will 
get much lorger 

Chart 5 

Pmctice Notes 
Those Who Indicated Strong Interest (1 or 2 interest level) 

In Suaaested New Notes 

Suggertd Nob 

l Aggregating Resulta 8, Forming Opinions 

l Reinourance 

. Health lnsuronce 

# of Responses 
122 

85 

78 

Chart 6 shows the greatest area of interest in new Practice 
Notes or research in assct modeling and behavior. Current 
Practice Notes on these topics got very poor ratings. 

Chati 6 

Suggestions for New 
Practice NotedResearch 

# Requssting 
19 

7 

7 

6 

5 

5 

5 

4 

4 

Maria N. Thomson is managing principal at Thomson 
Management Solutions, Inc., Palmer, Massachusetts. 
Donna Claire is president of Claire Thinking, Inc., 
Dix Hills, New York, and a member of the SOA Board 
of Governors. 
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F our readers responded to Edward Schwcnk’s Septembcr 
1993 article, “What is wrong with actuarics?” This 
article offers their views. 

Mark Chartier works as actuarial assistant in the pric- 
ing/risk management unit of Monarch Life Insurance 
Company in Springfield, Massachusetts, and says he 
“bears the designation of career Associate with pride.” 
Edward Schcvcnk asserts that cntrance to the actuarial 
profession should not depcnd on the ability to pay for a 
university education. 1 agrce that thc profession should 
continue to rely on csaminations the student can pass b) 
self study and not cede the role of actuarial education to the 
universities. However, 1 have serious rescrvations about the 
way students are tested. 

AK the skills needed to be an actuary the same skills 
necded to pnss an actuarial exam? An actuary must have 
tcchnical knowlcdge, good communication skills, sound 
business judgmcnt, and a strong sense of ethics. The last two 
skills are not tesnble by a written exam. To pass an actuarial 
exam, a student must havc tcchnical knowledge, spccd, 
stamina, and the ability to memorize large volumes 
of material. Somc cxams, such as Course 200, are pure 
tcsts ofspecd and memorization. 

The Socicty recently dccided to “strengthen” thc ASA 
dcsignation by rcquiring candidates to complete the 200 
series of examinntions. If a trained sea1 jumps through 
thrcc more hoops, is it a more professional seal? If studcnts 
perform three morc feats of mcmorization, are they more 
professional actuaries? 

1 think the 100 series of Associateship exams are in somc 
wnys superior to thc Fellowship csams, becausc: 

l Associateship cxams test for skills that are so general, 
they are used by all actuaries, rcgardless of thcir practice area. 

l Thc content of the 100 series csams never goes out of 
date. Thc newcr stochastic appronch to life contingencics 
docsn’t makc thc material in Jordan wrong; it augmcnts it. 
Fellowship exam knowledge can become obsolete a few 
months after thc exam date. 

l In my expericnce, while mcmorization is cssential at 
all exam Icvcls, it is Icss crucial at the Associateship level. 

Of course, the 100 series exams do not test verbal skills, 
but neither do the Fellowship exams. Students are encour- 
aged to nnswer writtcn exam qucstions in shopping list 
format. Are written answcrs gradcd according to rhetorical 
skill or thc completeness of the shopping list? 

1 thcrefore makc the following threc rccommendations: 
1) Makc all exnms opcn book. The real tvorld is an open 

book exam. If 1 have a question about laws or regulations, 
T’m going to look up the answer before 1 rcly on anyone’s 
memory. 

2) Reduce the numbcr of topics covercd on any single 

exam to reduce the need to speed-read during preparation. 
1 know at least two students who passed life contingcncies 
without any knowledgc of the commissioncr’s reserve valua- 
tion method. By cramming so many topics into a single 
exam, WC encouragc students to practice sclcctive skipping, 
so they can leal-n ccrtain topics wcll enough to pass. 

3) Survey “career Associates” to determine why they 
stopped taking exams. Wcre they discouraged by thcir 
inability to pass, or did they think thc value of passing wasn’t 
worth the effort? 1 would likc to hcar about carecr Associates 
who have attained the company rank of chief actuary. 
How can they be qualified for such a post without success- 
fully completing Fellowship exams? If this is not an indict- 
ment of the individuals, can it be an indictment of the 
cxams themsclves? 

Alan Finkelstein is an assistant actuary, group, with 
North Ameritan Reassurance Company, New York, and 
is a member of the SOA Committee on Management 
and Personal Development. 
I take exccption to severa1 points in “What is wrong with / 
actuaries?,” spccifically: 

l There is nothing wrong with actuaries. The question 
should be rcphrased, “How should the achiarial profession 
address the recent decline in job opportunities, given the 
emcrging economic outlook of thr 199Osi” 1 do not 
subscribe to the bclicf that we havc become smug and 
complaccnt following the publication of the 1988 Jobs 
Rntd ALmnnnc. 

l Schwenk suggests actuarics’ skills are too narrow and 
more emphasis must be placed on accounting, managemcnt, 
investmcnts, marketing, law, and medicine. Exccpt for 
management skills, all these topics are covered on the SOA 
csam syllabus, and every cffort is being made to improve 
the material and broaden areas of practicc. In the case of 
management, the Committee on Management and Personal 
Development is activcly writing articles, sponsoring work- 
shops, and drafting specialty guides to hclp sharpen our 
managemcnt and leadcrship skills. 

l Schwenk suggests a univcrsity education should not 
be required by an actuary. The SOA exams are not a substi- 
tute for a collegc education. Certain slcills must be gained 
through work esperiencc rather than a textbook, but thcrc 
is no substitute for a collcge education. 1s he faulting the 
cducational systcm for actuar&’ lack of transferrablc skills 
to noninsurance relatcd fields? 

/ 

I do agree, however, that the learning process should 
not end with attainmcnt of the ASA or even the FSA desig- 
nation. We should continue to improve our skills through 
other mcans (college courses, seminars, pursuit of other 
professional designations). 
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Carl A. Westman is an actuarial associate with Aetna 
Life & Casualty in Hartford, Connecticut. 
Edward Schwenk correctly identifies the cause of reduced 
employment opportunities for actuaries, but his recommenda- 
tion for improving our lot would likely worsen the situation. 

To his credit, he cites the Jobs Rated Almanac ranking 
the actuarial profession as the best job in the country as a 
primar\r source of excess supply of actuaries. Because our 
profesiion is so small, only a little favorable publicity was 
needed to saturate the market. 1 also agrec that the actuarial 
profession should be more diversified by industry. 

1 disagree, however, that the examination system should 
de-emphasize mathematics and place greater weight on 
investments and marketing. First, weakening the mathemari- 
cal core of our profession weakens what makes actuaries 
different from other business professionals. A strong 
command ofmathematics provides a competitive advantage 
for us in the marketplace by providing us analytical tools that 
others may lack. Without this strong foundation, how are we 
different from MBAs? Second, we cannot cxpect any series 
of examinations to comprehensively cover all we will have to 

m 
earn for our carecrs. We must settlc for including just what 
is basic to most actuarial work. Obviously, actuaries are frce 
to pursue additional study in a ficld if they so choose. 

Schwenk seems conccrnrd that the SOA may abandon 
sponsoring some examinations in favor of university training. 
1 agree that such a system would limit the diversity of actuar- 
ies into thc profession, since only a fcw universities offcr 
actuarial studies. In addition, students would have to decidc 
in high school whcther they wanted to become an actuary 
to select the right college. 

Howcver, 1 disagree with the notion that a “university 
education should not be required to be an actuary.” The 
absencc of a university requircment for SOA membership 
should not lead us to boast. A frequent criticism of actuaries 
is that wc lack strong communication skills. 1 cannot fathom 
how this would improve if a larger proportion of actuaries 
lackcd a university education. Pcrhaps the Society should 
not mandate that actuaries.have university degrees, but 
promoting such a position will not gather respect and 
demand for our skills in the marketplace. 

Actuaries face new and unfamiliar challenges on the 
employment front. To succeed, we must promote our 
profession to noninsurancc industries and strcngthen our 
skills. By finding new ways to apply our unique skills, we 
will succced with the former. By maintaining an educational 

0 
ystem focused on our core expertise that embraces many 
disciplines, we also will achicve thc latter. 

Joe Nunes is employed at William M. Mercer, Toronto. 
Actuaries may find grcater employment opportunities with 
a broader education, and this broader education may even 
provide actuaries with a greater ability to do their jobs. 
However, this broader education should not be thc Society’s 
rcsponsibility and should not be considered as a substitute 
to the current highly technical examination syllabus. 

An actuary’s job obten is highly technical. If the public is 
to have faith in our work, we must show we have adequate 
training. Recently, 1 prepared a report for a worldwide sol? 
drink producer, in which 1 examined data thcy provided 
under a range of assumptions. My work relied on my under- 
standing of the binomial, Poisson, and normal distributions. 
My client is unaware of the Poisson distribution; however, 
he relies on the fact that “actuaries know that stuff.” If we 
stop requiring this highly technical education, how will 
we distinguish ourselves from accountants or insurance 
salespeople? 

Although universities may provide valuablc training, the 
responsibility for certif$ng its members lies with the Society. 
The responsibility of training membership should not be 
casually delegated to a third party whose interests are not 
exactly those of the Society. 

1 have nothing against expanding the exam syllabus to 
includc other materials considered necessary to che FSA 
designation. To avoid requiring 20 years of esams, however, 
individuals should pursue in their own time topics that are 
not necessary and under their own chosen study method. 

29th ARC to be at 
Oregon State U. 
Each year, the Actuarial Research Conference (ARC) 
provides a central meeting for academics and researchers 
interested in all aspects ofactullrial science. The 29th 
Actuarial Research Conference will be Thursday, August 
25, through Saturday, August 27, 1994, at Oregon 
State University, Corvallis, Oregon. 

Participants are invited to present papers on atl topics 
of interest to actuaries. A lead paper on market value 
based accounbng for insurers is expected, followed by 
discussion on this subject and related topics. 

For more information, contact Donald A. Jones at his 
Directory address, or call him at 503/737-5174; fax: 
503/737-0517; E-mail: donjones@math.orst.edu. 
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First SOA spring meeting 
draws near 

W Don't  miss Group of Thirty consultant to 
(~ ~ ~ out on the speak at AFIR 

first SOA Charles R. Taylor, consultant for The 
spring meet- 
ing of 1994, 
April 20-22, 
at the Buena 
Vista Palace 

in Orlando, Florida. In addition to the 
usual flail slate of SOA continuing 
education sessions, this meeting also 
includes Casualty Actuarial Society 
sessions and the 4th AFIR Colloquium. 

Offering the colloquium with an 
SOA spring meeting provides SOA 
and CAS actuaries with opportunities 
to exchange ideas with financial and 
investment specialists on an interna- 
tional level. Adding a variety of other 
casualty, investment, insurance, and 
employee benefits topics will make 
this meeting an exciting educational 
venture. 

For registration information, or more 
information on the meeting, please call 
the SOA Continuing Education Depart- 
ment, 708/706-3540. 

Group of Thirty in Washington, D.C., 
will speak on global derivatives at the 
AFIR Colloquium luncheon, Thursday, 
April 21. The colloquium is scheduled 
for April 20-22, 1994, at the Buena 
Vista Palace in Orlando, Florida. 

The Group of Thirty consists of 30 
bankers, central bankers, and interna- 
tional economists from around the 
world. Taylor is director of confer- 
ences, seminars, and publications of 
The Group of Thirty international 
economic and financial issues. He also 
is consultant to the Conference Board 
on the competitiveness of U.S. indus- 
try and the prospects for North 
American economic integration. 

AFIK, Actuarial Approach for 
Financial Risks, is the financial section 
of the International Actuarial 
Association (IAA). 

For more information on the collo- 
quium, please call Colleen Fiore at the 
SOA office, 708/706-3547. 

Robert  D .  Peniek 
FSA 1970, MAAA 1972 

Victor  E. Henningsen 
FSA 1934, MAAA 1965 

Victor E. Henningsen, 1964-65 
president of the Society of Actuaries, 
died November 16, 1993. He retired 
in 1973 as senior vice president of 
Northwestern Mutual Life Insurance 
Co., Milwaukee, after 40 years of 
service. 

Henningsen's service on the 
SOA Board of Governors spanned 
18 years. _Aanong his contributions to 
the profession were helping engineer 
the merger of two predecessor orga- 
nizations in 1949 to form the Society 

of Actuaries, writing file historical 
paper, "Society of Actuaries - -  Its 
First 20 Years," in 1969, and helping 
formulate the Commissioners 1949 
Standard Ordinary (CSO) Mortality 
Table. 

Memorials may be made to the 
Laubach Literacy Center or to the 
Alzheimer's Association in Milwaukee. 

Obituaries detailing the careers of 
all deceased members are prepared by 
the Committee on Memorials and 
printed in the Transactions. Members 
with waivers of dues who do not receive 
the TSA may request copies of obituar- 
ies on any deceased member by contact- 
ing E.J. Moorhead, chairperson, at his 
Directory address. 

General Colin 
Powell to be 
annual meeting 
speaker 

General 
Colin L. 
Powell has 
accepted the 
Society of 
Actuaries' 
invitation 
to be the 
keynote 
speaker at 
the opening session of  the Chicago 
annual meeting on October 17, 
1994. U.S. Army General Powell 
achieved national and international 
prominence in 1990 and 1991 as 
one o f  the key leaders of 
Operations Desert Shield and 
Desert Storm. He served as 
President Bush's Chairman of the 
Joint Chiefs of Staff. 

It's not too soon to plan your 
trip to Chicago to hear one of 
today's most respected leaders. 
The annual meeting is at the 
Hyatt Regency, October 15-19. 
More information on the annual 
meeting and Powell's appearance 
will be included in later issues of 
The Actuary. 

Correction 
The Schedule of Dues included with 
the 1994 dues invoice incorrectly 
stated which publications would be 
received by members granted flail 
waiver of dues. These members will 
continue to receive these publications: 
The Actuary, the 1994 Yearbook, and 
the 1994 Directory of Actuarial 
Memberships. 
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Public interaction (continued from page 1) 

at Ameritan Guardian Life Assurance, 
Blue Bell, Pennsylvania. 

Sulek describes three talks that grew 
out of his work on the HIV Research 
Committee. The first consisted of a 
report to his local actuarial club on the 
work of the committee. Hcrc he spokc 
from an outline to a select group. 
In contrast, his second talk on AIDS 
was presented to a group of mostly 
l’&C producers in rural New Jersey. 
“Although they were insurancc 
people,” said Sulek, “their knowledge 
of my topic put them prctty close to 
the category of general public.” The 
third situation, a talk to a church 
group, called for more changes to 
address AIDS as a social issue with 
which the congregation was concer- 
ned. In cach case, Sulek spoke as an 
actuary from a demographic, statistical 
perspéctive; one top& three different 

igh schoolers can be tough 
audience 
William E. Neal, second vice president 
and associate actuary at Western and 
Southern Lifc Insurance Company, 
Cincinnati; Ohio, discovered things 
don’t always go smoothly at a typical 
high school career day. Dcspite careful 
planning, actual results can be Icss 
than espected. 

Neal was promised 40 minutes for 
his talk and told to expcct 30 students. 
Instead, his session began late, and 
only scven or eight students showed 
up. Two of these left early. His formal 
presentation described the profession, 
how to prepare for it, and how actuar- 
ies compare to other professionals. 
He moved on to the case study. 

Sincc Neal’s pension plan service 
table began with 30 active livcs, he 
had to creatc about 25 imaginary 
participants. Names werc then drawn 
from a hat for withdrawals, deaths, and 
etirements. 

a 
Contributions, investment 

ncome, and benefit units were 
espressed in terms of pieces of candy. 
The process began okay, but time ran 
out before the service table did. 

Despitc these results, Neal says he 
would voluntecr again with a few 
changes in his approach-morc empha- 
sis on the positives, less on the cxams. 

J. Ross Adams, rctired, ofAstoria, 
Oregon, gives an impressive example 
of the indomitablc spirit of the actuary 
in pursuing his mission. He told of his 
speech to the local Womens Political 
Caucus on unisex insurance rating. 

Adams asked to appear on their 
program, and he used his allotted 
minutes to cducate the group about 
undenvriting principlcs and the impli- 
cations if their disregard became a 
trend. For instance, there might ulti- 
matcly be no prcmium distinctions by 
agc. His talk got a one-line mention in 
the group’s minutes. 

On another issue of importance 
in Oregon (and elsewhere), Adams 
believes that actuarial expertise would 
be helpful in the debate on using 
property or other taxcs to fund 
education. He doubts, however, that 
actuaries can help develop a mathe- 
matical approach to Congressional 
reapportionment until “antithetical 
criteria in Oregon law” are dcalt with. 
He points out that reapportionmcnt 
dificulty is a nationwidc problem. 

These responses should give our 
readers a fair sample of how actuaries 
are interacting with the public in local 
settings. The SOA staff is revising the 
“Speakers Guide” and will include 
some of the information in the 
responses. Additional contributions 
are welcomc and should be sent to 
the Communications Department at 
the SOA. 

Charles Habeck is a consultant 
at EM-BAR-EX Intemational, 
Milwaukee, Wisconsin, and an 
assistant editor of l7x Actuay. 

Severa1 actuaries requested copies 
of the wine-cask problem and the 
whisky advertisement 1 offered in 
the October Actmwy. One person 
pointed out that use of age and 
evaporation aspects of whisky are 
common marketing devices that 
seem to work. Taste, however, also 
counts for value, because an 18- 
ycar-old whísky may be far superior 
in taste to the 12-year-old version 
of the same brand. 

No one pointed out how the 
volume of the “batch” could be 
calculated from the estimated loss 
of 1,000 bottles a day, as stated 
in the ad, nor whether the aging 
process creates a stationary popula- 
tion that can be managed by 
properly timing one’s marketing 
efforts. 

William Ncal sent a formula to 
calculate thc reserve amount 
needed to provide for an award of a 
martini for each “significant 
response.” Based on the comments 
of six who responded - or on 
the lack of such comments - my 
estimate of $32 was too high, and 
Neal’s formula should include an 
abstention factor. 

Conclusion: Actuaries who 
write letters to the editor seem to 
be guided by an inner light, and 
like Mr. Liddy, are impervious to 
coercion or enticcment. 

- Charles Habeck 
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Transactions authors profiled 

T 
hirteen papers have been accepted 
for publication in Volume 45 of 
the Transactions. The following 

biographical sketches briefly describe 
three of the eleven authors. Four 
authors were profiled in the January 
Actuary, and the remaining four 
authors will be featured in a future 
issue. 

"The Sensitivity of  Cash-Flow 
Analysis to the Choice o f  Statistical 
Model for Interest Rate Changes" 
by Gordon E. Klein 

Gordon E. Klein, 
FSA 1989, is a 
manager, actuarial 
services, at 
Polysystems, Inc., 
in Chicago. His 
current duties 
include cash-flow 
testing, develop- 

ment of all types of life insurance and 
annuity products, and the design of 
asset modeling and projection soft- 
ware. In the past, he has been involved 
in the design, valuation, and projection 
of life, health, and annuity products, as 
well as pension plans. He has designed 
and programmed computer systems for 
pricing interest-sensitive products and 
for cash-flow testing. He received a 
B.S. from Northeast Missouri State 
University in 1985. He has spoken at 
seminars and has taught review courses 
for actuarial students sponsored by the 
Chicago Actuarial Association for five 
years. He is vice-chairperson of the 
Society committee that prepares and 
grades Examination 230, "Principles of 
Asset/Liability Management." 

"Leading Gross Premiums for Risk 
without  Using Utility Theory," 
"Percentile Cost Methods: A New 
Approach to Pension Valuation," 
and "An Introduction to Business 
Credit Insurance" 
by Colin M. Ramsay 

Colin M. Ramsay, 
ASA 1984, is 
Edwin J. Faulkner 
professor of actuar- 
ial science and 
director of the 
actuarial science 
program at the 
University of 

Nebraska--Lincoln. He obtained his 
bachelor of science degree in actuarial 
science from the City University, 
London, England, in 1979 and his 
masters and doctorate degrees in staffs- 
tics from the University of Waterloo, 
Ontario, Canada, in 1980 and 1984, 
respectively. He is the editor of the 
Journal of Actuarial Practice, Absalom 
Press. He has written more than two 
dozen papers in refereed journals, 
including the ASTIN Bulletin, 
Insurance: Mathematics and Economics, 
Journal of the Institute of Actuaries, 
Journal of Risk and Insurance, 
Scandinavian Actuarial Journal, 
and the Transactions of the Society of 
Actuaries. His research interests 
include risk theory, the impact of 
AIDS on insurance, the adequacy 
of pension funding levels, and estab- 
lishing a theory of the valuation of 
actuarial liabilities. His papers in the 
Transactions are "AIDS and the 
Calculation of Life Insurance 
Functions" (Volume 41, 1989), 
"The Impact of Mortality on Panjer's 
Model of AIDS Survival" (Volume 42, 
1990), "Minimum Variance Moving- 
Weighted-Average Graduation" (Volume 
43, 1991), and "A Practical Algorithm 
for Approximating the Probability of 
Ruin" (Volume 44, 1992). 

"A Mathematical Analysis of  
Financial Accounting Standard 
No.  88" 
by Keith P. Sharp 

Keith P. Sharp, 
FSA 1990, FCIA 
1983, FIA 1982, 
FIAA 1981, is an 
associate professor 
and associate chair, 
actuarial science, 
at the University of 
Waterloo. His busi- 

ness experience includes periods with 
Commercial Union Assurance in 
London, with PTOW (now Towers 
Perrin) in Melbourne, and with 
Towers Perrin in Toronto. He received 
a bachelors degree in mathematics 
from Cambridge University, a masters 
degree in statistics from the 
of California at Berkeley, anu a uo~tor- 
ate in finance from the University of 
Waterloo. His papers have appeared 
in various journals, including 
Proceedings of the Canadian Institute 
of Actuaries, Journal of Risk and 
Insurance, Review of Economics and 
Statistics, and Insurance: Mathematics 
and Economics. 

Library request 
The Society's library requests 
donations of used copies of the 
fbllowing publications: Record of 
the Society of Actuaries (RSA), 
Transactions of the Society of 
Actuaries (TSA), Actuarial 
Research Clearing House (ARCH) 
reports, and TSA Reports. These 
books will be donated to members 
of the Society, to international 
actuarial organizations, and to 
universities offering actuarial 
studies. For more intbrmation, 
call Becky Chase-Warren, assistant 
librarian, 708/706-3538. 
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Motto misleading 
1 was disappointed thnt the Ruskin 
quote, “The work of sciencc is 10 
substitute facts for appcarances and 
demonstrations for imprcssions,” was 
rcafflrmed as the SOA motto. Despite 
talk of its appropriatcncss and appeal, 
it is incorrcct. 

Science deals with thcories. A scien- 
tist observes thc available evidcnce and 
formulates a theory to explain it. Hc or 
she thcn devises tests of that theory. 
The tests will either support the theory 
(in which case the scientist eithcr 
accepts the theory as fact or dcvises 
more tests for it) or disprove it (in 
which case the scicntist has to modi@ 
or replace the thcory). A thcory can be 
well-supportcd. It can be belicved. It 
can be accepted as fact. But it cannot 
be provcn. It is this distinction that 
scparates math, in which conjectures 

e 

proven (at which point they 
come theorcms), from the sciences. 
Newtonian physics servcs as a good 

example. The laws of mechanics as 
they are taught in first-scmester physics 
courses were bclieved to accurately 
describe the \vay the world works. All 
available tcsts supported them. Only in 
the 20th century did scicntists discover 
that these laws are not fact. They are 
approximations - useful approxima- 
tions for most peoplc’s everyday livcs, 
but approximations nonetheless. New 
laws replaccd the old. New we belicve 
in wormholcs, superstrings, warped 
space-time and other things that, quite 
frankly, leavc me clueless. Eventually, 
some new hotshot physicist will proba- 
bly come along and provc today’s 
theories wrong. 

Perhaps a better motto would be, 
“Please, God, all 1 necd is a 6.” 

Marc 1. Whinston 

g 

essage unclear 
m glad to sec that two membcrs 

‘rotc in (September 1993, “Dear 
Editor”) about thc editorial 
“l’rofessional rcsponsibilities” (May 
1993), with or without the appended 

“Tsk, tsk.” 1 too n’as upsct by thc 
message sincc it was unclear to me who 
were the “somc actuarics” and what 
prccept was being violated. 

In my work with pension firms, 
clients, and othcr actuaries, 1 havc 
found many difierent ways of doing 
things wrong. Thcse ways may bc in 
thc census, the dccrcments, thc 
discounting, or the algebra. 1 also 
havc found many ways of doing things 
right, and thcse depcnd on thc pension 
plan circumstances and on the audicnce 
being addresscd. 1 am disappointed a 
clear csplanation has not been made. 

My original concern was that the 
message was inappropriate in any 
publication of the Socicty. If the 
Socicty is to maintain its exccllence, 
any message should have considercd 
different viewpoints. This could havc 
bccn donc by asking “somc actuarics” 
to prescnt their own cnsc to LIS before 
the editor announced a unilateral 
judgment. 

William S. Wright 

Parent questions 
son’s status 
Could J~OLI clarifjr for mc whethcr it is 
propcr for an Associate (ASA) to call 
himself or herself an actuary or a quali- 
fied actuary? 

My son has complctcd your cxami- 
nations and has bcen enrolled as an 
Associatc. He is working as an actuarial 
analyst in 3. local insurancc company 
here in Hong Kong. Of course, 1 am 
very proud of him, and whenevcr 
friends and relatives ask me what he is 
doing, 1 say loudly, “Hc is an actuary!” 

This irritates my son vcry much. He 
maintains an Associate is not yet quali- 
ficd and should not call himself or 
herself an actunry. According to thc 
etiquette of the profession, only 
Fellows (FSA) can call themsclves actu- 
aries. Hc says what 1 have been doihg 
will bring his rcputation into disreputc 
among his colleagucs, just likc a 
medical student passing as a doctor or 
a Icgal student as a lawycr. 1 have 

argucd that ASA is more like an intern 
who, although not yet a surgeon, is 
nevcrtheless a qualified doctor, and a 
lieutenant-general, although not a filll 
rank general, is also a general. 

Mny 1 have your views, pleasc? In 
ordcr not to embarrass my son further, 
pleasc do not publish my name. 

A concerned parent 

Reply to concerned parent from 
Steve Radcliffe, President of the 
Society of Actuar&: 
Let mc first assure you that the Society 
of Actuaries considers your son an 
actuary. He is a member of our Societ) 
and is cntitled to most mcmbership 
benefits. He also is subject to the code 
of conduct that al1 actuaries should 
follow, whether a Fellow or an 
Associate. Howcver, he will not bc 
able to vote or hold officc in the 
Society until he becomes a Fcllow. 

It is true hc has not rcached thc 
highest professional designation thc 
Socicty awards, thnt of Fellowship. 
The Society cncouragcs 311 actuaries 
to complete thc Fellowship csams to 
reach the highest level of cducation 
and professional standing. However, 
you have every right to be proud of his 
accomplishments to this point. The 
Society has many Associatcs who have 
made grcat contributions to the 
profcssion and the business world. 

From your son’s point of vicw, he 
may be cxpressing the fact that he is 
not fLllly qualified to practice or give 
actuarial advice on specific issues. In 
these cases, he may be required to have 
specific training, practica1 espcrience, 
or somc othcr formal qualification to 
bc allowed to practice in his aren of 
cxpertise. In an international environ- 
ment such as Hong Kong, there are 
many different ways to becomc quali- 
fied. It is easy to scc why this situation 
might be confusing to you. However, 
Ict me conclude by returning to thc 
original point. That is, we at the 
Society of Actuaries consider him 
an actuary. 



by JAAN Ochnymowych 

\. 1988 film that won the Best Makeup .- - - - - _ _ - - M. 
Oscar 214 159 144 131 61 25 41 85 107 

Mozari’s ‘JupiteP and Haydn’s ---------- 
“Mercury’ 96 110 135 157 185 210 9 26 37 57 

ixiE N. Hooverville, e.g. 26 165 87 187 105 55 225 ll.5 76 12 

3. Lack of grate or dexterity 0. inconsiderate _-.-- 
--- 

-- ----- 
ll 94 103 116 127 139 206 228 17 

Rash; 
iiz 7% 7c m -37 155 164 212 4 

-- 
- .- 3.3 51 s-01 232 

:. Condition characterized by painful P. Name in a R. L. Stevenson title 
133 121 216 52 

joints or muscles C99i75 194Sj~%ii%íim~ 

1. Dog with an unsurpassed ability to cl. 
iollow elusive scents 46 23 163 169 213 226 72 95 114 10 

q - the Country” (song from A - __ _ -. .~__ _ - -- - __ 
Little Nighf Music; 3 wds.) 1% le4 154 133 113 65 31 20 227 85 

:. 1925 Pulitzer-winning novel by -- 
Sinclair Lewis Qs 58 5 Is 253 iã3 T6i i57 136 106 

R. ;;v;rthat has leaves with a peppely - - - - - _ _ - - - - 
191 MI 35 80 211 170 97 145 112 E-3 

-, Hummingbird variety .- - - 
Bzól iB Z-71 Xi 120 148 va 193 

S. Henry Vlll’s wife after Catherine of _ _ _ - - - - - _ - 
Aragon (full name) 50 92 loa 140 152 181 198 219 63 74 

2. Actress Perry, for whom the Tony is ._.-_---- ---- 
named i@i7~i4Ziõ391i@iTii%6644ã 

T. In a manner vague 
125 Z24 89 iW 153 15 48 2fQ 176 189 

1. He watched Lady Godiva ride naked - - - _ - _ -. - - - U. Detective ---- 
(2 wds.) 147 124 119 1% Ñ7 217 m 7 47 86 64 216 171 43 123 79 230 

1, Belgrade’s country -- - 
mm m m 14 B-SS iia 172 m 

V. Spectacles 
2-U 199 215 70 177 1% 6 24 59 40 

J. Athos, Porihos or Aramis _ _ ~_ - .~ _- - - 
16 42 54 73 100 132 166 180 iti 

W. Pining; suffering neglect .- - - _ - -- 
231 53 101 126 2W 161 173 81 30 

K. The bear, in Disney’s Robin Hood ~_ _ _ _.- - _ _ _ 
(2 wds.) 197 Il 36 49 62 82 94 129 143 m 2 T3- 

L. Personifying - -. ti i46 iB Iii 3 21 68 78 93 X. Pomposity Bi m isõ 168 27 x XT --- 90 141 150 

23 D24 V25 A26 N 27 X28 M29 130 W31 432 0 

52 P53 W54 155 N 

77 878 L79 U80 RE1 W 

84 F85 A86 H87 N88 Q 

1134114 D115 N116 B 117G118 1119 ti120 F 

127 El28 Ll29 K130 1131 A 132 J133 P134 H135M 136 E1370138Q139 8140 5141 X 

142 G143 K144 A 

168 X169 D170 R 

200 IZO1 0202 T 

209 E210M211 R212 0213 D 

230 U231W232 0233 V 

Solutlon for November Actucrostic: ‘Pay attention,’ said Owen Meany. ‘There are ways to remember everything. The way 10 remember ‘pleistocene’ is to recall tha 
this epoch was characterized bythe appearance of man and widespread glacial ice. Remember the ice: it rhymes with ‘pleis’in’pleistocene. ” “Jesus,’ l said. _- J(ohn) Irvinc 
A Prayer for Owen Meany 
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