
AVR, IMR update 
by James F. Reiskytl 

T he mandatory securities val- 
uation reserve was replaced 
at the end of 1992 by two 

reserves - the asset valuation reserve 
(AVR) that now covers the default risk 
on al1 assets and the new interest 
maintenance reserve (IMR). 

Severa1 changes recommended by 
the Industry Advisory Committee in 
1992 were approved by the National 

e 
sociation of Insurance Commission- 

s (NAIC) for implementation in 1992 
and 1993. Other issues are being con- 
sidered for introduction in 1994 or 
later. 
Changes effective in 1992 
The most significant change made in 
1992 was the approval of a new public 
common stock maximum factor (effec- 
tive in 1992) for the AVR of either (1) 
20% adjusted up or down by the aver- 
age beta of the company’s portfolio or 
(2) 30%. if the company elects not to 
do the beta calculation. (Beta mea- 
sures the risk of the portfolio relative 
to that of a standard - Standard and 
Poor’s 500 or other appropriate index 
for non-U.S. portfolios.) 
Changes effective in 1993 
Noteworthy changes made in 1992 
that will be effective in 1993 include: 
l Refining the exemptions for the 

IMR to include the release of any 
existing IMR, whether positive or 
negative. at the time of sale of a 
block of business (The earlier ex- 
emption only covered gains or 

0 
osses on assets at the time of sale.) 

Clarification of AWUIMR treatment 
of most separate account products 
with guarantees 

l Permitting transfers between AVR 
continued on page 4 column 2 

RBC standards part of new 
regulation packaee 

by Thomas K. Gross 

T he new risk based capital 
(RBC) standards adopted by 
the National Association of 

Insurance Commissioners (NAIC) at 
its December meeting ushers in a new 
era of scrutiny and control by state in- 
surance departments. The standards 
are just one part of a package of new 
requirements that will allow the insur- 
ante departments to regulate more ef- 
fectively. Other enhanced regulatory 
features are cash flow testing, state ac- 
creditation. the asset valuation re- 
serve, and the interest maintenance 
reserve. Together, these should help 
the regulators do their job better and 
should serve as a cornerstone to help 
improve the industry’s public image. 
Features of RBC standards formula 
The risk based capital standards 

involve calculation of a company’s 
exposure to the classical categories of 
risk: asset default, pricing risk, inter- 
est rate risk, and general business 
risk. The formula, an evolution of 

contlnued on page 10 cohmn 2 
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Editorial 

New cycle, new challenges · 
by Anthony T. Spano 

t's hard to be in Washington, ! into this category. Many of us have 
D.C., without being caught ~ been heavily immersed in these 
up in the excitement of a ~l]'-~¥: subjects, and they are discussed in 

new administration. ~ this issue of The Actuary. There 
The political events of the ,~ is some sense that the worst  of G;" , ', 

past year have focused atten- ' . . . . . . . .  our solvency problems are 
tion on a theory discussed i~ over. Given the direction in 
by Arthur M. Schlesinger. ' ~,~ which the social and political 

~ r - -  - ' l ' l ' /  

Jr.. in his 1986 book. The 
Cycles of American 
History. The theory 
holds that historic 
events follow a recur- 
ring cycle, which he 
defines as "a continu- 
ing shift in national 
involvement between 
public purpose and 
private interest." Others have de- 
scribed this as a shift between innova- 
tion and conservatism or between ac- 
tivism and passivism. A full cycle runs 
for one generation or about 30 years. 
Applying this theory, Schlesinger pre- 
dicted in 1986 that: 

At some point, shortly before or 
after the year 1990, there should 
come a sharp change in the na- 
tional mood and direction - -  a 
change comparable to those bursts 
of innovation and reform that fol- 
lowed the accessions to office of 
Theodore Roosevelt in 1901, of 
Franklin Roosevelt in 1933, and of 
John Kennedy in 1961. 

The rationale for these alternating 
swings is rooted in basic human be- 
havior. We long for something, 
achieve it, realize that it doesn't  make 
us perfectly happy or solve all our 
problems, and long for something 
else. This is an oversimplified expla- 
nation; other factors play a role. The 
principal point is that strong evidence 
exists that the pendulum has swung 
to the activist side of the spectrum. 

The implication for actuaries is 
clear. We've all noticed, for example, 
the increased regulatory activity by 
the NAIC, state legislatures, and state 
insurance departments,  much of it 
stimulated by concerns over industry 
solvency. The valuation actuary con- 
cept, risk based capital, the asset valu- 
ation and interest maintenance re- 
serves - -  all these developments fall 

mood is swinging, 
however, it would be 
a serious mistake to 
assume this will slow 
the regulatory pace. 

On the day 
before President 
Clinton's inaugura- 
tion, the New York 
Times published the 

results of a national poll on the pub- 
lic's expectations for the new adminis- 
tration. One finding was: 

The public's high hopes for Mr. 
Clinton's term include one critical 
and difficult expectation: that he 
keep his campaign promises to 
change the nation's health-care sys- 
tem. While the poll suggests much 
indifference to campaign promises, 
health care is the exception. 

The poll results support a growing 
feeling that significant changes in the 
health care field may be at hand. Add 
such subjects as employee benefits, 
taxes, reinsurance, liability laws, and 
sales illustrations, and we see an al- 
most  endless array of issues for in- 
creased governmental  interest. On 
many, actuaries can make solid contri- 
butions to the expected debates. 

Some recent developments are, I 
think, encouraging. We are participat- 
ing more - -  witness the extensive in- 
volvement of many of our members  in 
solvency-related projects and in long- 
term care issues. The Forecast 2000 
public relations program has done 
much to enhance our professional visi- 
bility, convey information about what  
we do, and show how we can be help- 
ful in the public sphere. And, ,  
more conscious of the need to 
lish a productive dialogue with those 
outside our profession. 

I 'm confident we'll respond effec- 
tively to our increased challenges as 
we swing into this new cycle. 
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The valuation actuary 

/CasIn flow testing can help with company 
solvency 

by Donna R. Claire 

B y now. many actuaries are 
completing. or have just 
completed, cash flow test- 

ing. a frequently used type of asset ad- 
equacy analysis which is required by 
the revisions to the Standard Valua- 
tion Law. For some, this was the first 
time going through an extensive asset 
adequacy opinion. Much work is in- 
volved. Some actuaries may be consid- 
ering a less stressful occupation right 
now. like lion tamer or high wire 
artist. 

Look on the positive side - it 
was a learning experience. For exam- 
ple, when 1 first did cash flow testing 
under New York Regulation 126 
(which requires cash flow testing for 
annuities. pensions, and interest sen- 

e 
ive life insurance). 1 learned that a 
zza parlor actually did exist in the 

middle of New York City that made 
horrible pizza. I’m not sure that any- 
thing would particularly taste good at 
midnight in a cold building. while 
watching recalcitrant computers bomb 
on programs that weren’t perfect and 
using printers that jammed whenever 
more than two pages had to be 
printed. 
Other lessons learned 
More importantly. many have learned 
that asset adequacy analysis can have 
a major impact on how companies do 
business. The results of asset adequacy 
testing may point out some deficien- 
cies in how a company is run, and a 
company can take corrective action be- 
fore the company’s solvency is threat- 
ened. The companies that responded 
to a survey done by Robert Callahan of 
the New York State lnsurance Depart- 
ment reported the following actions as 
a result of cash flow testing under 
New York Regulation 126: 
l 22% of the respondents increased 

l About 60% realigned their invest- 
ment portfolios. 

l About two-thirds changed new in- 
vestments. 

l Just over one-third revised new 
products. 

This survey was done based on 
festing through 1990. Since that time, 
the Actuarial Standards Board has put 
additional emphasis on cash flow test- 
ing by publishing Standard of Practice 
No. 7 that requires the actuary to do 
cash flow testing whenever it is ap- 
propriate. This includes everything for 
which an actuarial report is written. 
such as product pricing, mergers and 
acquisitions, and the statutory blank. 
The revisions in the Standard 
Valuation Law. effective in 1992 for 
10 states. require various forms of 
asset adequacy analysis from many 
companies on their entire business. At 
least another five states will require 
such testing in 1993. 
Significant findings 
Some actuaries were surprised at their 
findings when doing cash flow testing 
for the first time. Certain actuaries 
may have found that reserves may be 
inadequate if interest rates decrease. 
This may be caused by hitting against 
the guaranteed interest rates in some 
plans. (Remember when 6% was con- 
sidered such a low interest rate there 
was no problem with guaranteeing 
this rate for the life of the policy?) 
Other actuaries may have discovered 
that reserves may be inadequate if in- 
terest rates rise. concluding. like many 
actuaries discovered in the early 
1980s that there is a tradeoff between 
crediting low interest rates and having 
higher lapses. If reserves are inade- 
quate, company solvency may be in 
danger. 

Some actuaries also have discov- 
ered that testing discloses problems 
with certain assets. Some assets may 
be inappropriate for the type of busi- 
ness being sold. For example. if the 
company has sold a block of 5-year 
guaranteed interest contracts (GlCs). a 
residual tranche from 30-year residen- 
tial mortgages may not be an appro- 
priate investment. lt is useful for cash 
flow testing to point out such asset/ 
liability mismatches before the com- 
pany’s solvency is called into ques- 
tion. 

Some problems with assets are 
due to the complexity of the transac- 
tions. For example, certain collateral- 
ized mortgage obligation (CMO) 
tranches are very difficult to model. 
One regulator had an interesting reply 
when told about the difficulties of 
modelling certain assets: “lf you do 
not understand how they can be 
modelled, why’are you buying them?” 
It is useful to understand how these 
assets work (and how they can there- 
fore be modelled) to see if the assets 
are appropriate for the company’s par- 
ticular liabilities. 
When is enough, enough? 
Another significant finding is the 
amount of time and work this testing 
involves. Although significant testing 
may have been done, the actuary may 
not feel comfortable because more can 
always be done. Remember reasonable 
tradeoffs. Perfection is nice, but unat- 
tainable. 

The standard of practice and the 
model valuation law and regulation 
allow certain business that can be 
considered de minimis to be exempt 
from asset adequacy analysis. One 
also can limit the amount of testing 
done on certain items that will not 
significantly impact results. 

If an actuary is not sure how 
much testing should be done, discus- 
sions with other actuaries may help. 
Another source for how other actuar- 
ies are handling the cash flow testing 
are the practice notes prepared by a 
task forte of the Academy of 
Actuaries Committee on Financia1 
Reporting. The practice notes detail 
what some actuaries believed were 
current methods in certain areas of 
cash flow testing as of 1992. 
Forewarned is forearmed 
lf an actuary discovered any of the 
above problems after the end of the 
year and decided that reserves should 
be increased, he or she probably dis- 
covered another significant finding. 
Management does not like surprises. 
especially ones with a negative impact 

continued on page 4 column 1 
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Cash flow testing cont’d 
on the company’s bottom line. This 
points out the importance of testing 
the product when it is originally 
priced to discover what the profitabil- 
ity of the product is particularly sensi- 
tive to (e.g., expenses, mortality, mor- 
bidity. lapse rates, earned rates. or 
mix of business). These items can be 
monitored, and corrective actions can 
be taken as necessary. 

Communication between the actu- 
aries and investment people and peri- 
odie updating of cash flow testing also 
are important. 
Testing alone not a solvency cureall 
Will asset adequacy testing prevent al1 
company insolvencies? Of course not. 
Asset adequacy testing is not solvency 
testing, which includes company sur- 
plus and expected future business. 
However. it can help. Cash flow test- 
ing is a lot of work. As long as it is 
viewed, however. as an integral part 
of the management of the company 
and not just another bothersome re- 
quirement that must be complied 
with, it can improve the solvency of 
the insurance industry. 
Donna R. Claire is president of Claire Thinking, 
Inc. 

Calling U. of Michigan 
ah.mni and friends 
The University of Michigan and the 
Alumni Advisory Group are working 
to revitalize the actuarial program. 
The goals are to continue the Mathe- 
matics Department undergraduate 
program. which recently has been 
graduating about 30 actuarial students 
annually, and to develop an improved 
master’s program in cooperation with 
the Business Administration School 
and other units of the university. 

To update the alumni list and to 
receive future notices. those who were 
not in the actuarial program while at 
the University of Michigan and al1 
who graduated after 1979 are re- 
quested to send address and phone 
number to: Susan Smith. 48439 
Meadow CL, Plymouth, MI 48170- 
3256. Other friends of the program 
also are encouraged to send similar in- 
formation. 

AVR and IMR cpnt’d 
subcomponents (that is. within the 
default component or the equity 
component) up to one-half of the 
positive subcomponent balance 

0 Classifying certain money market 
funds as class 1 investments 

A proposal to extend the transi- 
tion period from three to five years 
and a small company proposal to defer 
implementation of the IMR to October 
1 received considerable discussion but 
were not adopted. 

The advisory committee prepared 
answers to commonly asked questions 
about the implementation of these 
new reserves. This document is avail- 
able from the Securities Valuation 
Office of the NAIC. 
Possible changes in 1994 oc later 
The advisory committee is considering 
more than 30 items for possible imple- 
mentation In 1994 or later. The most 
significant of these items (not in any 
order of importance) are: 
0 Implementation of the ful1 actuari- 

ally based IMR. likely only with a 
supporting actuarial opinion. In 
other words. negative values for the 
IMR will be permitted under appro- 
priate conditions. It may be useful 
to recall that the IMR is designed to 
protect surplus from purely transi- 
tory changes created by the events 
lacking economic substance. These 
so-called losses are transitory and 
should have no impact on surplus. 
since the proceeds can be reinvested 
at higher yields. Restricting nega- 
tives does impact surplus. 

l Modification of the formula for the 
AVR contribution to require (a) a 
basic contribution equal to the ex- 
pected defaults for each asset type 
and (b) an additional contribution 
that amortizes to ti target reserve 
leve1 instead of a maximum. That is. 
each year the beginning reserve 
would be increased by the basic 
contribution (for expected defaults), 
reduced by actual defaults, and then 
amortized by 20% toward the target 
level. Since over the long run actual 
losses should be about equal to ex- 
pected losses, this new reserve 
should approach the target level. 
This change, if it can be accom- 
plished, should improve consis- 
tency. You are likely to be hearing 
more about this later this year and. 
although less likely, about possible 

similar changes in the equity com- 
ponent. 

l Recalculation of the mortgage loan ,- 
default factor by an ad hoc commit- 
tee to reflect both the delinquency 
and foreclosure rate and the amount 
of loss, as well as possible other re- 
finements 

. New bond factors - adopt the risk 
based capital factors as AVR maxi- 
mums 

0 Wherever possible, adjust factors or 
definitions to provide consistency 
with the risk based capital structure 

0 New real estate and mortgage fac- 
tors. reflecting the latest Society of 
Actuaries studies to be released 
soon, any other emerging data. and 
the optional use of appraised values 
in the calculation of the real estate 
reserve 

0 Further possible refinements of 
exemptions for either reserve based 
on product risks or other considera- 
tions. Specifically, the committee 
has been asked to review the IMR 
requirements for assets hacking var- 
ious lines of business, such as sur- 
plus, term insurance. or variable 
products. 

0 Recognition of the new mortgage ,n 
loan/real estate classifications intrc 
duced in the 1993 annual statement 

l Recognition In the AVR of lost in- 
terest on mortgage loans. as well as 
the actual writedowns at the time of 
default. Whether this is done or 
not. the AVR factors then must be 
developed to be consistent with the 
final treatment of these Iosses. 

. Treatment of investments in invest- 
ment subsidiaries as though they 
were investments of the parent. 
treatment of derivatives after the 
accounting for them is clarified and 
established. and further IMR refine- 
ments for indemnity reinsurance 

The advisory committee wel- 
comes your questions, suggestions. 
and comments as it completes the im- 
plementation of these two reserves. A 
complete list of current items being 
reviewed is available from the 
Ameritan Council of Life Insurance to 
its members or from me at my 
Directory address. 
james F. Reiskytl, Chair of the Steering 
Committee of the NAIC Industry Advisory 
Committee, is Vice-President, Secretary, and.T 
Treasurer of the Society of Actuaries. He is 
vice president, tax and financia1 planning, at - 
Northwestern Mutual Life Insurance Company. 
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uf air value disclosure requirements - 
a new era 

I>y Peter j. Bondy 

T he Financia1 Accounting 
Standards Board has pro- 
mulgated its Statement of 

Financia1 AccoÜnting Standards No. 
107 (SFAS 107). “Disclosures about 
Fair Value of Financia1 Instruments.” 
This statement applies to 1992 reports 
for most stock and mutual life insur- 
ante companies. It requires disclosure 
of fair market value of certain assets 
and liabilities. 

SFAS 107 does not identify each 
balance sheet item affected. It is broad 
in Its requirements on coverage of the 
balance sheet items and in defining 
methodology to determine fair market 
value of those items. Other than re- 
quiring that fair market value be dis- 
closed either within the financials or 
within the footnotes that follow the 
‘nancials. SF.AS 107 does not pre- 

ab ribe a set format for how disclosure 
1s to be presented to the reader. Much 
of that decision is left to the individ- 
ual company and its outside auditors. 

Fair market value disclosure for al1 
entries in the balance sheet, whether 
required by SFAS 107 or not. is not 
prohibited. As a result. ít is likely 
companies will differ in the balance 
sheet items included in the disclosure, 
the methodology used in determining 
fair market value, or the format in 
which the disclosure is accomplished. 
The asset side of the balance sheet 
Assets like bonds and stocks clearly 
are subject to the requirements of 
SFAS 107. It is not entirelyclear 
whether policy loans are subject to 
fair market value disclosure. One fac- 
tion argues that they are because they 
fall within the definition of “financia1 
instrument.” Another side argues pol- 
icy loans represent a portion of life in- 
surance contract reserves reported on 
the liability side of the balance sheet, 
which is not subject to disclosure. The _ _ _ 

‘\ tter group believes it would be un- 

\* 

asonable to report a portion of the 
eserve on a fair market value basis 

while the more significant part. Le.. 
the liability side. is not. 
The liability side of the balance sheet 
Companies must disclose fair market 

-. 

value for al1 reserves on contracts that 
are classified as investment contracts 
under SFAS 97, Le., contracts that do 
not provide for significant mortality 
risk. Types of contracts covered would 
include guaranteed investment con- 
tracts (GICs), certain-only immediate 
annuities, and single premium de- 
ferred annuities (SPDAS). 

In addition to deciding whether a 
particular contract type is covered. a 
company needs to determine the 
methodology for arriving at the con- 
tracts’s fair market value. Should it be 
based on that company’s current pric- 
ing assumptions for similar contracts 
offered to the public? Or. should it be 
based on market interest rates avail- 
able on, say. bonds with the same ma- 
turities as the benefits stream of the 
investment contract? 
Format for information 
How will each company choose to dis- 
close fair market value information? 
This question has probably generated 
more discussion than other SFAS 107 
topics. Two main concerns are: 1) that 
the public not be misled by the avail- 
ability of this additional information 
and that it realize the shortcomings of 
that data: and 2) that the format and 
style chosen the first time, Le., for the 
1992 financials, be acceptable and use- 
able for providing consistent informa- 
tion in subsequent financia1 state- 
ments. 

At this point. two alternatives for 
the presentation format seem to exist. 
The first one discloses the numerical 
data and the limitations in using this 
data in one comprehensive footnote. 
The second approach is to disperse 
the information throughout the vari- 
ous footnotes now included with the 
financia1 statement, with one final 

footnote for information not covered . 
elsewhere. Regardless of the alterna- 
tive chosen. many companies will in- 
clude a very extensive discussion of 
the use that may be properly made of 
the information provided. 
Financia1 statements will vary in 
approach 
This article has addressed only a small 
sample of the issues arising from 
SFAS 107 implementation. It will be 
interesting to review the financia1 
statements of different companies to 
see how they have chosen to deter- 
mine and disclose the fair market 
value of various items in their balance 
sheet. Because of the broad guidance 
provided in SFAS 107. it is likely that 
practices will vary. perhaps signifi- 
cantly. among companies. 
Peter Bondy is vice president and actuary at 
First Colony Life Insurance Company. 

Early-release copies of TSA 
papers 
The following papers have been ac- 
cepted for publication in Volume 45 of 
the Transactions. Members who would 
like an early-release copy before it is 
published in a preprint should send $5 
for each paper to the SOA Books and 
Publications Department. 
“Multivariate Stochastic Immuni- 
zation Theory” by Robert Reitano 
This paper introduces a theory of im- 
munization where the approach is 
multivariate and the goal is stochastic 
in the sense of minimizing stochastic 
risk. The risk measure used is reminis- 
cent of the Markowitz approach of 
variance minimization but generalized 
to reflect also a measure of worst case 
risk. The approach is multivariate in 
that ful1 yield curve risk to nonparallel 
shifts is reflected as in Reitano’s ear- 
lier paper, by modelling the yield 
curve as a vector of yield curve driv- 
ers. Explicit solutions to the risk mini- 
mization problems are developed, sub- 
ject to constraints on portfolio returns 
and various portfolio directional dura- 
tions. In addition, solutions are 

continued on page II column 1 
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Book Review -- - .-- 

An actuarial Ulysses 
by Ernest J. Moorhead 

within the System: My Half Century 
in Social Security. Robert J. Myers 
with Richard L. Vernaci. Introduction 
by Senator Daniel Patrick Moynihan. 
Published by Actex Publications. 
Winsted. Connecticut, 1992. x + 263 
pp.. $19.50. 

. T his splendid book by our 
illustrious Past President 
tells of his remarkable ca- 

reer in public service and appraises 
the influente of many Ameritan politi- 
cians whose names are familiar to us. 
Its nine chapters may be considered in 
six segments. 
1912-1949 
Chapters 3. 4. and the poorly titled 
Chapter 5 (“An Epidemic Erased”) 
cover Bob Myers’ years from birth to 
1945. He brings us through his ances- 
try and his childhood. his Lehigh 
years during which he went to 
Philadelphia to discover what an actu- 
ary is. and his time at the University 
of Iowa taking the eminent Prof. 
Rietz’s actuarial course. He tells of his 
double good fortune: first. to meet 
Rudy McCoy. now his wife of 54 
years; and second, to fail to find em- 
ployment in a large life insurance 
company, thus unwittingly keeping 
himself available for a temporary post 
in 1934 with the actuarial consultants 
to the Committee on Economic Secu- 
rity in Washington. These people had 
been just appointed to study how best 
to create the nation’s Social Security 
system. Myers’ work with them, 
though brief. led to his lifetime career 
in that venue. 
1950-l 970 
Chapter 6 covers the events of the 
1950s and 1960s. In those years. 
Myers steadily established his reputa- 
tion as knowledgeable. honest. and 
helpful in his dealings with Capitol 
Hill. He gives Congress credit for hav- 
ing recognized that Social Security 
must always be kept financially solid 
“despite wide differences of opinion 
over what that s’ystem should be, how 
much it ought to cost, to what extent 
it should protect our citizens, and to 

what extent they must take the re- 
sponsibility for protecting them- 
selves.” 

The period up to 1972 was 
marked by the congressional practice 
of increasing benefits by arbitrary per- 
centages that usually bore some rela- 
tion, says the author, to changes in 
the Consumer Price Index and to the 
money available. (He seems to take for 
granted that a percentage change 
arrangement is appropriate for recog- 
nizing increases in the cost of living. a 
debatable proposition in this re- 
viewer’s mind.) 
1970-1980 
Chapter 7 outlines the circumstances 
that compelled the author to resign in 
1970 from his post as chief actuary of 
the Social Security Administration on. 
as the chapter title puts it, “A Matter 
of Principie.” This was a protest move 
against those who were pressing for 
expanding benefits beyond what had 
been traditional. which Myers consid- 
ered adequate. The author’s descrip- 
tion of the episode at the time was 
printed in TSA Xx11, p. D313. 

Myers thus became free to serve 
as the world’s premier social security 
consultant while keeping in close 
touch with unfolding Washington 
events. His services soon were 
urgently needed: first, because of diffi- 
culties with an automatic formula for 
benefit increases adopted by Congress 
in 1972 (see “The Unresolved OASDI 
Decoupling Issue,” TSA XXIX. p. 4291, 
then by a crisis in the early 1980s to 
which Myers devotes his first two 
chapters. 
1980s 
Chapters 1 and 2 tell of the events of 
the stormy 1980s beginning with the 
threatened slashing of benefit 
payments if the right remedia1 steps 
were not taken quickly. A National 
Commission on Social Security Reform 
was put to work to avert that disaster. 
Myers’ determination to be at the 
scene of action caused him to resign 
his post as deputy commissioner of 
Social Security in December 1981. The 
need for his expertise brought him 
where he wished to be. i.e., as 

executive director heading a small 
staff to advise the commission chaired 
by Alan Greenspan. The commission’s 
task was completed in January 1983. 
“at the last possible minute.” as the 
author succinctly puts it. 
World tours 
Chapter 8 sets forth the impressive 
list of countries around the world 
whose officials turned to Myers for 
advice on establishing and maintain- 
ing their own social security systems. 
This chapter is partly why this review 
bears the title, “An actuarial Ulysses.” 
Tennyson put words on Ulysses’ lips 
that surely apply to this author: 

Much have 1 seen and known: 
cities of men, 

And manners. climates. councils. 
governments. 

Myself not least. but honored of 
them all. . . . -. 

The future 
Chapter 9. “It Will Outlive Us All.” elo- 
quently expresses the author’s convic- 
tion about the system’s future. 

Although this book has been writ- 
ten primarily for general readership. 
actuaries will be well served by perus- 
ing it. provided it is not the only one 
of this author’s many works (including 
Social Security, now in its fourth edi- 
tion. and a multitude of papers in The 
Transactions) that they study. 

This reader would have preferred 
that Within the System had been 
written by Myers alone rather than 
“with” anybody else. It is difficult to 
decide who wrote some of the re- 
marks in it. particularly the opening 
sentence of Chapter 1: “1 had a dirty 
little secret. and I was praying that no 
one was going to ask about it.” 
Although put there for an admirable 
purpose, it strikes a jarring note. But 
let us not cavil further. Senator 
Moynihan rightly describes Bob Myers 
as a nationat treasure. We would be 
the losers if he had failed to bestow /7 1 
upon us this account of his life’s wor. 
Ernest j. (Jack) Moorhead is Past President of 
the Society of Actuaries and serves as the 
Chairperson of the SOA’s Committee on 
Memorials. 



Research papers for 
eellowship credit 

by Rich Lambert 

T he Education and Examina- 
tion Research Paper Com- 
mittee recently awarded 30 

Fellowship credits to Daniel Dufresne 
for his paper. “Some Aspects of FASB 
Statement 87.” This is the eighth such 
paper approved for Fellowship credit 
under this FEM (Future Education 
Methods) program. 

The paper’s abstract states: The 
goal of the proposed research is to 
study some of the implications of 
FASB Statement 87 on (defined bene- 
fit) pension plan expense. Two partic- 
ular aspects will be looked at: 1) the 
effects of the variability of the dis- 
count rate and 2) the “corridor” ap- 
proach to gains and losses amortiza- 
tion. The subject will be studied 
mathematically and with the help of 
computer simulations. 

Copies of Dufresne’s paper are on 
‘le in the Society library. 

0 The committee thanks Arnold 
Shapiro and Eric Lofgren who refereed 
this paper and acknowledges Lucien 
Pouliot, who served as Dufresne’s su- 
pervisor and provided the committee 
with reviews. 

Students interested in the Re- 
search Paper program should consult 
Appendix 2 of the Fellowship catalog. 
Applications for Research Papers can 
be obtained from the Society of 
Actuaries Office. 
Richard Lambert is vice president and associate 
actuary at Prudential Insurance Company of 
America and the Chairperson of the Research 
Paper Committee. 

Fractals video available 
“Dynamics of Change,” che videotape 
produced for the SOA 1992 
Washington. D.C., annual meeting is 
now available. The video modules 
show how fractals and chaos theory 

_ could become scientific tools for the 
tuarial profession. To order, mail a 
:O check to Society of Actuaries. 

Books Department, P.O. Box 95668, 
Chicago. IL 60694. Canadian orders 
must include 7% GST. Orders from 
outside North America must include a 
50% surcharge. 
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The consultíng response to 
the ‘90s 

by James R. Thompson 

A ctuarial consulting is enter- 
ing a new and challenging 
era in the 1990s. Because 

consulting serves the life and health 
insurance industry, tliat industry’s 
trends should be examined. 
Downsizing 
Actuarial employment has been 
shrinking. Layoffs (or the corporate 
euphemism - downsizing) of experi- 
enced employees. combined with in- 
creasing numbers of entry-leve1 peo- 
ple. contribute to the discouraging 
employment situation. Many layoffs 
in the insurance industry and other 
industries are due to corporate merg- 
ers and to management’s cost-cutting 
measures as corporations pay atten- 
tion to the “bottom line.” National sta- 
tistics show this is a white-collar re- 
cession. 

Actuaries who cannot enter a con- 
sulting environment and who cannot 
find traditional actuarial jobs will have 
to find employment in a related indus- 
try or in another capacity within the 
industry. A common trend is to bifur- 
cate the actuaría1 function into the 
valuation and product areas, placing 
the product actuary in the marketing 
area and the valuation actuary in the 
financia1 area. Often the actuary be- 
comes a subordinate person. but many 
actuaries are marketing officers and 
chief financia1 officers. 

If layoffs have been efficient, no 
extra work is generated for the con- 
sulting community. If companies have 
over-estimated their downsizing, the 
consulting community can gain. 
Computers 
Computer developments, especially 
personal computers (PCs), have af- 
fected the old employment hierarchy. 
Previously. an actuarial manager dele- 
gated much of the “number crunching” 
to the actuarial students working their 
way up the examination ladder. ulti- 
mately hoping to be managers them- 
selves. This situation still exists to 
some extent. 

The expanded memory capacity, 
faster speed of PCs, and the increas- 
ingly sophisticated commercially 

available software packages. how- 
ever, enable a smaller professional 
staff to accomplish both the project 
management and the “number crunch- 
ing.” An actuarial staff properly 
trained in PCs can accomplish more 
than before. Thus, some of the down- 
sizing may be efficient and perma- 
nent. 
Outsourcing 
It is useful to compare the health and 
life insurance industry with national 
trends in other industries. Layoffs and 
mergers have occurred in many indus- 
tries. Outsourcing. or using tempo- 
raries or consultants. is increasing. 
Agencies arranging for temporary em- 
ployment are growing in numbers. In 
some industries, Iike the automotive 
industry, outsourcing has been around 
for a long time, known as “subcon- 
tracting.” Outsourcing can mean con- 
tracting with consultants or actually 
hiring them on a temporary basis to 
come into a company to do the work. 
Consultants and flexibility 
Companies must be flexible to adapt 
to the ‘90s. Consultants have always 
had one strength - their flexibility. 
By handling problems for many com- 
panies, they can provide insights and 
help others without the long learning 
curve that an interna1 staff has when 
it “reinvents the wheel.” 

Consultants spend much of their 
time learning about new develop- 
ments. so they can anticipate their 
clients’ needs. This is in line with the 
Society’s continuing education goals 
and with national trends in continu- 
ing education in other professions. 
Consultants can profit from the con- 
tinuing education efforts and quickly 
convert their knowledge into action. 

Because of the emphasis on soft- 
ware in solving problems. some con- 
sultants specialize in the production of 
software: others specialize in its use. 
Some do both. Software helps with 
the complex problems we have had to 
face - cash flow testing, corporate 
projections, FASB 97. 

By their contact with upper 
contlnued on pge 10 column 1 
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HIAA Ch,Tlrmon 

Double feature at California spring meeting 
The SOA's three-day spring meeting at 
the Hotel del Coronado in San Diego, 
April 14-16, 1993, features two promi- 
nent speakers and the choice of two 
pre-meeting seminars on April 13. 

Headliners on April 15 
For the first time, the Society of 
Actuaries will have a former U.S. Pres- 
ident as its keynote speaker. President 
Gerald R. Ford, the 38th U.S. Presi- 
dent, will speak at the second day's 
opening session, April 15, on "The 
Changing Challenge for America." 
During his tenure in office (1974-77), 
President Ford was a strong propo- 
nent of protecting the actuarial sound- 
ness of the Social Security system and 
opposed compulsory national health 
insurance. He also signed the Em- 
ployee Retirement Income Security 
Act (ERISA) into law. 

Also on April 15, Ian M. Rolland, 
chairman of the board of the Health 
Insurance Association of America 
(HIAA), is the luncheon speaker. He 
will address HIAA's dramatic policy 
statement on universal health cover- 
age and related issues. Rolland was 
the 1988-89 SOA President and is 
chairman and CEO of Lincoln National 
Corp. 

Meeting sessions 
A total of 124 sessions will be offered 
during the three days, all located at 
the Hotel del Coronado, built in 1888 
and considered the last of the luxuri- 
ous seaside resort hotels left in the 
world. While the main emphasis is on 
pension and health topics, partici- 
pants also can choose management, 
investment, nontraditional marketing, 
international, and computer science 
topics. 

Pre-meeting seminar 
It's worth coming a day early to take 
advantage of one of the two seminars 
planned for Tuesday, April 13. Your 
choices are an update on small group 
health care reform or a look at a land- 
mark study that applies actuarial tech- 
niques to an analysis of credit risk 
event losses. 

The Small Group Health Reform 
Seminar is sponsored by the SOA 
Health Section. About half of the 33 
million Americans without health in- 
surance are employees of small busi- 
nesses. This seminar focuses on the 
current reform movement to make 
health insurance more accessible and 
affordable. More than two dozen 
states have, or are in the process of. 
initiating new legislation that affects 
the way insurance carriers will com- 
pete and comply. Other topics covered 
in the seminar include how employers 
are reacting to these changes, the 
need for and cost of reinsurance, and 
changes in actuarial compliance. 

The Credit Risk Loss Experience 
Seminar gives those who did not par- 
ticipate in the study their first oppor- 
tunity to receive the final report. This 
landmark study focused on insurance 
companies' losses from credit risk 
events (restructuring, default, bank- 
ruptcy) on private placement bonds 
and commercial mortgage loans dur- 
ing 1986-89. It demonstrates a new 
way to quantify the economic loss 
from credit risk events, using actuarial 
techniques. This ongoing disciplined 
study, analyzing for the first time the 
value of these investments' expected 
cash flow and revised cash flow. will 
be valuable to actuaries involved in valu- 
ation, pricing and risk based capital 
work and to investment professionals. 

Additions to the library 
Library staff prepares a quarterly list 
of items the library receives, and an 
abbreviated list appears in The 
Actuary. To obtain the entire list for 
current or previous quarters, call the 
Society of Actuaries Library, 708-706- 
3538 or 708-706-3575, between 7:30 
a.m. to 4 p.m. (Central Standard 
Time). 

Circulating 
Beram, Al, Introduction to Retirement 
Plan Mathematics, American Society 
of Pension Actuaries, 1992 (uncata- 
logued) 

Danker, Harold, Barbara S. Bald. 
Murray S. Akresh, et al, Retiree Health 
Benehts: Field Test of the FASB 
Proposal, Coopers & Lybrand, 1989 
(uncatalogued) 

Myers, Robert J., Within the System: 
My Half Century in Social Security, 
Actex Publications, 1992 (HD 7125 
M92 A3) 

Faculty of Actuaries 
Transactions of the Faculty of 
Actuaries, Vol. '$3, part I, No. 280, FA, 
1992 

Institute of Actuaries 
Gupta, A.K. and G. Westall, DistribuJ 
tion of Financial Services, IA, October 
1992 

McLiesh, D.J.D., The Supervision and 
Control of Pension Funding in the 
United Kingdom, IA, November 1992 

International 
"Bulletin de l'Institut des Actuaires 
Francais," Avril-Juin 1992, lnstitut des 
Actuaires Francais, 1992 

University of Waterloo, Institute of 
Insurance and Pension Research: 
92-11: "A Synopsis and Analysis of 
Research on Surplus Requirements for 
Property and Casualty Insurance 
Companies," Allan Brender, Robert 
Brown, Harry Panjet 
92-12: "Modeling Canadian Price and 
Wage Inflation," Keith P. Sharp 
92-13: "Financial Accounting Standard 
No. 88," Keith Sharp, 

Mail alert 
The 1993 Directory of Actuarial 
Memberships was mailed to SOA i 
members mid-January. If you have not 
yet received your copy, call Laura 
Kammeier at the Society office, 
708-706-3526. Please allow at least 
three weeks for delivery. 

o/ 
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ow new AOF Sectíon relates to 
uturísm Sectíon 

by Robert D. Shapiro 

T he new Actuary of the 
Future (AOF) Section was 
authorized to organize at 

the October 1992 meeting óf the 
Society of Actuaries Board of Gover- 
nors. The AOF Section is the succes- 
sor to the AOF Task Forte. formed by 
the SOA Board in 1987. The new Sec- 
tion. which passed the required 200- 
member mark on January 28. held its 
first council meeting on February 23. 
with Linda Kahn as chairperson of its 
organizing committee. 

Over the past severa1 months, sev- 
eral members have asked about the re- 
lationship of this new AOF Section to 
the existing Futurism Section. Al- 
though both Sections respond to criti- 
cal concerns of the actuarial profes- 
sion, they were formed for very differ- 

reasons and have very different 

The Futurism Section was formed in 
1982 as the successor organization to 
the SOA’s Futurism Committee. Its 
stated mission is “to encourage and to 
facilitate the professional develop- 
ment of its members in the field of 
futurism through activities such as 
meetings, seminars, research studies, 
and the generation and dissemination 
of literature.* Its key activities over 
the past decade have included contri- 
butions in al1 these areas. enhanced 
by the periodic publication of an ex- 
cellent newsletter. Actuarial Futures. 
and the maintenance of a Futurism 
Library within the Society’s library. 
The AOF Section 
The AOF Task Forte, forerunner to 
the AOF Section, was formed in 1987. 
The task force’s defined role was “to 
work with appropriate Society com- 
mittees and task forces to develop ac- 
tion plans. in coordination with other 
actuarial bodies, to prepare members. 

udents. and the actuarial profession 

e 
the future roles of the actuary. It 

so is responsible for initiating dis- 
cussions on issues related to the fu- 
ture of the actuary within the Society 
membership.” The Board endorsed its 
12 recommendations. and the task 
forte completed its work in 1992. 

The Actuary of the Future Section 
was formed in 1992 to carry out the 
member-driven tasks needed to bring 
the task force’s recommendations to 
fruition. The Section’s mission is “to 
identify and develop nontraditional 
roles and future opportunities for ac- 
tuaries.” 

The Section’s major activities 
include: 
l Identifying Society members with 

special experience who can help de- 
velop new roles and opportunities 

l Working with these resources to 
develop needed showcase illustra- 
tions, career path plans. white 
papers and research 

l Liaising with the Society’s basic and 
continuing education activities to 
assure that these functions reflect 
the emerging needs of new actuarial 
roles and employers 

. Defining and recommending desir- 
able research projects 

l Encouraging papers and articles to 
educate both actuaries and nontra- 
ditional employers on potential new 
roles and opportunities 

l Providing networking and mentor- 
ing opportunities for actuaries inter- 
ested in nontraditional roles and 
opportunities 

l Encouraging the development of 
specific programs within the Society 
to motivate and train people to 
move into nontraditional roles 

Importance of both Sections 
The AOF Section and the Futurism 
Section are crucial to the actuarial pro- 
fession as it seeks to fulfill its poten- 
tial. However. as you can see. the two 
Sections’ goals and planned activities 
are different. The Futurism Section fo- 
cuses on the theory and application of 
the “science/art” of futurism. It em- 
phasizes the futurism process and its 
applications. The AOF Section seeks 
to provide a forum for defining and 
developing nontraditional roles for ac- 
tuaries and for interface between actu- 
aries who have been in such roles and 
those who seek them. 

Because the two Sections’ goals 
and activities are very different. many 
actuaries should consider joining and 

contributing to both Sections. In its 
own way, each Section can help an ac- 
tuary understand and influente the fu- 
ture of his or her company and career. 
Robert D. Shapiro, a member of the Society’s 
Board of Cov&nors, was Chairperson of the 
Actuary of the Future Task Forte. He is presi- 
dent of The Shapiro Network, Inc. 

Board meeting report 
The Society of Actuaries Board of 
Governors met in Chicago on January 
21, 1993. In an all-morning workshop 
led by James Moore. a facilitator from 
Pecos Rivers Learning Centers. Board 
members were challenged to think dif- 
ferently about their roles and individ- 
ual effectiveness in advancing the 
Society by combining strategic think- 
ing and strategic partnering. 

The Board approved the proposal 
to strengthen the ASA educational re- 
quirements from 200 to 300 credits. 
effective July 31. 1995. Any candidate 
who is not an Associate by that date 
will be subject to the new require- 
ments. In making this decision. the 
Board reviewed 102 letters (39 in 
favor, 22 opposed. with the rest mak- 
ing various suggestions). The addi- 
tional 100 credits required are defined 
as the ful1 set of Core courses (200. 
210, 220, and starting in November 
1993, 230) which have been required 
for Fellowship. Courses eligible for 
elective ASA credits are expanded to 
include EA-l, Segment B. EA-2, and a 
range of basic practice-based courses. 
An article in the April Actuary will 
give ful1 details of this change. 

The Board accepted and autho- 
rized Publishing the Dynamic 
Solvency Task Forte Report. The task 
force’s charge was to produce a plan to 
provide the research. training, and ed- 
ucation that an actuary needs to pre- 
pare the report to management on fi- 
nancial solvency as defined in the 
Ameritan Academy of Actuaries’ posi- 
tion paper. The task force’s recom- 
mendations to accomplish the needed 
support are not to be interpreted as 
being supportive of the Academy 

con tinued on page 12 column 3 



The Society has released the Credit 
Risk Study’s preliminary results for 
private placement bonds, and more 
detailed analyses are being pre- 
pared. Preliminary results for com- 
mercial mortgages will be available 
soon. Seminars on the Credit Risk 
Study are planned for April 13 in 
San Diego, May 5 in Boston, and 
June 16 in Quebec. 
The Universal Life persistency study 
has begun with a recent organiza- 
tional and planning meeting with 
cosponsor Life Insurance Marketing 
and Research Association. 
The Catastrophic Claims Data Base 
Project has attracted severa1 data 
contributors and is in the final 
stages of selecting a research team. 
A monograph on the possible appli- 
cation of fuzzy set logic to actuarial 
science is now available from SOA 
Books and Publications, 708-706- 
3526: 
The Actuarial Education and Re- 
search Fund is holding its annual 
individual grants competition. 
The 28th Actuarial Research 
Conference is August 19-21, 1993. 
at the University of Wisconsin - 
Madison in honor of Professor 
James C. Hickman. 

Consulting cont’d 
management in scoping out assign- 
ments, consultants learn to look at the 
big picture. instead of just the actuar- 
ial or technical implications of corpo- 
rate decision:making. A good consul- 
tant must be familiar with broad 
industry trends beyond the actuarial 
aspects. 

We are in a postindustrial society. 
This means more emphasis on man- 
agement information. Corporations 
selectively using the expertise of the 
consulting community to adapt to the 
trends and consultants able to provide 
services to them will prosper. 
James R. Thompson is actuary and consultant, 
Central Actuarial Associates. 
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RBC cont’d 
earlier efforts by various companies 
and a few insurance departments, in- 
troduces these new features: 

Size gradations for the bond port- 
folio and for insurance risks 
A concentration risk factor that 
doubles the required capital for the 
10 largest assets 
Mortgage loan default experience 
factors 
Use of a covariance term to recog- 
nize that asset default and interest 
rate risk are generally independent 
of the pricing risk 
Lowered risk factors for companies 
that issue an unqualified actuarial 
opinion incorporating cash flow 
testing 

Formula defines minimum capital 
The new formula will become effec- 
tive with the filing of the 1993 annual 
statement. It will define the minimum 
capital for companies to operate. It is 
meant to replace existing statutes that 
have a fixed dollar minimum capital 
amount such as $2 million. 

Each year. a company’s actual sur- 
plus, increased by 50% of the dividend 
liability, any voluntary investment re- 
serves, and the asset valuation re- 
serve, will be compared with the risk 
based capital produced by the for- 
mula. Based on this comparison, a 
company may be subject to regulatory 
action. Such action may range from 
being required to file a five-year recov- 
ery plan to a full-scale examination 
and, if surplus is entirely inadequate. 
to mandatory control by the insurance 
department. 

Some companies may adopt a 
more complicated or a simpler target 
surplus formula than the NAIC’s. The 
NAIC formula was never meant to be 
a target formula. It was designed to 
identify weakly capitalized companies 
and requires only a threshold leve1 of 
capital. the leve1 below which regula- 
tory action is mandated. Most compa- 
nies will want to operate with much 
more capital than this. The NAIC for- 
mula does not address the nuances of 
each company, and the interest rate 
risk is only properly addressed by 
cash flow testing. 
Effect on companies 
Most companies have found that their 
capital is substantially more than is 
required by this formula. Some 
weakly capitalized companies have al- 
ready begun to respond to the new 

RBC standards by strengthening their 
balance sheets through additional 
paid-in surplus. increased reinsurancc 

- 

selling noncore businesses, and bond’- 
trading to higher-rated securities. 

Some companies may decrease 
their common stock and mortgage * 
loan portfolios. Consolidation by 
merger. acquisition. and demutualiza- 
tion also is a possible reaction to these 
standards. 

A less obvious reaction might be 
to reduce surplus because a board of 
directors believes the formula indi- 
cates the company has toa much sur- 
plus and is not producing the desired 
returns on equity. 

It is hoped the long-term effect 
is for companies to increasingly em- 
phasize profitability, the only viable 
way to remain strong after shorter- 
term actions have been taken. With- 
out long-term profitability, our indus- 
try will continue to struggle. 
Companies also should give risk man- 
agement increased emphasis and focus 
on the risks they can afford. 
Possible negatives 
Some adverse consequences of the 
new law may occur. The press may 
misuse the formula and publish com- 

/1 

pany rankings. This would be unfortu- 
nate. because the NAIC formula is not 
meant to rank various well-capitalized 
companies. but to discover weakly 
capitalized companies. The press may 
comment about the relative strength 
or weakness of the formula or its com- 
ponents. An important point to re- 
member is that the new law prohibits 
companies and agents from advertis- 
ing or publicly announcing any RBC 
results, including their own. 

A few companies likely will be 
closed, which is good in the end. The 
public eventually will believe that we 
have more effective regulation and 
companies have become stronger fi- 
nancially because of the RBC law. 

Although some have expressed 
concern that certain “high priced” in- 
vestments might dry up, this is very 
unlikely. Most companies have very 
ample surplus and will not be con- 
cerned about the RBC formula. 

The new RBC standards should 
help regulators perform their job of fi- 
nancial surveillance better, improve thn 
image of the industry. and help each 
of us manage our companies better. 
Thomas K. Cross is senior vice president and 
actuary at Lafayette Life Insurance Co. 
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.e 
termined so as to be achievable by 

ading a given collection of assets. 
Applications are developed in detail 
and are exemplified by an analysis of 
the example introduced in an earlier 
paper. 
“Durational-Based Policy Reserves” 
by William F. Bluhm 
This paper proposes a hypothesis that 
durational rating strategies. now used 
in the individual and small group mar- 
kets. fail to maintain an important 
part of insurers’ original promise. 

The proposed solution is a re- 
quired reserve basis that deviates in 
two major ways from current stan- 
dards: (1) It pre-funds expected dura- 
tional increases in claim costs, as well 
as the excess of expected claim cost 
increases over premium increases, and 
(2) it provides a dynamic methodology 
to adjust for excessive lapses and cor- 
responding cumulative antiselection. 

It is asserted that the proposed 
method is consistent with reasonable 
public policy goals in the individual 
and small group markets and corrects 
certain inadequacies in current method- 

ogies and regulatory standards. 
a evel of OASDI Trust Fund Assets 

Needed to Compensate for Adverse 
Contingencies” by Richard S. Foster 
Many actuaries are active participants 
in the debate on the long-range finan- 
cial outlook for the Social Security 
program and how that program 
should be funded. The OASDI pro- 
gram generally has operated on a “pay- 
as-you-go” basis, with annual tax col- 
lections approximately equal to 
program expenditures and trust fund 
assets at a leve1 sufficient to cover 
only temporary adverse contingencies. 

Although tbe financing of the pro- 
gram is now on a “partial advance 
funded” basis, there has been consid- 
erable interest in a return to pay-as- 
you-go financing. In particular, the 
new chairman of the Senate Finance 
Committee, Senator Daniel Patrick 
Moynihan, has been an active sup- 
porter of this view, as has Robert J. 
Myers, former Social Security chief ac- 
tuary. The appropriate minimum leve1 
of assets needed to serve as a contin- 

ncy reserve under pay-as-you-go 
a ancing has been a subject of exten- 

sive discussion. This study helps 
answer that question analytically by 
estimating the reduction in OASDI 

SECT ION 
This column reports on activities and 
newsletters of al1 special interest 
Sections on a rotating basis. This issue 
covers Nontraditional Marketing and 
Product Development Sections. 
Nontraditional Marketing 
Nancy Manning is the editor of Non- 
traditional Marketing Section’s news- 
letter. “NewsDirect.” and Kiran Desai 
is the Section Council’s chairperson. 
Desai has dubbed 1993 the “Year of 
Research,” with the Section sponsor- 
ing two major research projects: a 
credit life mortality study and a direct- 
response persistency and mortality 
study. 

Section members also are plan- 
ning spring meeting sessions, includ- 
ing a panel discussion at the Boston 
SOA meeting in May with an actuary 
(Jay Jaffe), a marketing executive from 
an insurance company, and a senior 
executive from a leading agency. The 
panel will discuss new dimensions of 
development and risk selection for 
direct-response insurance products. 

The council plans to meet quar- 
terly by teleconference, with the only 
“face-to-face” meetings at annual meet- 
ings. 

mNER 
Product Development 
Product Development News, the 
newsletter of the Individual Life 
Insurance and Annuity Product 
Development Section. is edited by 
Timothy Pfeifer. Front-page articles in 
the December 1992 issue include 
“Term Universal Life - the Best of 
Both Worlds” by Barry Jacobson and 
“Unit Expense Factors for Risk Based 
Capital Requirements” by Klaus 
Shigley. John Palmer brings readers up 
to date on tax rulings in “Tax Notes.” 
Thomas Marra, chairperson of the 
Section, tells of plans for panels on 
the implications of a low-interest-rate 
environment for product development 
actuaries at the SOA meetings in 
Boston in May and in Quebec City in 
June. Economist Arthur Laffer, who 
was a member of President Reagan’s 
economic policy advisory board. will 
speak at a Section breakfast May 4 in 
Boston. A seminar on annuities will 
follow the Boston meeting. 

Research plans include contribut- 
ing to a joint SOA/LIMRA research 
project on universal life interest sensi- 
tive cash flows (which follows a simi- 
lar SPDA study last year) and sponsor- 
ing research on the NAIC’s proposed 
changes to the Standard Nonforfeiture 
Law. 

trust fund assets that would occur if 
various past periods of adverse 
economic conditions were to repeat 
themselves. 

The analysis indicates that an 
asset leve1 of from 50 to 105% of an- 
nual OASDI expenditures generally 
would be sufficient to cover the ef- 
fects of a period of adverse economic 
conditions for about 5 to 10 years. 
The paper suggests adding another 10 
co 25% for the possibility of simulta- 
neous. noneconomic adverse experi- 
ence, resulting in a fund ratio of from 
60 to 130%. A leve1 of 100%. roughly 
midpoint of this range, is recom- 
mended as a reasonable “target” ratio 
for contingency purposes. 

Exam seminars 
Waterloo Actuarial Seminars has 
scheduled the following seminars: 
b April 17-25. 1993 

St. Louis 
150, 200, 340. 443. 520. 525, 540. 
550.564 

b April ló-May 2, 1993 
Waterloo 
150, 151. 161, 162, 165. 200, 420, 
421,422,442.480, 580 

Contact Professor F. G. Reynolds. 
P.O. Box 773, Waterloo, Ontario N2J 
4C2. phone: 519-886-5232. for more 
information. 
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Motto contest winner goes to 
annual meetíng free 
What do you think the motto for the 
Society of Actuaries should be? The 
SOA is asking for your suggestions by 
April 15. and if you submit the motto 
the Society adopts. your fee for the 
1993 annual meeting in New’York. 
October 17-20, (approximate value of 
$500) will be waived. (Travel and 
hotel expenses are not included.) 
Contest guidelines 
Al1 members of the Society of 
Actuaries (ASAS and FSAs) may enter. 
You may enter as many mottos as you 
wish, but each motto must be on a 
separate entry blank. If your entry is a 
quote, you must attribute it. 

Entries must reach the SOA 
Communications Department by 
April 15. Name. address. and tele- 
phone number must be included: no 
anonymous entries will be accepted. 
Entries will be numbered to conceal 
the identity of the person submitting 
it until the winning motto is declared. 
Mottos in use by any other organiza- 
tion or entity are ineligible. 
Contest procedures 
The Committee on Member 
Communications will determine up to 
10 mottos that best meet the criteria. 
The list will be included with the sec- 
ond ballet for Society Board elections 
sent on July 20. The person whose 
motto receives the most votes will be 
notified by September 1. 

The winner will be identified and 
honored at the annual meeting. If the 
winner cannot attend. he or she may 
designate another person to attend 
the meeting and accept on the win- 
ner’s behalf. If more than one person 

nominates the winning motto. a draw- 
ing will determine the person who re- 
ceives the fee waiver. 
Criteria 
The winning motto will best reflect 
the SOA’s mission: 

The Society of Actuaries is an edu- 
cational. research, and professional 
membership organization whose 
purposes are to promote high stan- 
dards of competency and conduct 
among the members and to ad- 
vance the state of actuarial science. 
Members of the Society of 
Actuaries. who currently practice 
primarily in the areas of life insur- 
ante, health and retirement sys- 
tems, and investments in the 
United States and Canada. are 
skilled in evaluation of contingent 
events. in structuring models to de- 
scribe and measure risk, and com- 
municating the resulting implica- 
tions. Representing its members. 
the Society of Actuaries is a part of 
the worldwide actuarial profession. 

Please keep these points in mind: 
The motto should be a short expres- 
sion of a guiding principie(s) of the 
SOA. 
It should communicate the SOA’s 
and the actuarial profession’s 
unique nature. 
It should mirror how the profession 
addresses the challenges in its envi- 
ronment. 
It should be forward-looking in that 
it reflects not only the profession 
today. but also symbolizes the pro- 
fession as it may evolve in the 2lst 
century. - 

r mmmmmmmmm-mmmw 
Entry in SOA Motto Contest 

1 
I 1 nominate this motto for the Society of Actuaries: I 

I I 

I ,. I 

I (If a quote, attribute person being quoted.) 
My name. address. and telephone number: I 

I I 

I Important: Each entry must be submitted on a separate entry blank. I 

I 
Duplicate blank as many times as needed. 
Deadline: April 15. 1993. Send to Sheree Baker. Communications I 

I 
Department. Society of Actuaries, 475 N. Martingale Road. Suite 800, 
Schaumburg, IL 60173. Fax: 708-706-3599. I 

L m-mmmmmmmmmmmm 1 

Board meeting cont’d 
position. The Executive Committee n 
will implement the plan through the 
appropriate practice areas. 

The Board approved the Election 
Committee’s recommendation to re- 
serve up to three of the 1993 Board 
seats - one from pension practice, 
health practice, and a Canadian - ac- 
cording to established guidelines. 

Other Board actions included ap- 
proval of: 
0 Developing an Electronic Bulletin 

Board System for members. The 
Computer Science Section will pro- 
vide partial funding. 

0 Funding up to $200.000 to complete 
the 1986-89 Credit Risk Study 

l Funding the next phase of the 
Interest Sensitive Cash Flow Project 
(Universal Life Persistency and 
Interest Sensitive Cash Flow - 
LIMRA) 

0 $50,000 annually to fund scholar- 
ships for Ph.D. candidates (subject 
to evaluation in 1998) 

0 Including the actuarial profession in 
the Canadian/U.S. Free Trade agree- 
ment, which allows CIA or AAA 
members to earn income across the- 
border 

0 A revised Board Policy Book 
Please contact me at my Directory 

address if you would like more infor- 
mation on any item covered at this 
Board meeting. 
James F. Reiskytl 
SOA Vice President - Secretary/Treasurer 

28th ARC 
The 28th Actuarial Research Confer- 
ence will be in Madison, Wisconsin, 
on August 19-21. 1993. This confer- 
ence will be in honor of Prof. James C. 
Hickman. It traditionally has been the 
central meeting for North Ameritan 
researchers interested in al1 aspects of 
actuarial science. It now is officially 
sponsored by the SOA Education and 
Research Section. Contact E.W. (Jed) 
Frees at his Directory address for 
more information. 

AERF grants competition 
The Actuarial Education and Researc h-, Fund is holding its annual individua! s 
grants competition. For more details * 
and application forms, contact Mark 
G. Doherty, Executive Director, AERF, 
475 N. Martingale Road. Suite 800, 
Schaumburg, IL 60173. Applications 
must be received by April5. 1993. 
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Alps make pleasant backdrop 
for summer school 

by Antonia Tsangaris 

ast August, I at tended the 
10th Summer School of the 
Swiss Association of Actu- 

he beautiful resort, Villars. 
near Lausanne, Switzerland. The topic 
was "Financing of Retirement Bene- 
fits'' with an emphasis on U.S. prac- 
tice. 

The lecturers were Howard Young 
from the University of Michigan, 
Newton Bowers from Drake Univer- 
sity, and Donald Jones from Oregon 
State University. Lectures covered the 
whole aspect of pensions from fund- 
ing to government  regulations and 
social insurance schemes. 

Most of the 53 participants came 
from Europe, but people from South 

America, Africa, the Middle East, and 
Asia also attended. The North Ameri- 
can lecturers were very friendly and 
understanding of those to whom U.S. 
pension methodology and regulations 
were not familiar. 

Organizer Prof. Hans Gerber of 
the University of Lausanne kept us 
busy day and night. Some brave ones 
followed him and Prof. Amslet, also of 
the University of Lausanne. on day- 
time hiking excursions through the 
alpine mountains nearby. At night, 
Gerber was the leader and winner of 
lying games. The summer school's 
enter tainment  peak was a two-hour  
hike to a beautiful chalet at Tevyane 
mountains followed by a cheese 
fondue dinner with wine and singing. 

The summer school was a great 
opportunity for people like me, mem- 
bers of the Society living outside the 

Lecturer Howard Young 
stands by while Swiss 
summer school participan t 
Marguerite Metz explains 
the retirement income 
system in Switzerland 

United States, to become more famil- 
iar with U.S. methods,  to learn more 
about pensions, and to exchange 
knowledge with people from around 
the world. It was an excellent chance 
for me to meet five distinguished pro- 
fessors and authors of textbooks used 
in the Society exams. I feel closer to 
the Society, not to mention the mater- 
ial taught helped me prepare for FSA 
Course 200. 

In 1993, the Swiss Association of 
Actuaries will sponsor a symposium in 
honor of Prof. Amsler's retirement, in 
place of the usual summer school. The 
1 l th Summer School is planned for 
1994. 

I will certainly try to be at the 
next summer school, and I recom- 
mend it to all who are interested. 
Antonia Tsangaris is an internal actuary with 
Eurolife Insurance Co., Ltd. in Nicosia, Cyprus. 

Society member new IAA 
president 

Ron Champion, ASA 1970, began his 
year as president of the Institute of 
Actuaries in Australia by raising issues 
confronting the Institute. In Sydney 
and Melbourne, he spoke on retire- 
ment  issues. "Whether Australia 
should persist with differential bene- 
fits for married couples or treat all 
people as individuals is just one ques- 
tion I feel must  be answered," he said. 

He also said actuaries must take 
some responsibility for the problems 
arising in recent court actions over 
superannuation surplus, which have 
made it harder to maintain defined 
benefit superannuation schemes. 

He referred to new directions and 
broader opportunities in actuarial ser- 
vices being provided in health insur- 
ance, risk management,  banking, and 
business. 



Watch your pension 
nomenclature 

by Frank P. di Paolo 

The English language can be very 
cruel when it comes to describing the 
act of a person attaining age 65, termi- 
nating his or her employment. and 
starting to receive a life annuity from 
a former employer. Consider this an- 
nouncement in a recent issue of a 
house organ of a large manufacturing 
company: 

At the end of last November. hav- 
ing attained age 65. John Smith re- 
tired from the company after 35 
years of service and became a pen- 
sioner the following month. Al1 
John’s friends and colleagues gave 
him a surprise party during which 
they wished him lots of luck. 

Poor John. He needs lots of luck. 
The two key words in the announce- 
ment are “retired” and “pensioner.” 
“Retirecl” is the past participle of “to 
retire,” the cruelest verb in the English 
language, and “pensioner” is the 
cruelest noun. . 

“To retire” describes the act of 
taking something or someone out of 
circulation. If you have an old, defaced 
$100 bill and take it to the bank. the 
teller will give you a brand new bill 
and will retire the old one by sending 
it back to the mint, which will eventu- 
ally destroy it. Surely, someone who 
reaches age 65 and decides to termi- 
nate his or her employment deserves 
better treatment. 

The etymology of “pensioner” is 
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downright ominous. It comes from 
the Latin “pensionarius,” which 
referred to a Roman army veteran 
who. because of old age or disability. 
could no longer perform military du- 
ties and was relegated to a hostel 
where he was assigned a 6 by 4 foot 
cubicle with a bag ful1 of straw for a 
bed and was given a loaf of bread and 
a bowl of soup a day. Surely, today 
someone who has worked 35 years for 
the same employer is likely to receive 
a pension that is Worth much more. 
However. the symbolism associated 
with the etymology of the word “pen- 
sioner” would indicate that this is all 
to which he or she is entitled. 

Let’s put the cruelty of the English 
language in juxtaposition with the 
kindness of the Spanish language. In 
Spanish. the individual who attains 
age 65 and is retired is said to have 
been “jubilado” (which means “was 
made happy”) by his employer. While 
the English language describes the 
event as something that causes mental 
anguish and physical discomfort. the 
Spanish language describes it as some- 
thing that causes joy and happiness. 

Had the announcement of John 
Smith’s retirement been made in 
Spanish. it would have read: 

Al fin del mes de Noviembre ul- 
timo, habiendo cumplido 65 años 
de edad, la Compañia jubiló a Juan 
Smith después de 35 años de servi- 
cio. Como consecuencia, el em- 
pleado jubilado principió a recibir 
beneficios de jubilacion el mes sigu- 
iente. Todos los amigos y colegas 
de Juan lo sorprendieron con un 
agasajo durante el cual le desearon 
muy buena suerte. 

This literally translates as: 
At the end of last November, hav- 
ing attained age 65, the company 
jubilated John Smith after 35 years 

of service. As a result. the jubilated 
employee started receiving jubila- 
tion benefits the following month F 
Al1 John’s friends and colleagues . 
gave him a surprise party during 
which they wished him lots of 
luck. 
Well. John Smith could very well 

have been me. A few months ago 1 
also attained age 65 and retired from 
my former employer after 35 years of 
service. My former employer is one of 
the best insurance companies in North 
America and. because of my long ser- 
vice, my pension benefits are quite 
respectable. Therefore, the day 1 
attained age 65. my former employer 
did not retire me. 1 was jubilated; that 
is, 1 was made very happy. 1 wish the 
pension nomenclature could be re- 
vised to instill some kindness in it. 

Can you imagine how elegiac the 
life of a “jubilation actuary” would be 
after the pension nomenclature is re- 
vised? Consider the following domes- 
tic vignette: 

The jubilation actuary arrives 
home at 930 p.m. after a long day at 
the Office. His wife says, “Did you 
have a hard day at work. dear?” He 
says. “Yes, dear. 1 worked very hard 7 
all day long. I am tired, but I feel ver) 
happy and warm all over. 1 valued a 
very large jubilation plan today. 
Because the plan generated a substan- 
tial surplus during the last fiscal year, 
1 suggested to my client that the sur- 
plus be used to improve the jubilation 
benefits so the employees would be 
even happier at their normal jubilation 
date. Do you know what? My client 
accepted the suggestion jubilantly.” 
His wife says, “Oh. how wonderful, 
dear. Now, 1 also feel very happy and 
warm all over, which is good, because 
our dinner is icy cold.” 

GOOD REPOñT, WI- 
CHANCE TM WORD 
‘UJE” -IU “UTILIZE” 
IN EACR CASE. 

CHANGE “ACLP’ TO 
‘fACILITATE” AND 
REPLACE “IX” WITH 
“ItV’LU1ENTATION 
PlVI5E.* 

\ 

UFS, Inc. 



Editor 
n’t be content with lack of 

Inowledge 
In his review of the book. Social 
Security: What Every Taxpayer Should 
Know by A. Haeworth Robertson, 
Robert Myers says. “1 am convinced 
that most people are satisfied with the 
system. . . .The fact is that people are 
content. and rightly so with only gen- 
eral knowledge about the complex ele- 
ments of our modern social and eco- 
nomic lives.” 

Although people may be content 
with this lack of knowledge, it is not 
rightly so. The general North Ameri- 
can philosophy of “worry about today, 
today and worry about tomorrow. 
tomorrow” is one of the greater 
tragedies in our society. 

To extend Myers’ example of only 
needing to know how to operate a 
television and no more: If in selling a 
consumer a television. we do not in- 
form him of extensive tests (hypothet- 
ically) that the television rarely lasts 
for more than five years, then surely 
this lack of knowledge will manifest 
’ self later in dissatisfied customers 

(Mh 
en they have to take corrective 

easures at considerable cost. Surely 
having ful1 knowledge up front is 
preferable. In the same vein. if al1 
OASDHI contributors realized what 
their contributions will provide them 
on an actuarial basis and understood 
where the “extra” money needed to 
provide the actual benefits (which are 
greater in value) promised was ex- 
pected to come from, they may not be 
so content and rightly so. 

Joe Nunes 

Blinded by the light of TV 
The opening session of the October 
SOA meeting in Washington, D.C., 
provided an ‘excellent example of how 
easily a paradigm can be a trap. David 
Holland, then a Vice President of the 
Society of Actuaries, presented the re- 
sults of a Presidential poll. Of the 
13,368 actuaries polled. 128 re- 
sponded, with 2 votes for James “Bo” 
Gritz, 3 votes for None of the Above, 4 
votes for Ross Perot, 10 votes for 
Andre Marrou., 51 votes for George 

ush. and 58 votes for Bi11 Clinton. 

Q) 
Holland said, “Because no candi- 

ate received a clear majority, the vote 
has to be thrown into the house.” He 
then let the audience choose among 
Bush, Clinton, and Perot. 

Holland was so caught up in the 
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paradigm inculcated by the Ameritan 
media that although he properly 
ranked the candidates by votes, he 
failed to identify the top three candi- 
dates in the actuarial poll. They were 
respectively Bi11 Clinton, George Bush, 
and Andre Marrou. the Libertarian 
Party candidate for President. 

students who seek knowledge that is 
specialized and personalized. 

Marrou. more intelligent. more 
charismatic, and a better debater than 
his opponents, was excluded from 
general consideration by the totalitar- 
ian technology of television. His third 
place showing in the actuarial poll, in 
spite of almost universal public cen- 
sorship. is testimony to the strength 
of his candidacy. 

Institutionalized educational sys- 
tems, such as textbooks, classrooms, 
television. and newspapers. tend to 
blind people to new ideas. For exam- 
ple. one hears so much about the 
three candidates that media favor that 
one simply cannot see when an out- 
sider finishes third. Likewise. who- 
ever relies on newspapers. television. 
teachers, and syllabi for opinions in- 
stead of actively seeking knowledge 
can become blind to innovative ideas. 
even when they should be obvious. 

Thomas M. Zavist 

Fortunately for the Libertarian 
Party. television is on its way out. and 
fiber optics and the telecomputer are 
on their way in. As George Gilder. 
author of Life after Television. dis- 
cussed at the Product Development 
Section breakfast at the annual meet- 
ing. the telecomputer is a hand-held 
device merging the technologies of 
television. telephone, and computer. 
The telecomputer will fundamentally 
change how America thinks. 

Graduates face underemployment 
Many readers know that the 
University of Waterloo in Ontario, 
Canada. is a major educator of actuar- 
ial students. with six FSAs on the fac- 
ulty and almost 100 graduates each 
year. Waterloo also is a pioneer in tico- 
operative education.” where students 
alternate four-month school terms 
with four-month work terms with ac- 
tuarial employers. By graduation. their 
work experience totals 24 months. 

The old paradigm is to worry 
about educating children and helping 
the poor, the assumption being that 
children passively sit in a classroom. 
listening to a teacher, and that the 
poor passively work in boring jobs. 
The telecomputer will liberate the 
young. ignorant, and poor by allowing 
them to actively use their one asset - 
their intelligence - as effectively as 
the old, educated. and rich. 

However. the enrollment in the 
Waterloo program has risen so rapidly 
over the past five years (from a gradu- 
ating class of 30 to one of around 
100). that not all students are finding 
employment. This is despite an active 
graduating student placement center 
at the university. 

Al1 they need is the willpower - 
a learn ethic of an information society 
to complement the work ethic of an 
industrial society. The learn ethic is 
one of being responsible for teaching 
oneself, for deciding what one should 
and should not know. Fiber optics and 
the telecomputer will give ordinary 
people access to limitless low-cost in- 
formation. from which they can 
choose whatever they want to know. 

Many Waterloo students graduate 
with Society of Actuaries exam credits 
around the ASA level. They are able to 
work effectively immediately after 
graduation, and. under the new 
Canada-U.S. Free Trade Agreement, 
work visas are not a problem for actu- 
aria1 students seeking to cross the bor- 
der. Therefore, U.S.. as well as 
Canadian, employers should consider 
interviewing Waterloo graduates. 

Keith Sharp 

Capital can be enjoyed by only 
one owner at a time, but information 
can be shared by all. Therefore, the 
transformation from a capitalistic soci- 
ety to an information society will in- 
crease equality. 

As William Hsiao suggested at the 
Second General Session of the annual 
meeting. America will become a na- 
tion of perpetua1 students. These will 
not be homogeneous students. áll 
taking the same series of actuarial ex- 
aminations in perpetuity. They will be 

In memoriam 
Walter Chapin 

Marwin R. Dodson 

Jacob B. Goranflo 
David G. Hurlbut 

Ivan R. Taylor 

Henry B. Thiessen 

Arthur Tollefson 

FSA 1946, 
MAAA 1965 

FSA 1936. 
MAAA 1965 

FSA 1981 
FSA 1962. 

MAAA 1965 
FSA 1958, 
FCIA 1965 
ASA 1938, 

MAAA 1969 
FSA 1969 



by Julian Ochrymowych 

A. “- Lord, and wait for him...” _ _ _ _ _ _ _ _ _ 
(PS. 37:7; 3 wds.) 210 176 163 42 110 230 134 83 155 

N. Keeper of a vehicle-renta1 sen& - - - _ - - - - - 
143 5 127 194 65 224 101 184 32 

a a 

8. Profound learning; knowledge 
38i5immiE63sõzüüm 

0. A leap in which a ballet dancer 
repeatedly crosses the legs 

C. ‘7he scattered -, bleached and - _ _ - - _ _ _ _ 
dry” (Thaxter, “The Sandpiper”) 15 2w 56 97 151 1 126 220 ll4 

P. Polish given to footwear 

D. Volcanic vent that yields only hot 
vapors and sulfurous gases 

_ _ - _ _ _ _ _ _ 
27 106 228 180 76 61 116 214 170 

Q. Administrative official, as a governor 

E. Wasp which constructs cells of wet 
ground (2 wds.) 

- - - _ _ _ _ _ _ 
131 209 59 197 144 31 183 17 98 

R. Businesslike, like some pantyhose? 
0w.W 

F. Abusive language --------- 
19 139 112 212 166 162 46 146 71 

S. One of Lewis Carroll’s twins 

G. Medieval militaty machine for hurling _ _ _ _ _ _ _ _ _ 
missiles 51 1W 132 177 67 217 4 147 67 

* 

T. A woman’s short close-fitting jacket 
Uvph.) 

H. Listing of the most popular songs - - - - - _ _ _ _ 
(2 wds.) 9 25 122 193 173 162 93 211 149 

U. Radiant splendor 

1. Being in comfortable economic _ _ _ _ _ - - - - 
circumstances (hyph.) 221 208 45 69 159 94 12 140 187 

V. The body of air around the earth 

J. Furnished (a legislative act) with a ------___ 
designation 188 172 6 36 68 107 142 124 223 

W. Opera based on Canille (2 wds.) 

K. One fond of eating -------__ 
105 88 138 ll 70 222 184 48 23 

X. 1934 movie starring Jackie Cooper 
(3 wds.) 

L. Horn-shaped glass, three feet tall, _ _ _ _ _ _ _ _ _ 
that holds two or three pints (3 wds.) 7g lo2 ‘17 13’ ‘60 213 ’ 23 53 

M. Riddle --------- 
135 161 111 199 81 229 16 54 95 

Y. Exercises designed to reduce one’s 
weight 
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--------- 
30 219 204 171 86 12il 152 62 41 

--------- 
í6 29 47 84 75 123 157 202 218 

------___ 
233 216 189 167 133 109 89 44 26 

---------- 
195 231 145 99 55 77 121 6 21 43 

--_-_----- 
10 50 116 137 179 2Q3 235 92 156 20 

---------- 
113 64 13 226 85 192 205 153 129 169 

---------- 
103 91 57 72 24 35 174 191 3 141 

--------- 
158 ll5 22 7 181 168 78 37 66 

m-1 
49 96 

Solution for January Actucrostic: I know of no way to summarize, condense or excerpt the Kennedy inaugural address. It was itself a compact summaty of the 
new president’s hopes and resolves - his pledges to our friends and allies, old and new . . . and his summons to his fellow citizens to bear with him the burdens of i 
freedom. -Theodore C. Sorensen, Kennedy X 
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