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From the President

A Primer on CAS
Governance

by Mary Frances
Miller

he recent megainsolvencies

and corporate scandals have

turned the public’s attention

towhat constitutes good cor-
porate governance. Companies that
place too much power inthe handsof a
singleindividual or asmall group face
dominance risk—an operational risk
that Jeremy Goford (president of the
U.K. Institute of Actuaries) character-
izes as one of the greatest threatsto an
enterprise’slong-term stability. Domi-
nance risk played a major role in the
insolvency of HIH, thelargest personal
linescarrierinAustralia A few “entre-
preneurial” personalities with grandi-
ose expansion ideas were able to bet
the company’s surplus on their pet
projects largely because there was no
voice of restraint.

What is the CAS's exposure to
dominance risk? | have chatted with
CAS members about thisissue on sev-
eral occasions, only to discover that a
substantial portion of our membership
isabit hazy on just who has what au-
thority inthe CASleadership. So| am
devoting thiscolumnto aprimer onthe
CAS governance process, along with
an invitation to become more familiar
with the process by sitting in on CAS
Board meetings.

— page 14

Board To Implement Joint
Task Force Recommendations
on Preliminary Examinations

ARLINGTON, Va—Atits March 8, 2004 meeting, the CAS Board of Directors
approved the proposal of the Joint CAS/SOA Task Force on Preliminary Education
(www.casact.org/admissions/reports/ CA SPeProposal .pdf), with two modifications.
Thejoint task forcewas charged with preparing afina recommendation and animple-
mentation plan with respect to educational processes for both the CAS and SOA (in-
cluding areas of joint activity) for the subjects covered by current Exams 1-4.

The board received a number of questions and comments from members and
candidates about the task force recommendations and took these comments into
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|ASB Issues International
Financial Reporting Standard
For Insurance Contracts

IAA Will Develop International Actuarial Standards
of Practice

The International Accounting Standards Board (IASB) issued International Fi-
nancial Reporting Standard 4 Insurance Contracts (IFRS 4) on March 31, 2004
after seven years of study. The IASB is publishing IFRS 4 as three separate book-

Membership Survey Shows
High Satisfaction

Last year, CAS members were asked to complete the 2003 CAS Membership
Survey, and the response rate was incredible. More than 52 percent of the member-
ship (1,934 members) submitted a completed questionnaire. (For comparison pur-
poses, 32 percent of the membership responded in 1998 and 41 percent responded
in 1993.) Before the Membership Survey Task Force

even had a chance to analyze the responses to survey Inside This Issue:
guestions, one message was loud and clear—CAS .
members are strongly interested in the future direc- In My Opinion ..................... 2
tion of the organization. Random Sampler ................ 5
The Membership Survey Task Force has compl eted :

. . Brainstorms .........ccccveeee. 23
its report and is pleased to share the survey results

— page17 It's a Puzzlement .............. 24




In My Opinion

Between a Rock and a
Hard Place

by Paul E. Lacko

n March 14, The New York Times published areport under the headline

‘Democrats Demand Inquiry Into Charge by Medicare Officer.” There-

ort alleges that “the Bush administration threatened to fire a top

Medicare official,” Richard S. Foster, the chief actuary of the Medicare

program, “if he gave data to Congress showing the high costs of hotly contested
Medicare legislation.”

An editorial in The New York Times two days later noted that “Mr. Foster pri-
vately cautioned that [the M edicare changes'] cost could amount to as much as $600
billion, while the White House stuck publicly to the Congressional Budget Office
figure of $400 billion over 10 years.”

| subscribe to The Wall Street Journal, but not The New York Times, so the first
report | saw was on page four of the March 18 Wall Street Journal. This article
shows an exchange of memos. Mr. Foster’s memo to Tom Scully says, “I have a
personal and professional responsibility” to respond to three requests from mem-
bers of Congress for specific estimates with relevance to the proposed legislation.
Thereply, from Mr. Scully’s top assistant rather than Tom Scully himself, tells Mr.
Foster, “Tom Scully was very explicit—do not share information on #2 and #3 with
anyoneelse until Tom Scully explicitly
talkswith you—authorizing therelease
of information. The consequences for
insubordination are very severe. Please
call meif you have any questions re-
garding thisinstruction.”

Thearticledoesnot say if Mr. Scully
“explicitly” talked with Mr. Foster. The
article does not say what estimates, if
any, Mr. Foster sent over to Congress.
But it appears that Congress was surprised to find out how high Mr. Foster’s esti-
mates were, and more than alittle upset to find out after the legislation had already
been passed into law.

According to the newspaper reports, Mr. Foster is scheduled to sit before Con-
gress on Wednesday, March 24, to present his annual report about the Medicare
system. For you, Mr. Foster’s report to Congress is already old news. | write this
column for The Actuarial Review about six weeks before you read it. Thistime lag
makes it difficult to reflect on current eventsin this column. Either | have too little
information on which to base an opinion, or the issues are resolved or forgotten
before you read the column.

My hunch isthat some Democratsin Congress, and probably some Republicans,
will treat Mr. Foster respectfully. They will welcome Mr. Foster as a “good guy”
who has brought to light evidence that the Bush administration intentionally with-
held important information from Congress and the American public. They will com-
mend Mr. Foster for coming forward in amanner that was clearly judicious, reason-
able, and ethical given the circumstances.

Other Democrats and Republicans may be less kind, especially some who voted
in favor of the legislation. Mr. Foster’s silence led to the passage of the Medicare
legislation—by onevote. If members of Congress had been aware that Mr. Foster’s

“Foster’s silence led to
the passage of the
Medicare legislation—
by one vote.”
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2004 CLRS Set For Las Vegas

by Susan Pino, Chairperson, Joint Committee for the Casualty Loss Reserve Seminar

he 2004 Casualty Loss Re-

serve Seminar (CLRS) will

be held at the Mirage Hotel

in Las Vegas on September
13-14 and will offer actuaries, anaysts,
accountants, regulators, and other in-
terested parties an opportunity to learn
more about lossreservesintoday’ sfast-
changing environment. A Limited
Attendance Seminar (LAS) onAsset Li-
ability Management and Principles of
Finance will immediately follow on
September 14-15.

Thisyear’s seminar also provides a
unique opportunity to learn about the
activitiesof the membershipin response
to recent concerns by our various con-
stituents. Learn what we aredoing asa
profession to improve the actuarial
work product, including the Statement

of Actuarial Opinion, share your own
views and concerns regarding recent
discussion and critiques of the reserv-
ing process, and participate in a num-
ber of interactive ons.

Boston to Host 2004
Reinsurance Seminar

by Jean DeSantis, Chairperson, Joint Program Committee For

Reinsurance Seminars

he Boston Marriott Copley

Place in Boston, Massachu-

setts, will host the 2004 CAS
Reinsurance Seminar, June

6-8. A welcome reception will kick off
the seminar on Sunday evening with
general sessions and concurrent ses-
sions on Monday and Tuesday. There
will beabuffet dinner on Monday night.
One of the general sessionswill in-
clude adiscussion from the perspective
of the new millennium reinsurers and
how their strategies may differ from or
be similar to those of the 1990's. Inthe
second general session, a panel of ac-
tuarieswill discuss how their rolesand
relationships in the workplace and in-
dustry have an impact on the success
of their company, the industry, and on
the credibility of the actuarial profes-
sion. Concurrent sessions will include
technical sessions on advanced experi-
ence and exposure rating, property ca-
tastrophe modeling of small- and me-
dium-sized events, and parameter un-
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certainty. Business segments addressed
will include directors and officers,
medical malpractice, umbrella, and in-
ternational issues. Other concurrent ses-
sion topics include accounting issues,
reinsurance contract wording, behav-
ioral economics, and career planning.
Also, the Reinsurance Research Com-
mittee will moderate aresearch corner
discussion and the paper awarded the
2004 Ronald Ferguson award will be
presented.

Moreinformation on the seminar has
been mailed to members and is also
available on the CAS Web Site. m
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The 2004 CLRSwill offer over fifty
sessionscovering avariety of topicsand
tracks, including reinsurancereserving,
accounting topics, emerging iSsues, re-
serving techniques, reserve opinion and
other regulatory issues, and other areas
specifictoindividual linesof business.

The LAS is an opportunity for
attendees to become acquainted with
both basic and advanced topics in the
areas of finance and financial risk man-
agement and their applications to the
pricing and analysis of property/casu-
alty insurance.

Don’'t miss this opportunity to par-
ticipatein these seminarsand enjoy the
city of Las Vegas. For more informa-
tion on sessions and registration, visit
the CAS Web Site at www.casact.org/
coneduc/clrs/2004. m

Spring
Meeting Spots
Still Available

There'sstill timeto register for the
2004 CAS Spring Meeting at The
Broadmoor in Colorado Springs, CO
thisMay.

Go to www.casact.org/coneduc/
spring/2004 to register online. m




Proceedings: Yea or Nay?
Dear Editor:

In February’s Actuarial Review,
CliveK eatingetendersour willingness
to cease publication of the Proceedings.
In his view, [it does] not support the
CAS'spursuit of the Centennial Goals.
| seeno conflict there; infact | am more
inclined to the view that the Proceed-
ingsreinforcethese goals. Clive asserts
that few actuariesoutsidethe U.S. read
the PCAS. | imagine that just about as
many actuaries outside of the U.S. who
want to, read the PCAS. They are
online; there are no barriers. Lastly, he
claims that the Proceedings are not
timely in today’sfast-paced world. Per-
haps they are not. However, the CAS
has plenty of timely, responsivevenues
for its members to get their reactions,
comments, and input on important cur-
rent issues.

Clivesuggeststwo alternativestothe
Proceedings—The North American Ac-
tuarial Journal and the creation of a
worldwide journal. In my view, either
(or both) would actually dilute the in-
tent of thefirst Centennial Goal, which
focuses specifically on casualty actu-
aries and casualty actuarial science.

The Proceedingskeep usfocused on
our art and science.

Ed Shoop, FCAS

Clive K eatinge responds:

The problem with the Proceedings
is not one of access; it isindeed easily
accessible. The problemisthat too few
outside the CAS are interested in ac-
cess.

The Proceedings is our only refer-
eed publication, and unrefereed publi-
cations such asthe Forumand the Dis-
cussion Paper Program are not a sub-
stitute. Most of our current literatureis
now unrefereed and thus unreliable. If
we expect to attain the stature required
by the CAS Centennial Goal, we must
addressthis.

As| stated in my article, the world-
wide journal | suggest would indeed
focuson casualty actuarial science. The
North American Actuarial Journal
would be an appropriate venue for pa-
pers of interest to awider audiencethan
just casualty actuaries.
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From the Readers

Fortunately, the problems with our
publications have not gone unnoticed.
| encourage AR readersto read the re-
port of the CAS Task Force on Publi-
cationswhen it is released.

A Good Thing
Dear Editor:

Regarding the rating agencies' ar-
ticles about actuaries, | shared Paul
Lacko'sinitial reaction of outrage (“In
My Opinion,” The Actuarial Review,
February 2004), and | agree that our
|eadership dealt with it swiftly and ap-
propriately. | am writing to share my
view (now that the outrage has passed
and | can think clearly) that thisis ac-
tually agood thing for the actuarial pro-
fession.

First off, the evidence would not
support the charges, so they should not
harm the profession. For example, re-
serve deterioration, by itself, does not
imply unethical actuaries, or that the
profession does not do enough to ad-
vance the science. As others have
pointed out, the people who have made
these accusations don’t seem to have
any idea who members of our profes-
sionare: highly mathematical insurance
experts who have dedicated their ca
reers to advancing the body of knowl-
edge of casualty actuarial science.

What the articles really say is how
critical thework of actuariesisand has
become. Theinsuranceindustry spends
alot of money on actuarial work and
these articles would support spending
even more. The financial condition of
an insurance enterprise has a high de-
gree of uncertainty compared to other
industries (it is more dependant on fu-
ture contingent events). That is pre-
cisely why actuaries are needed in the
industry. Even with the best possible
actuarial work, we cannot eliminatethis
uncertainty. Asyou said, no forecaster
can guarantee aright answer. Asapro-
fession, we should not get defensive
when these charges are brought because
we know that they cannot be supported.
Rather, we should useit as an opportu-
nity to explain how complex theissues
are, how much judgment and uncer-
tainty isinvolved, and all the advances
that top expertsin the field have been
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making. The sentimentsin the articles
can actually lead to increasing the im-
portance placed on our analyses.

Just as good actuarial work is criti-
cal to success, bad actuarial work can
kill a company. That statement is not
critical of the profession, but rather jus-
tification for the high positionsand in-
comes demanded by many of our mem-
bers. When we defend ourselvesto un-
founded charges, we need to be careful
not to damage the profession’s reputa-
tion by implying that actuaries are not
important enough to do any harm.

In this country, people are free to
charge uswith whatever they want. But,
upon reviewing the evidence, | am con-
fident the public would conclude that
actuariesare highly ethical profession-
alsdevoted to constantly improving the
process and doing the best possible
work. I, for one, am glad | work in a
profession that not only isso important
that it is scrutinized when the industry
has problems, but also requires agreat
deal of judgment. Whileinitially upset-
ting, the rating agencies’ articles may
lead to an increased reliance placed on

— pageS

Let Us
Hear From
You

The Actuarial Review welcomes
lettersand story ideasfrom our read-
ers. Please specify what department
you intend for your item—I|ettersto
the editor, or proposed news items,
Brainstorms, It's Puzzlement, etc.
Here's how to reach us:

Lettersand Ideasfor The
Actuarial Review

E-mail: AR@casact.org

Fax: (703) 276-3108

Mail: CAS, 1100 N. Glebe
Road, Suite 600, Arlington, VA
22201. =
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Random Sampler

Statistical Ties

by Charles L. McClenahan

S we once again enter the

el ection season we will un-

doubtedly hear the pundits

refer to any poll where the
differenceiswithin the margin of error
asa“statistical tie.” Thisis, of course,
just another example of the modern
American education system—the math
is wrong, but nobody’s self-esteem is
injured.

Whilethisfallacy is somewhat remi-
niscent of the story of thetwo actuaries
hunting rabbit, it has some appeal to us
Cub fans (Red Sox too, | suppose). |
mean, given aseven-game sample....

But before we gloat too much over
this obvious lack of understanding of
the mathematical world’sbasic nature,
let us look at how we, as supposedly
learned practitioners, apply what we
know (ASOP No. 36):

Deter mination of Reasonable Pro-
vision—When the stated reserve
amount iswithin the actuary’s range of
reasonabl e reserve estimates, the actu-
ary shouldissue astatement of actuarial
opinion that the stated reserve amount
makes a reasonable provision for the
liabilities associated with the specified
reserves.

Range of Reasonable Reserve Es-
timates—The actuary may determine
arange of reasonabl e reserve estimates
that reflectsthe uncertainties associated
with analyzing thereserves. A range of
reasonable estimates is arange of esti-
matesthat could be produced by appro-
priate actuarial methods or alternative

sets of assumptions that the actuary
judgesto be reasonable.

Aaron Levenstein said, “Statistics
arelikebikinis. What they reveal issug-
gestive, but what they conceal isvital.”
Yet the statisticsthemselves are neither
modest nor immodest. Any conceal-
ment that exists is the result of igno-
rance, misinterpretation, or both. A four
percent difference with afour percent

% 3% a0

3% 16'% 40%

margin of error meansthere could be a
tie, not that there is atie. A reserve at
the low end of the range of reasonable
estimates means the reserve could be
reasonable, not that it is reasonable.
When the pundit reportstheresult asa
“statistical tie,” or the appointed actu-
ary opines that the low-end reserve is
“reasonable,” itisnot the statistical pro-
cessthat is hiding the truth. m
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From the Readers
From page 4

actuarial work. Thisisagood thing for
the profession.
Michael Dubin, FCAS

What Next?
Dear Editor:

In her “From the President” column
(TheActuarial Review, February 2004)
Mary Frances Miller asks, “whereis

May 2004

our research on how to anticipate and
reflect changing economic conditions
in pricing and reserving?’

Well, you don’t need awhole lot of
research for that. All you needto dois
some low-level sensitivity testing of
your process. | suspect most (if not all)
thorough and responsible actuaries do
this now. However, having doneit, the
issueis, “what do | do next? One of
the problems is that there is no ad-
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equate, accepted public venue for the
disclosure of these results.

Let's say you're somehow able to
determinethat your estimatereflectsan
underlying, overall, embedded average
(I know there'saproblem here) rate of
change of x%. So you plug in (X +/-
1)%, and re-run. Similarly for (X +/-
2)%. You get a good idea what a one
percent changeisworth, real fast. Then

— page 16
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AAA Comments on Foster  Preliminary Exam
From page 1

Barbara L autzenheiser, president of American Academy of Actuaries, issued the

letter below in response to the situation involving Richard S. Foster, the U.S.

government’s chief analyst of Medicare costs (see “In My Opinion,” page 2). The

letter was published in the April issue of The Actuarial Update.

consideration. In particular, the board
considered the Validation by Educa
tional Experience (VEE) component,

Dear Colleagues,
Asmany of you are awar

Board of Directors, and a respect

bill.

actuarial analysis of @ draft
$150 billion morethan the $39

which by law isthe only 9
administration submitted i

dicethemin any way.

have brought to the pu
role of the actuary in deter

. icaid Services, aform .
tersfor Medicareand Medica ed member of the profession, has been In

the news regarding his role in the passage

According to recent news reports,

wanted to respon ;
summer because he of the bill. His cost estimate was approxi mately

5 billion calculated by the Congressional Budget

i in Novemb:

ice (CBO). The bill was passed in
o ) fficial estimate Congr .
ts EY 2005 budget proposal in February,

illion,
mated cost for the Medicare prescription drug program was $534 billi

virtually the same as Mr. Foster’s earlier estimate.

As this letter goes to print, the Ac
tatement in response to the news repor
fice and the inspector genera!_of the Depar
viceshavelaunchedi nvestigations.
the Academy intendsto refrain from

We support the principle that .sou
be available to decision-makers, in b

i joniscl
en exchange of information | ,
o plic's attention the value of

mining national policy.

March 26, 2004

e Richard Foster, the chief actuary for the Cen-

er member of theAcademy’s
of the Medicare prescription drug

Mr. Foster’s job was threatened last
d to a request from Congress for an

er using the CBO estimate,
ess can use. When the Bush
the esti-

ademy has not made an official public
ts. Both the General Accounting Of-
tment of Health and Human Ser-

Whilethoseinvesti gationsarein progress,

making any statements that could preju-

nd, unbiased actuarial analysis should
oth the public and private sectors. The

rucial to our democracy- The news reports

actuarial analysis and the

Sincerely, ‘
Barbara Lautzenhei sef, President

in which candidates could substantiate
knowledge by submitting acceptable
evidence of having satisfactorily com-
pleted appropriate university coursesor
exams or courses administered by other
organizations.

The board’stwo changesto the pro-
posal were;

e Add transition rules related to pre-
2000 exams.

e Offer exams on economics, corpo-
rate finance, and applied statistics
for aminimum of two yearsas addi-
tional option for achieving VEE
credit for these subjects.

Attheend of two years, the CASwill
reeval uate whether to continueto offer
these exams, dependent on the quan-
tity and quality of other educational ex-
periences available for working candi-
dates who did not take the necessary
courses whilein college. Although the
CASwill administer these transitional
exams, both the CAS and SOA will ac-
cept the exams for VEE credit.

To read the revised summary of the
changes approved by the CAS Board
visit www.casact.org/admissions/re-
ports/PErevisions.htm. The CAShopes
to be ableto announce thefull syllabus
for new Exams 1-4 by late spring.

Thefeedback received by the board
on the VEE proposal indicates that
there is a lot of confusion about this
component. A Q& A document, posted
tothe CASWeb Siteat www.casact.org/
admissions/reports/QA .htm, addresses
the most common questions and con-
cerns. m

Int’l Accounting
From page 1

lets. The first contains the mandatory
requirements of the IFRS; the second
containsthe IASB’s Basis for Conclu-
sions, which sets out the IASB’s rea-
soning behind the requirements in the
IFRS; and the third consists of imple-
mentation guidance, including various
illustrative examples. Subscribers are

6

able to access the standard through
IASB’s online services. Those wishing
to subscribe can do so viae-mail request
(publications@iasb.org) or online
(www.iash.org).

The publication of this IFRS pro-
vides, for the first time, guidance on
accounting for insurance contracts, and
marksthefirst stepinthel ASB’sproject
to achieve uniform insurance industry
accounting practices around the world.

The Actuarial Review

Introducing IFRS 4, Sir David Tweedie,
IASB chairman, said, “ At the urging of
users, insurers and regul ators, we have
developed IFRS 4 to provide interim
guidance on insurance accounting
practices without imposing on the in-
surance industry significant costs that
could proveto be wasted when we com-
plete the more comprehensive project.”

— page 17
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Latest Research

Economic VVariable Model Available on

CAS Web Site

by Phil Heckman, Chairperson, Committee on Theory of Risk

n economic time series
model is now available in
the Research Section of the
CAS Web Site. The model
was created by CAS members Steve
D’Arcy and Rick Gor vett of the Uni-
versity of Illinois, and Kevin Ahlgrim
of Illinois State University, under the
joint sponsorship of the CAS Commiit-
tee on Theory of Risk and the CAS
Dynamic Risk Modeling Committee
and the Society of Actuaries. This
model generates multiplefinancial sce-
narios, incorporating interrelations
among interest rates, inflation, and
other financial and economic variables.
Themodel hasapplicationsfor dynamic
financial analysis(DFA), cash flow test-
ing, investment analysis, and financial
planning
The model is written in Microsoft
Excel using Visual Basic and the Pali-
sade Corp.’s @Risk add-on. Users can
run the program with the base param-
etersaready installed, or change these
parameters to reflect the judgment of
theuser. Thetime seriesit can simulate
are

e | ong Term Interest Ratesand Yield
Curve

e Short Term Interest Ratesand Yield
Curve

e [nflation Rates

e Stock Market Price Levels—L arge
Capitalization Stocks

e Stock Market Price Levels—Small
Capitalization Stocks

e Equity Dividend Yields

o Real Estate Price Levels

e Unemployment Rate

The model documents include an
Excel workbook containing the model
itself and another with a large number
of economic scenarios generated by the
model for those users who do not have
the @Risk add-in. Also posted on the
Web siteisan extensive report and bib-
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liography with thorough discussion of
theresearch team’smodeling decisions
and a comparison of the output of the
model with historical values. Before
undertaking the modeling itself, there-
search team conducted an extensivelit-
eraturereview. Thereport includesdis-
cussion of key contributions to the lit-
erature.

The original impetus for the model
came from Chuck Emma, then chair
of the Dynamic Risk Modeling Com-
mittee (formerly DFA Committee).
Emmasaw the need for abasic simula-
tion model, for economic time series
commonly used in DFA, which would
incorporate the correl ations and depen-
dencesamong these seriesand provide
amodeling platform that reliably pro-
duces reasonable and realistic eco-
nomic scenarios. |n my capacity asthe
chair of the Committee on Theory of
Risk, | led oversight of the project

jointly with Steve Segal, director of
research for the SOA.

The model is intended to support a
basic level of professional quality in
DFA modeling and should be of inter-
est to any practitioner, even those with
more sophisticated models at their dis-
posal. Nonpractitioners will find the
report well written and an efficient way
to becomeinformed on economic mod-
eling issues.

Themodel ispublicly available, and
al interested parties are welcome to
download and try out the model, per-
haps in a live DFA analysis. The au-
thors presented their work at the recent
Enterprise Risk Management Sympo-
sium, which was held in Chicago and
cosponsored by CAS, SOA, the Profes-
sional Risk Managers' International
Association, and Georgia State Univer-
sity. The authors invite your questions
and comments. m

CAS Issues Bylaws Errata for

2004 Yearbook

The 2004 Yearbook of the Casualty Actuarial Society containsan error inArticle
IV of the CAS Bylaws. Included in the envelope of the ARissued to CAS members
isan errata sticker that can be put in place of Article [V'sfirst paragraph, printed on

page 290 of the Yearbook.
The CAS regretsthe error.

CAS Fellows approved the Bylaws change in April 2003. Following is the cor-
rect wording of the paragraph. Place the sticker over the first paragraph of Article

IV.m

ARrTICLE IV.—Elections and Filling of Vacancies

Procedures for nominations and el ections shall be established by amajority vote
of the Directors present and voting at a meeting of the Board of Directors. These
procedures shall be provided to the membership annually at the beginning of the
election process. A majority of the votes cast by Fellows shall be necessary for the
election of the President-Elect. For the election of Directors, the four candidates
with the highest number of votes cast shall be el ected, subject to arequirement that
one third of the valid ballots cast for Director shall be necessary for the election of
aDirector.

The Actuarial Review 7



Actuarial Research Exchange Brings
Together Researchers and Organizations

The Joint CAS/CIA/SOA Commit-
tee on Academic Relations established
an actuarial research matching service
tojoin faculty and business or govern-
ment actuaries for collaborative work
on practical businessand societal prob-
lems. ThisWeb-based servicelinksfac-
ulty researchers and organizations for
joint research projects. Organizations
areinvited to post their research needs

on the Actuarial Research Exchange
Web Site, wherefaculty researcherscan
review the opportunities and respond
tothosethat matchtheir interests. There
is no cost to the organization to post a
research opportunity. In addition, fac-
ulty memberswho areinterested in con-
ducting research are listed to allow
companies to contact them directly
about research projects.

This Web Site can be viewed from
TheActuaria Foundation’shome page
at www.actuarialfoundation.org or
www.aerf.org/exchange. Please contact
Sheree Baker at (847) 706-3565 for
moreinformation. The Joint CAS/CIA/
SOA Committee onAcademic Relations
and theAERF Committee of TheActu-
arial Foundation sponsorsthe site. m

In My Opinion

From page 2

analysis showed the price tag to be 50
percent greater than Congressional
Budget Office (CBO) predicted, the
legislation probably would not have
been passed into law. Mr. Foster may
be pressed very hard to explainin great
detail why he didn’t come forward
sooner, much sooner, like, for instance,
before thelegid ation was passed. Some
members of Congress may see nothing
judicious, reasonable, or ethical by
waiting so long to bring this incident
public.

The CBO should be asked to explain
a few things, too. Does CBO still be-
lieve that its estimates are reasonable?
If not, then why did the CBO analysts
fail to discover this before the vote? If
so, on the other hand, does it believe
that Mr. Foster’sestimatesare also rea-
sonable? L et’s not argue about whether
$400 billion or $600 billion is the
“right” answer. Let’s not argue again
about whoistrustworthy andwhoisn't.
Let'sseeif we can agree on the reason-
ablerange of estimates.

Maybe then we can approach an in-
telligent decision.

The reports made Mr. Scully sound
like Captain Queeg, but thereportsdid
not describe what kind of working re-
lationship Mr. Scully and Mr. Foster
had. Being a political appointee, Mr.
Scully probably had a set of marching
orders from on high. He would have
been especially sensitive to political
agendas, hidden or otherwise, on the
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part of the people who sent informa-
tion requests to Mr. Foster. Mr. Foster
had no political agenda; apparently, he
simply provided his best advice to
whomever asked for it. According to
TheWall Street Journal article, amem-
ber of the Clinton administration said
that he received complaints from the
White House occasionally about Mr.
Foster’s"independence.”

It would be niceif the White House
and the Congress could play coopera-
tively in the federal sandbox and build
some nice sandcastles for us all. But
politics more often resembles a poker
gamethan adaycare outing. (What'sthe
difference between poker and politics?
In poker, somebody alwayswins.) The
gameitself isnoncooperative. Coopera
tion occurs at the process level—how
the gameis played. The players do ex-
pect one another to abide by the rules
of the game. (What's the difference
between politics and poker? Poker has
arulebook.)

In politics, and in poker, awinning
strategy requiresthat you figure out the
other players hole cards and prevent
them from figuring out yours. The same
can be said of the business world.
(What's the difference between busi-
nessand politics? Depends—how much
can you donate to the campaign?) One
rule that some people follow in busi-
ness and politics is this: If your work
will create a nasty mess that your boss
will have to clean up, then you make
sureyour bossisthefirst oneto know.

Corollary: Since you don’'t know
what might create anasty messfor your
bossto clean up, give your boss an op-
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portunity to review your work before
you send it out.

My bosses have explicitly told me
many times over the years, “Do your
analysis, but don't send it out before
youdiscussit withme.” | havelearned
alot about business on these occasions.
In general, | find it helpful to subject
my work to scrutiny. My boss and my
nonactuary peersdiscusswith me ques-
tionssuch asthese: In 25 wordsor less,
what does the analysis say? How real-
istic are the assumptions? What do we
actually know and what are we only
guessing at? How realisticisthemodel ?
How sensitive are the resultsto the as-
sumptions? How bad, and how likely,
isthe worst-case scenario? How might
thisbeinterpreted differently by some-
one who knows less about the subject
than we do?What objections, concerns,
and additional questions might we ex-
pect from the recipient? How do were-
spond?

| don’t worry about these questions
whilel’m doing my analysis, or, rather,
the first draft of my analysis. (Good
thing, or I'd never finish.) The discus-
sion is my chance to step back from
the numbers and consider the broader
business concerns. Thisis my chance
to find out things | didn’t know that |
didn't know. Hence | couldn’t build
thesethingsinto my analysisinthefirst
place. Thediscussion usually leads me
to change the analysis in some way. |
am improving my work product, not
caving in under political pressure.

Granted, | can't use my circum-

— page 21
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ERM: Myth vs. Reality

by Shaun Wang

nterprise risk management

(ERM) has become a hot

subject among actuariesand

risk managers. Theories pre-
dict that by taking anintegrated (or ho-
listic) approach to major risks facing
an enterprise (including financial, stra-
tegic, operational, and hazard risks),
ERM can reap great benefits in con-
trast to traditional silo approaches.
However, an examination of current
ERM practices reveals much miscon-
ception about risk and misapplication
of financial theories. For healthy de-
velopment of ERM, we need to sepa-
rate myth from reality.

The Concept of Risk

To many educated minds, risk isran-
dom or stochastic, and can be described
by aprobability distribution. Thismyth
is deeply rooted in financial and actu-
arial textbooks. The probability distri-
bution can be estimated from observ-
able (experience or market) data, with
possible adjustments for trending and
parameter uncertainty.

In modeling risks, however, more
stochastic is not necessarily better. An
outsider may observerisk asarandom
process. An insider, however, may see
the same phenomena as trends and di-
rections; infact, such forward-looking
projections can be very valuable for
decision-making.

For business risks and strategic
risks, amajor concernis*not knowing
the reality,” “lack of information,” or
“driving in the dark.” Information
asymmetry isprevalent in various risk
transactions. A more dreadful risk is
wrong existing structure or state of be-
ing, for instance, wrong incentives,
poor coordination and communication,
and lack of accountability. Theserisks
areworsethan random risksand are not
readily describable by a probability
distribution.

The randomness mentality of risk
has an unhealthy influence on the mod-
eling of operational risks. It may benice
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tofit aPareto curveto historical opera-
tional loss data, but what doesit do for
an enterprise? It would be much more
helpful totakeahard look at the busi-
ness processes and incentives that led
to past operational losses.

Multiple Perspectives of Risk
ERM doesoffer valuable big-picture
perspectives, especially in balancing
various types of risks. For instance,
from an ERM perspective, we see an
imbalance in traditional actuarial risk
modeling that devoted much effort to
modeling claim frequency, claim sever-
ity, and loss development volatilities,
but neglected moreimportant riskssuch
asthe underwriting and reserving cycle.

“ERM does offer
valuable big-picture
perspective... [but]
cannot replace local
expertise and
knowledge.”

Inreality, within an enterprise, vari-
ous business units (or activities) have
their own sets of relevant risks. The
ERM big-picture perspective cannot re-
place local expertise and knowledge.

When it comes to local (product-
level) decisions, there is a saying “the
devilsarein the details.”

ERM should not replace existing
specializations such as asset risk mod-
eling, credit risk modeling, and thelike.
In essence, ERM is a new specidiza-
tion that coordinates the risk-taking ac-
tivities of various business units, rec-
onciles diverse perspectives, and har-
monizes different economic interests
and incentives, for the ultimate benefit
of the enterprise.

Misapplications of Financial
Economics
In the past two decades financial
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economics has been underpinning the
explosive growth of the derivatives
markets, which in turn has earned fi-
nancial economics undisputable au-
thority in the academic world. The ba-
sic versionsof financial economicsas-
sume no frictional costs and informa-
tion efficiency, and the only relevant
risks to investors are systematic risks
for the market asawhole. While these
assumptions reflect some idealized
states and approximate truth in some
capital markets, they arefar fromreal-
ity when it comes to running an enter-
prise. It is exactly because of poten-
tially large disruption costs in a hon-
ideal world that risk management be-
COMes a necessity.

ERM isconcerned with therisksthat
are most relevant to the enterprise,
which may be or may not be the same
asthe systematic risksto the market as
awhole. For example, in the P& C in-
surance industry, the most dominant
risks may well be the notorious under-
writing and reserving cycle.

ERM further recognizesthat the set
of relevant risks to abusiness unit can
be quite different from that for the en-
terprise as awhole. In contrast, many
companies are doing top-down eco-
nomic capital alocations based on a
giant covariance matrix where corre-
lation parameters are guesstimates at
best. By so doing, they are unknowingly
using the top-down perspectiveto sup-
pressthe perspectivesthat are most rel-
evant to the individual business units.

The Curse of Blind Risk
Diversification

Correlation and diversification have
been at the heart of enterpriserisk mod-
eling. Many insurance companies have
developed analytical models to quan-
tify the diversification benefit between
business units. Unfortunately, blind
applications of portfolio theory mis-
guided companies to “diversify” into

— page 10
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ERM: Myth vs. Reality

From page 9

new markets and business lines, and

suffered big losses. | would categorize

the effects of diversification into the
following four different levels:

e “Offset” produces the highest ben-
efits, e.g., long- and short-position
infinancial assets. Animplicationis
that hedging isthe most effective di-
versification provided the hedging
cost isfair.

e “Random drivers’ offer good ben-
efits, e.g., natural catastrophe events
in various geographic regions. Some
specialized property catastrophe
writers actively manage their port-
folios through geographic and risk
peril diversifications.

e Pooling of “expertise intensive”
business may vyield little or even
negativerisk diversification. For in-
stance, different sectors (banking
and P& C insurance) may be subject
to different market dynamics, and

Financial Report
FISCAL YEAR ENDED 9/30/2003
OPERATING RESULTS BY FUNCTION
FUNCTION INCOME EXPENSE DIFFERENCE
Membership Services $ 1,229,027 $ 1,481,638 $ (252,610)
Seminars 1,268,152 1,176,483 91,669
Meetings 749,870 715,846 34,024
Exams 3,364,905 (a) 3,225,397 (a) 139,508
Publications 52,843 48,395 4,447
TOTALS FROM OPERATIONS $ 6,604,798 $ 6,047,759 $ 17,039
Interest Income 115,034
Unrealized Gain/(Loss) on Marketable Securities 197,490
TOTAL NET INCOME (LOSS) $ 329,564
NOTE: (a) Includes $2,119,313 of Volunteer Services for income and expense (SFAS 116).
BALANCE SHEET

ASSETS 9/30/2002 9/30/2003 DIFFERENCE
Checking Accounts $ 151,821 $ 869,659 $ 717,838
T-Bills/Notes, Marketable Securities 3,523,655 3,423,050 (100,605)
Accrued Interest 28,458 19,327 (9,131)
Prepaid Expenses 63,034 65,094 2,060
Prepaid Insurance 23,715 29,550 5,835
Accounts Receivable 76,250 68,464 (7,786)
Intangible Pension Asset 12,721 10,019 (2,702)
Textbook Inventory 17,716 2,123 (15,593)
Computers, Furniture 394,247 436,216 41,969
Less: Accumulated Depreciation (319,999) (338,547) (18,548)
TOTAL ASSETS $ 3,971,619 $ 4,584,955 $ 613,337
LIABILITIES 9/30/2002 9/30/2003 DIFFERENCE
Exam Fees Deferred $ 463,460 $ 615284 $ 151,824
Annual Meeting Fees Deferred 149,168 169,695 20,527
Seminar Fees Deferred 50,625 3,000 (47,625)
Accounts Payable and Accrued Expenses 418,550 525,556 107,006
Accrued Pension 192,418 195,620 3,202
TOTAL LIABILITIES $ 1,274,221 $ 1,509,155 $ 234934
MEMBERS' EQUITY
Unrestricted 9/30/2002 9/30/2003 DIFFERENCE
CAS Surplus $ 2,524,858 $ 2,854,421 $ 329,564
Pension minimum liability (net of

unamortized service cost of $10,019) (124,651) (90,572) 34,079
Michelbacher Fund 122,057 126,329 4,272
CAS Trust-Operating Fund 85,620 98,777 13,157
Research Fund 44,418 43,668 (750)

Subtotal Unrestricted $ 2,652,302 $ 3,032,623 $ 380,322
Temporarily Restricted 9/30/2002 9/30/2003 DIFFERENCE
Scholarship Fund S 6,297 $ 6,018 $ (280)
Rodermund Fund 8,799 8,107 (692)
CAS Trust-Ronald Ferguson Fund 30,000 29,052 (948)

Subtotal Temporarily Restricted 45,096 43,177 (1,920)
TOTAL MEMBERS’ EQUITY $ 2,697,398 $ 3,075,800 $ 378,402

Sheldon Rosenberg, Vice President—Administration
This is to certify that the assets and accounts shown in the above
financial statement have been audited and found to be correct.
CAS Audit Committee: Phil N. Ben-Zvi, Chairperson;
John F. Gibson, Frederick O. Kist, and Patricia A. Teufel
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require different sets of expertise; it

would be very difficult for the man-

agement to understand and manage
both well.

e Forlargediversified (complex) con-
glomerates, there may be legal
“drags’ due to the deep-pocket ef-
fect, and there may be “drags’ of
reputation spillover; these potential
drags are in effect negative diversi-
fication benefits.

Based on the theory of risk diversi-
fication, many companies on the buy
sidewereableto reducetheir insurance
cost significantly by seeking integrated
risk protections, under the name of al-
ternative risk transfers (ART). On the
sell side, however, some companies
now abhor the word ART after suffer-
ing big losses.

Necessity For Multiple Risk
Measures

Recognizing the fact that the set of
relevant risks can be different among
various business units, ERM necessar-
ily employs multiple risk measures.
Solvency measures at the enterprise
level (say, 99% VaR or TVaR) should
not dictate the pricing risk measures
used at the lower unit level (e.g., the
Sharperatio). It is understandabl e that
companies desire acommon yardstick
for comparing risk-return performances
of variousbusinessunits. Thereality is
that most enterprises have both risk-tak-
ing functionsand servicefunctions. We
need to go beyond traditional risk mea-
sures so that we can quantify the brand
name and customer services, asthey are
determinants of the franchise valuefor
the enterprise.

Prediction

Asayoung discipline, ERM forces
us to take a fresh look at various old
risk concepts. | predict that theoretical
breakthroughs will emerge to reflect
better the realities of our businesses,
and wewill see moreresearch products
that offer simulated risk dynamics and
market environment, allowing for inter-
actionswith decisionstaken by partici-
pants (the company, its competitors,
rating agencies, customers, and the
like). m
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Roundtable Discussion

The State of the Actuarial Employment

Market

by Arthur J. Schwartz

(Editor’s Note: Part One of the
Roundtable Discussion appearedinthe
February issue Msit www.casact.org to
read back copies.)

0 assess the state of the em-

ployment market for actuaries,

| recently held around-table

discussion with a number of
prominent recruiters. Our panel in-
cludes:

Patty Jacobsen, from D.W. Simpson
& Company in Chicago, the largest ac-
tuarial search firm in the world. Patty
is managing partner with her firm,
which specializes solely in actuarial
search within al lines of business in-
cluding life, health, property/casualty,
and pension. Patty can bereached at 1-
800-837-8338 x229 or by e-mail at
patty.jacobsen@dwsi mpson.com

Margaret Resce Milkint, from The
Jacobson Group in Chicago. Milkintis
a partner and her firm places all types
of speciatiesfor insurers—actuaries of
course, but also underwritersand claims
specialists. She can be reached at 1-
800-466-1578 or mmilkint@
jacobsonsol utions.com

James Coleman, from Nationwide
Actuaria SearchinLasVegas. Hisfirm
specializesin placing casualty actuar-
ies only. He can be reached at 1-800-
733-3536 or jim@actuary-recruiter.com

Pauline Reimer, ASA, MAAA, from
Pryor Associatesin New York. Named
one the top 25 recruiting firms by Dun
& Bradstreet, Pryor Associates has 30+
yearsof experienceintheinsurancein-
dustry (property/casualty, life, health,
pension). Pauline has been director of
theActuarial Placement Division since
1986 and has a decade of her own em-
ployment experience in insurance and
consulting firms. She hasalso been ap-
pointed to the Executive Board of Ac-
tuarial Society of Greater New York
(ASNY) asvicepresident of Public Re-
lations. Pauline can be reached at
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Part Two

1-866-6-ACTUARY or by e-mail at
paulinereimer @aol.com.

Schwartz: A topic that’s been in-
creasingly in the news is employers’
EEO palicies. For example, how com+
mon is it for employers to offer health
benefits to same sex partners of their
employees? How commoniisit for reli-
gious beliefs to be tolerated?

Reimer: All the mgjor employers
have EEO policiesthat are blind to is-
sues such as race, sex, creed, religion,

“I’ve seen an

evolution in

employers’

attitudes. There’s

greater awareness,
greater acceptance,
and greater interest

In diversity.”

—Margaret Milkint

national origin, age, marital status,
sexual orientation, disability or any
other “protected category.”

Jacobsen: Some of theseinsurersin-
cludeUSAA, American Express, CNA,
Allstate, and Fireman’s Fund.

Milkint: | would add Prudential Fi-
nancial, CIGNA, Nationwide, Hartford,
Hartford Financial, Progressive, St.
Paul, and Aon.

Jacobsen: It'sno problem, ever. It's
never an issue with any employer I've
dealt with. Peopletoday arejudged on
the merits of what they bring to the
table.

Milkint: I've been in this business
for eighteen years, and I've seen an
evolution in employers’ attitudes.
There's greater awareness, greater ac-
ceptance, and greater interest in diver-
sity. In big organizations, what you do
outside of work isyour choice.

Coleman: All employersthat weare
aware of offer positionswithout regard
torace, religion, sexua orientation, and
so on. Clearly there are other factors
beyond aperson’s examsand work his-
tory that affect the hiring decision.
Among these are communications
skills, personal hygiene, clothing
choices, and personality, which all play
important roles. We are not aware of
any unfavorable company or candidate
responsesin regard to these topics.

Reimer: Candidates are naturally
moreinclined to discuss personal issues
in aface-to-face setting. My attendance
at over a dozen conferences annually
affords me the opportunity to speak in-
dividually with actuaries who are per-
sonally concerned about a particular
EEO issue.

Jacobsen: Some of the larger em-
ployers have gay and lesbian support
groups. | think that really speaksto how
much more liberal the workplace has
become.

— page 12

Exams Oto 1yrs lto5yrs 5-10 yrs 10 yrs or more
1to2 40 - 60 42 - 74 *
3to4 48 - 70 50 - 85 65 - 100 *

Near Associates (5 to 6) * 57 - 95 80 - 130 *
Associates * 65 - 115 85 - 135 90 - 218+
New Fellows * * 95 - 180 118 - 188+
Experienced Fellows * * 95 - 180 100 - 400+

The Actuarial Review
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Roundtable Discussion
From page 11

Milkint: In our post-9/11 and post-
Enron world, there is a greater open-
ness to these issues by employers. |
believeit'san ethical reevaluation. The
good news is that there are employers
where a candidate can be secure that
they and their partner will be accepted.

Schwartz Let'sdiscussthesituation
of foreign students who do not have an
H1B Visa. It's my understanding that
the INS has drastically reduced the
number of such visas offered. A disad-
vantage of the visa is that the sponsor-
ing employer hasto complete some ex-
tensive paperwork. However the di-
lemmaisthat it seemsasif opportuni-
ties are drying up for talented foreign
students. What is your take on this?

Jacobsen: | agree. Today itismuch
tougher to get an H1B Visa. If you cur-
rently havethisvisa, the Portability Act
makes it easier to change employers.
There are till quite anumber of Asian
students who have an interest in com-
ing tothe U.S. However, the number of
H1B Visas being issued has decreased.

Coleman: According to my re-
search, in 2001 the H1B Visa cap was
set at 195,000 for 2001 through 2003.
That number was reduced by roughly
two-thirds starting in October 2003. It
appears our economy may be missing
a huge opportunity by not figuring out
how to integrate more of the technical
skillsand diverse backgrounds offered
by hiring an actuary from a foreign
country.

Jacobsen: Under NAFTA we could
easily bring in students or credentialed
actuaries from Canada and Mexico. It
was easy to hire them; now we see a
push back from potential employers.

Coleman: Limiting foreign candi-
dates has had the effect of driving up
salaries, particularly for students, for
those who currently have H1B Visa.
The reduction in the issuance of these
visas will limit the pool of talent that
American employers can draw from.
There hasto be abalance between U.S.
and naturalized professionals versus
industry demand if the technical need
isto be met. Thisshould also be acon-
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cern of our universities and industry
|eaders as they look to supply and de-
mand in the future.

Milkint: Actuaries from foreign
countriesenrichthe profession. A stum-
bling block isthat getting the H1B Visa
costs the employer more on the front
end. The benefit to the employer is a
greater diversity in talent and ability.

Jacobsen: Competition is healthy
among actuaries regardless of what
country they are from.

Coleman: We encourage more em-
ployers to embrace the H1B Visa pro-
cess as a sound method of managing
staffing costs. As recruiters we should
continue to encourage and support hir-

“It appears our
economy may be
missing a huge
opportunity by not
figuring out how to
integrate more of
the technical skills
and diverse
backgrounds
offered by hiring an
actuary from a

foreign country.”
—James Coleman

ing companies with qualified candi-
dates—both U.S. citizens and those
needing visa support. We can continue
to research and educate employers on
cost and advantages of these workers.
Competition to U.S. citizens is negli-
gible; the professional benefitsaresig-
nificant.

Jacobsen: Weat D.W. Simpsontake
a proactive role to educate our clients
on the visa process. We have written
up asimple document for the potential
employers that describes the process.
However, wedo seeemployerswho are
afraid of the process because it seems
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more difficult than it is. | hope there
will be an attitude shift over time. Em-
ployerscould greatly benefit from these
groups of actuaries.

Milkint: It'sajoint process. If some-
one in the organization is a champion
for theforeign actuaries, that makesall
the difference. They will talk the issue
up and bring legal and human resources
together to craft asound, long-term, in-
telligent policy for theenterprise. It'sa
lot of work. A supporter in the organi-
zation canreally streamlinethe process
and bring it to fruition.

Reimer: We have significant expe-
rience dealing with immigration and
related legal issues, including asuccess-
ful relationship with an attorney spe-
cializinginthisarea. If thecandidateis
willing to pay the cost of the attorney,
the company isusually more amenable.
Also, the greater the number of years
of actuarial experience, themorelikely
the company is to sponsor that indi-
vidual. If they have no experience,
many companiesarelesslikely to spon-
sor.

Schwartz: It soundslikea Catch 22:
“| have no experience so | need thevisa
to get some experience, but | can’t get
thevisa unless| already have some ex-
perience.”

Milkint: That's true, however, an-
other optionisan F1 visa. That'sgiven
so the person can get practical training
for oneyear.

Coleman: The F1 (student) visais
good for one year and can be extended
by an additional year as | understand
it. In general, employers are reluctant
to support this program because they
fear seeing their training efforts and
investment walk out the door in ayear.
The bureaucratic and financial cost re-
quirementsto the company are prohibi-
tivein view of therisk to the employer
after one or two years.

(Editor’s note: One Web site with
more information on the H1B visas is
http://travel.state.gov/
visa; tempwkr.html.)

Schwartz Thank you all for a great
discussion! m
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he long-awaited Penrose

Report into the problems at

the Equitable Life Assurance

Society was released on
Monday, March 8 to considerable me-
diacoverage. EquitableLifeisBritain's
oldest mutual life insurance company,
founded in 1762 at a meeting in the
White Lion tavern in Cornhill in the
City of London.

[By now you are thinking: What
doesthishaveto do with general insur-
ance (akaproperty/casualty) actuaries?
Keep reading....]

Here'savery simplified background
so | do not get sued for libel: many years
ago, The Equitable devised a product
that would guarantee a certain rate of
interest for policyholderswho choseto
buy the product. Unfortunately, when
interest rates fell and the stock market
did not do what was expected, they had
to fork out far more than they had an-
ticipated to these policyholders. Not
surprisingly, they eventually ran out of
money, causing losses of an estimated
£3.5 hillion for its one million policy-
holders.

Whilethe U.K. actuarial profession
thought actuaries might get someblame
for the problems at The Equitable, the
U.K. profession was surprised by the
government’s response to the Penrose
review. (Andthisiswherewe get to the
part that pertainsto ALL actuaries.)

The government has appointed a
special advisor (Sir Derek Morris) to
review the U.K. actuarial profession
with particular regard to professional
standards. Although the problemswith
The Equitable pertain more to life ac-
tuaries, ALL actuaries are being in-
cluded. The complete terms of refer-
ence for Sir Derek are asfollows:

“Consider what professional and/or
other regulatory framework would best
promote recognised, high-quality, and
continuously devel oping actuarial stan-
dards, openness in the application of
actuarial skills, transparency inthe pro-
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Actuaries Abroad

- Actuaries Under Scrutiny

by Kendra Felisky-Watson

fessional conduct of actuaries, account-

ability for their actions, and an openand

competitive market for actuarial advice

inthe U.K.

In doing so:

e Take into account developmentsin
the actuarial profession, regulation,
and the financial servicesmarket in
the U.K. and abroad;

e Examinetherole of actuariesinthe
financial services sector, including
providing actuarial opinionsin re-
lation to audited accounts;

e Build onthework of recent govern-

“The government has
appointed a special
advisor to review the
U.K. actuarial
profession with
particular regard to
professional
standards... In the
U.S., this would be
equivalent to a
congressional inquiry
into the actuarial
profession.”

ment and regulatory initiatives;

e Examine the relationship between
the Government Actuary’s Depart-
ment and the actuarial profession
and with other parts of government.

e Recommend a framework that will
be independent in representing the
public and consumer interest, and be
accountable, flexible, transparent,
and no more burdensome or restric-
tivethanisclearly justified.”

In the U.S., this would be equiva-
lent to a congressional inquiry into the
actuarial profession. We aretalking se-
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rious business here.

Even before the Penrose Report, the

U.K. profession had realized there was
a need for change. Jeremy Goford,
president of the Institute of Actuaries,
and Tom Ross, president of the Faculty
of Actuaries, stated that “today, there
isanirresistible clamour for openness,
transparency, and accountability, and
weare having to change morerapidly.”
They then introduced four initiatives:
e Actuarial Standards Board—con-
taining a majority of independent
membersto introduce the concept of
independenceinto our standard-set-
ting procedures
Revalidation of Professional Com-
petence—requiring all actuarieswho
give actuarial advice to have prac-
ticing certificates
e Peer Review—having all actuarial
work reviewed by external/indepen-
dent actuaries
Disciplinary Scheme—making new
joint arrangements between the In-
stitute and Faculty.
Itisinteresting to notethe frequency
of theword “transparency” in all these
communications. Obviously, the time
has now come for actuaries to step
down from their ivory towers, open
their black boxes, and join the rest of
the world.

On adlightly more entertaining note,
a paper will be presented at the Insti-
tute of Actuaries on Operational Risk.
Thisis an expanded version of the pa-
per presented at last October’'s GIRO
conferencein Cardiff. It has some quite
interesting thoughts of the kind of risks
facing companies, including insurers,
and how to model them. Some amaz-
ing-looking graphs are included that
really need to be seen to be believed.

The horrible cold, grey, drippy, wet
winter appears to finally be coming to
an end and England beat theWest Indies
at cricket in the West Indies. Spring is
definitely onitsway. m

13



From the President
From page 1

CAS successasan organization rests
on three critical groups of people: the
elected board, who determines policy
and direction for the Society; an enor-
mous volunteer committee structure,
headed up by an appointed Executive
Council (EC), to carry out the business
of the Society; and a very fine perma-
nent staff who makes everything hap-
pen.

Our board of directors consists of
twelve eected regular directorsplusthe
president, the president-elect, and the
immediate past president. The board
meetsfour timesayear; al significant
policy decisions are made at those
meetings. The board chair is the past
president. Six vice presidents plus the
president and president-elect make up
the EC. Unlike many of itssister orga-
nizations, the CAS makes a clear dis-
tinction between the el ected board—the
policy makers—and appointed vice
presidents whose responsibility is to
carry out theboard’sdirectives. Inmany
other organizations, EC members are
also voting board members and the
president chairsboth bodies, effectively
creatingamoreinfluential board within
the board. In the CAS, only the presi-
dent and the president-elect sit on both
the EC and the board, and since the
board chair is the past president, the
president’s influence on the board is
limited.

How, then, does the CAS make de-
cisions? How do policies change?|deas
come from al over. They may be sug-
gested by an individual member in a
phone call to a VP, the president, or a
board member. A committee may sug-
gest a change. A few of our commit-

tees, such as Educa
tion Policy and the
Long Range Planning
Committee, exist
pretty much just for
the purpose of making
recommendations.
Some changes are
prompted by outside
influences, such asthe
International Actu-
arial Association’'s
minimum standards
for qualified actuar-
ies. Other ideas are
initiated by board or
EC members. If the
suggestion  falls
within the scope of an
existing committee, L

The CAS Board Meeting:
You're Invited

CAS President Mary Frances Miller invites all
CAS membersto attend the next meeting of the CAS
Board of Directors. The meeting takes place before
the CAS Spring Meeting on Sunday, May 16, in Colo-
rado Springs.

CAS memberswill be able to observe the meeting
and may be called on to give their opinions. Meeting
highlightsincludetask forcereports on classes of mem-
bership and Associates’ roles in CAS governance.
These presentationswill begin at 11:30 a.m. to accom-
modate as many members as possible arriving in time
to hear the board's deliberations.

To sign up to observe the board meeting, please
contact the CAS Meetings Department at
meetings@casact.org.

J

the EC will ask that
the committee study the matter and put
together arecommendation.

If there is no logical committee to
tackle the question, or if theideais es-
pecially far reaching, the EC will often
ask the board for permission to form a
task forcejust to investigate and report
back on that one idea. Board-initiated
questions are usually handled by task
forces that report directly back to the
board itself. The EC reviews the com-
mittee or task force report and places
theitem on the board’sagenda, usually
along with a recommended board ac-
tion. Occasionally, board-initiated task
forces deliver their recommendations
directly to the board.

Then comesthefun part. Fifteenin-
dependent-minded board members at-
tempt to cometo a consensus. Each di-
rector hasan egual voiceinthe process.
Discussion continuesuntil all have had
an opportunity to contribute. Only in
very rare instances is the original rec-

John Culver Wooddy
Scholarships Available

The Actuarial Foundation, through its AERF Committee, will award up to four
$2,000 (U.S.) Wooddy Scholarshipsto undergraduate students who will have senior
standing during the 2004-2005 academic year. Applicantsfor the John Culver Wooddy
Scholarship are required to have completed at least one actuarial exam, rank in the
top quartile of their class, and must be nominated by a professor at their school.

The deadline for applications is June 25, 2004. Applications and information are
availableon TheActuarial Foundation’sWeb Site at www.actuarialfoundation.org. m
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ommendation adopted by the board
without amendment. Board discussions
are far reaching, and directors try to
make sure that they have evaluated all
of theimplications and taken all of the
members’ and candidates interestsinto
consideration. Sometimesit takesmore
than one board meeting, with additional
directed research, before adecision is
made. Given theresponsibility that each
board member displays, we have little
worry that asingle, dominant individual
could steer the Society far fromitsbest
course.

The next board meeting is Sunday,
May 16, in Colorado Springs. Thisis
the Sunday of our Spring Meeting, and
| invite all members to schedule your
travel a bit earlier so that you can ar-
riveintimefor the board meeting. Two
very important task forces will be de-
livering their reports, so we have sched-
uled their presentations to begin at
11:30 a.m. to allow for as many people
aspossibleto arrivein timeto hear the
board's deliberations. The Task Force
on Membership Classesischarged with
devel oping arecommendation on how
many classes of membership are needed
in the future CAS, and on how the
classes should be defined. A second task
force has been considering the appro-
priateness of expanding therole of As-
sociates in the leadership and gover-
nance of the Society. Please join usin
Colorado as we consider these core
policy questions. m
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Does Your Data Have Integrity?

A Case Study

by the CAS Committee on Management Data and Information

The CAS Committee on Manage-
ment Data and |nformation developed
the following case study in responseto
some comments that actuaries were
unaware of their responsibilities re-
garding data. The committee decided
a case study giving examples of proper
practice would be helpful to
practitioners. The committee plans to
expand the case study into a presenta-
tion at the 2005 Ratemaking Seminar
in Atlanta.

An actuary has completed his

review of acompany and is read-
ing the opinion letter one final time
before signing. He sees that the opin-
ion letter includes a sentence | evalu-
ated the data for reasonableness and
consistency” and wonders whether or
not he has actually donethis.

He asks his manager and his man-
ager states, “As long as the year-end
casereservesand the paid lossesfor the
most recent calendar year used in your
analysis match the totals shown in
Schedule P Part 1, you are fine.” The
actuary is confident the figures recon-
cile. But isthat sufficient?

Thisisnecessary but not sufficient,
for a number of reasons:

1.  Reconciliation to Schedule P
should be done in more detail. As ex-
plained in the annual Property and Ca-
sualty Practice Note for Statements of
Actuarial Opinion on P&C Loss Re-
serves, produced by the Committee on
Property and Liability Financial Re-
porting, the comparison should bedone
by line of business, by accident year,
totheextent such detail wasrelied upon
significantly.

2. ltemsother than casereserves
and paid losses should also be recon-
ciled. To the extent paid defense and
cost containment expenses, incurred
defense and cost contai nment expenses,
paid adjusting and other expenses, and
earned premium were relied upon sig-
nificantly informing the actuarial opin-
ion, these also need to be reconciled to
Schedule P, as explained in the Prac-
tice Note.
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3. “Evauation of data for rea-
sonablenessand consistency” goes be-
yond reconciling to Schedule P.

e ASOP 23, Data Quality, describes
this review as identifying data val-
uesthat are questionable or relation-
shipsthat are materially inconsistent.

e The Practice Note gives one ex-
ample of something the actuary may
choose to investigate—cumulative
paid loss amounts that significantly
exceed subsequent cumulative paid
loss amounts for the same accident
year and coverage (unless the actu-
ary is aware of a valid reason for
downward devel opmentsin the par-
ticular circumstances).

Is doing all that’s
necessary also
sufficient?

e The proposed revision of ASOP 23,
currently circulated for comments,
states that when reviewing data, if
the samework has been donefor the
prior period the actuary should re-
view the prior period data for con-
sistency with the current period data,
and if the actuary does not have the
prior period datathe actuary should
consider requesting it.

e The White Paper on Data Quality,
produced by the CAS Committee on
Management Dataand Information,
states that the actuary should deter-
minethe extent of checking, verify-
ing, and auditing done by the data
manager/supplier and comment on
the confidence, reliability, and value
of the data quality procedures done
by the data manager/supplier.
Little, if any, other guidanceis pro-

vided, so it is left up to the actuary to

determine how to go about thisreview.

ASOP 23 states that the actuary is not

expected to develop additional data

compilations solely for the purpose of
searching for questionable or inconsis-
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tent data. Other than reviewing cases
where paid losses develop downward
and current period data differs from
prior period data, as mentioned above,
an actuary may want to consider some
of thefollowing:

e Are there any individual develop-
ment factorsthat appear inconsi stent
with the remainder of the data?

e Are there instances of unexpected
negative case reserves?

e Arethere unusua points contained
in triangular compilations of ratios
of paid-to-incurred losses, loss ra-
tios, reported claims per exposure
units, paid or reported claim sever-
ity, closed claimsto reported claims,
or any other data compilation re-
viewed?

The actuary is by no means com-
pelled to review any of these particular
items, they are simply shown here as
examplesof things an actuary may want
to consider. Nor should this be consid-
ered an exhaustive list of thingsto re-
view.

4.  It's not enough to do it; you
have to document it. ASOP 23 states
the actuary should maintain adequate
documentation to support the use of
specific data underlying the actuarial
work product. This should include any
work done to evaluate its reasonable-
nessand consistency. The Practice Note
statesthat the underlying actuarial work
papers, including documentation of the
reconciliations required by paragraph
10 (i.e., the reconciliation to Schedule
P), must be maintained at the company
and availablefor examination for seven
years.

Note that it is not necessary to con-
clude from these tests that the data is
“perfect,” asperfect dataisdifficult, if
not impossible, to find. Items initially
found unreasonabl e or inconsistent can
either be explained or adjusted such that
the actuary’s analysisis not materially
affected. What to do when this cannot
be done is beyond the scope of this ar-
ticle. m
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CORP-Accepted Papers Posted on Web

The CAS Committee on Review of Papers has released its quarterly update of recently accepted papers. The CAS Editorial
Committee will be editing these papers for inclusion in the Proceedings of the Casualty Actuarial Society. As of April 1, 2004,

CORP has accepted the following papers:

1. “The‘'Maodified BF Approach to IBNR Allocation” by Trent Vaughn and Phoebe Tinney
2. Discussion of David Ruhm’s “Distribution-Based Pricing Formulas Are Not Arbitrage-Free” by Michael Wacek
3. Discussion of D’ Arcy and Dyer’s “Ratemaking: A Financial Economics Approach” by Michael Wacek m

From the Readers
From page 5

you can say something useful, like“my
best estimate reflects an X% rate of
change, the underlying average in the
data. If the past repeats itself, there's
no reason why this estimate ought not
to be pretty good. However we know
the past is not going to repeat itself.
Therefore, | have aso calculated the
liability at (X +/- % (etc.), and it is
worth Y millions” (etc.). Relatively
unsophisticated users can get a pretty
good idea of the sensitivity of the re-
sult to achange in theinput real fast.

This communicates two aspects of
reserve estimates very quickly, simply,
and clearly: they are sensitive to small
changesin highly variable assumptions,
and for that reason (amongst others)
they are highly uncertain. It lets users
decide for themselvesif this particular
insurance product (homeowners, for ex-
ample, or workers comp) isfor them.

Asl wrote, actuariesare almost cer-
tainly doing this right now. The prob-
lem is, who are they doing it for, and
where (and possibly when) are they
doing it? If any actuary is doing this
solely for him (her) self, that's good,
but it's clearly not nearly good
enough—and | maintain thisis one of
the huge problems of our profession.
We tend to cultivate a mistrust in our
profession by pretending to know what
we do not—and cannot—know.

With respect to whom it is being
donefor, if it'sonly internally for man-
agement, that’'s good, too, but again,
that is not good enough. Management
hasits own agenda, which may or may
not coincide with thefull contingent of
actuarial publics. If it's being done for
outside dissemination, that’s very good.
Thenthe question tiltstowards“whois
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paying attention?” If thissort of advice
iswidely available, responsive (timely),
and easily obtained, then the fault lies
with the user. However, | suspect this
is not the case. Actuarial pronounce-
ments on reserves tend first to stay in-
side. Even the Board report is pro-
tected. If they do somehow make their
way outside, their distribution tendsto
be carefully controlled.

My preferenceisfor usto make our
work and our results—crucial to almost
any insurance-related financial state-
ment user—completely and swiftly
available and easily obtainable. | urge
thereserves study group Mary Frances
identified to make strong recommenda-
tionsin thisdirection.

Edward C. Shoop, FCAS

P.S. If you teach people how to do
reserves, which in the simple case is
largely picking appropriate and defen-
sibleloss development factors, you can
awaystdl them, “Well if you don’'t like
this particular answer, pick your own
LDFs. I'll just write’em up in my re-
port as yours, not mine, and YOU can
owntheresult.” Here'sagood example:
“historical LDFs for 12 to 24, eight
years running, were: 3.15, 3.20, 3.08,
3.13,3.23,3.19,3.11,and 3.17. | tested
3.16, the (rounded) average. They pro-
duced a reserve of $515M. Manage-
ment thought 2.23 was a better idea. It
produced a reserve of $383M. That's
what'sin the financials.”

Of course, you should also go on to
say, “Eventhough | feel 3.16 isagood
representative average if history re-
peats, if it does NOT, and we actually
end up experiencing say a half point
higher LDF at 3.65, hereistheimpact.”

Him or Her?
Dear Sirs:

Notice the salutation. | did not use
“Dear Ms.” Thisletter istoinform your
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contributors, particularly Walter C.
Wright and John Robertson, that the
convention is to refer to the unknown
person as if he were male, not female
(“25 YearsAgointhe AR” and “It'sa
Puzzlement,” The Actuarial Review,
February 2004). It isjarring to see the
feminist proclivities of your authorsin-
jected into a supposedly objective ar-
ticle. Must | go through each word and
rub out each “s’ from “she” and edit
each “her” to “his’ or “him?’" What-
ever happened to our grammar school
education? Does one swallow politics
with one’'sA B C's these days?

Louis Spore, FCAS

Editor’sreply:

The Actuarial Review editors use
The New York Times Manual of Style
and Usage as the referee in disputes
about acceptablewriting standards. The
manual says, “He or she may be used
as alast resort to avoid an unwanted
assumption of maleness or femaleness
inageneral reference. But preferred so-
Iutions are those that spare the reader
al traces of awriter'sstruggle. Try the
plural construction...Or rewrite the sen-
tence so that no pronounisrequired....”

This does not apply, unfortunately,
to either of the items you cited. Walt
Wright was quoting directly, and cor-
rectly, from an article published in the
AR 25 years ago. John Robertson’s
puzzle in the November 2003 issue
clearly indicated that the agent is fe-
male. To refer to the agent as “he” in
the February 2004 issue would be lu-
dicrous aswell aswrong.

In aletter to the editors, "Dear Edi-
tor" or "Dear Editors" is perfectly ac-
ceptable. Alternatively, use "Letter to
the Editors" as the subject line of your
e-mail and skip the salutation. m
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Membership Survey

From page 1

with the membership. The report can
be found on the CAS Web Site at
www.casact.org/members/reports/
2003ms.htm.

Thesurvey results offer agreat deal
of positive newsfor the CAS. For start-
ers, when asked to rate their overall
satisfaction with the CAS, more than
80 percent of the respondents

A positive observation from the sur-
vey isthe fact that the CAS |eadership
has already begun to address some of
theissuesthat areimportant to the mem-
bership. For example, the respondents
reacted favorably to the changes made
tothe election processin 2002. Further-
more, the CAS Board has formed two
task forcesto address voting and other
rights of Associates, whichwasan area
that generated many commentsfromre-
spondents.

survey against responsesfrom 1998 and
1993. The Task Force was surprised by
atrend that indicated anincreasein the
proportion of respondents involved in
the traditional actuarial activities of
ratemaking and reserving. At the same
time, there is a decline in membership
involvement in the areas of executive
management, strategic and financial
planning, marketing, and underwriting.
Based on thesefindings, the Task Force
has recommended that the CASfurther
explore the apparent down-

indicated that they were very
satisfied or satisfied. In addi-
tion to asking about overall sat-
isfaction, the survey asked
about satisfaction with five
specific aspects of the CAS.
CAS staff garnered the high-
est satisfaction ratings, fol-
lowed by communications/
publications, and meetings/
professional education. Rat-
ings for committee chairs and
the leadership were somewhat
lower, although still very high
as shown on the chart.
Although satisfaction levels
were high, responses offered
insightsinto areas of the CAS

2003 Membership Survey Results

Member Satisfaction with

A

Comm. & Pub.

Committee Chairs

A

1 2 3 4

Level of Agreement: 1= Very Dissatisfied

5 = Very Satisfied

ward trend of CAS members
in executive management and
nontraditional positions.

The Membership Survey
Task Force offers 11 other rec-
ommendationsinitsreport that
touch on professionalism, gen-
eral business skills, Regional
Affiliates, the CAS Web Site,
and other areas. Thereport has
been accepted by the CAS
Board of Directors, and the
Board has charged the CAS
Executive Council with con-
sidering the recommendations
and taking appropriate action.

The Task Force extends its
thanks to the CAS members

needing improvement, such as

in its communication efforts. For ex-
ample, whilealarge mgjority of there-
spondents felt that CAS research was
useful and valuable, less than 20 per-
cent felt that they were well aware of
the research that was performed or
sponsored by the CAS. And while many
respondents took the time to suggest
improvementsto the Web site, many of
the suggestions have already been
implemented, indicating the need for
greater education of members about the
offerings of the Web site.

The CAS has aso formed a Task
Force on Publications, which provided
several of the questions that appeared
on the survey. Theresponsesindicated
that the CAS should strive to maintain
some form of refereed journal and
should concentrate on improving the
overall organization of CAS papersand
the quality of nonrefereed papers.

Because the CAS Membership Sur-
vey is conducted every five years, the
Membership Survey Task Force was
able to examinethe results of the 2003

who took the time to respond
to the survey and encourages members
to read the full report on the CASWeb
Siteor inan upcoming issue of the CAS
Forum.

Editor’s note: In addition to Chair-
person Spalla, members of the Mem-
bership Survey Task Force include
Roger M. Hayne, DouglasW. Oliver,
Stephen W. Philbrick, Alessandrea C.
Quane, James B. Rowland, and staff
liaisons Todd P. Rogersand J. Michael
Boa.m

Int’l Accounting
From page 6

A global consensus on a rigorous
and comprehensive approach to insur-
ance accounting could not be com-
pleted in time to meet the starting date
of 2005 set by the European Union and
other jurisdictions. In that light, IFRS
4 does not require extensive changes
that might need to be reversed when
the IASB completes the second phase
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of its project. It introduces improved
disclosuresfor insurance contracts and
makes modest improvementsin recog-
nition and measurement practices.

In the second phase, the IASB will
address broader conceptual and prac-
tical issues related to insurance ac-
counting. These will be the subject of
IASB deliberations and consultations
withinterested partiesthat will resume
in the second quarter of 2004. The
project may take several yearsto com-
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plete, and IFRS 4 is subject to change
as aresult of the working party’s dis-
cussions. For a detailed list of the pri-
mary requirements of IFRS 4, visit
www.iash.org.

IFRS 4 and future IASB standards
are expected to generate considerable
work for actuaries involved in the ac-
counting for contracts offered by insur-
ers.

These standards do not include

— page 22
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Web Site News

CAS Conducts Online Voting For 2004

Elections

For the second year in a row, the
CAS electorate will have the option of
submitting their ballots online during
the CAS Elections. Fellows can till
vote with the traditional paper ballot,
but will be able to vote online if they
register in advance. Fellows who reg-
istered for onlinevoting last year do not
need to register to vote onlineagain in
2004,

Feedback from 2003 online voters
was positivewith many commenting on
the ease of using the online system.
Online voters can vote by visiting the
CAS Web Site, clicking to the ballat,

recording votes, and submitting the
ballot. Votersreceive an e-mail confir-
mation that the ballot has been cast.

Onlinevaoting has provento befaster
and less expensive than using paper
ballots. The online voting process in-
cludes al of the safeguards currently
in place with the paper balloting sys-
tem. Voters will have the ability to
double-check their votes prior to final
submission. Voter privacy isalso main-
tained. Finally, safeguards arein place
to disallow repeat voting.

Fellows who are not already regis-
tered for online voting must complete

the online registration form to specify
that they prefer to cast their ballots
online. Fellows who register to vote
online will not receive a paper ballot
through the mail. Theregistration form
and ballot are hosted on the same sys-
tem, so if Fellows are able to register,
they should be able to vote.

Voter registration is now open. Fel-
lows can specify their method of vot-
ing and find additional details through
the Election Information page on the
CAS Web Site at www.casact.org/
aboutcas/elections. m

CAS Publishes Fair Value Concepts Book

The Casualty Actuarial Society has
released to the membership its newest
publication, Fair Value of P& C Liabili-
ties: Practical Implications. The book
istheresult of two commissioned analy-
ses showing the impact of fair value
concepts applied to property/casualty
insurance companies. Fair Value will
be mailed to CAS members and other
interested parties this spring and will
be available on the CAS Web Site in

the*What's New” section.

In fall 2003, the CAS sent out an
RFP to selected consulting firms seek-
ing research on theimpact of fair value
concepts on property/casualty insur-
ance company financia statements. The
RFP called for information on thetime
value of money (versus not reflecting
the time value of money, which is the
most common U.S. GAAP practice);
and risk margins to reflect the market

charge for uncertainty.

The CAS awarded the commissions
to PricewaterhouseCoopersL L P (PwC)
and Towers Perrin. Authors from the
two firms will participate in the gen-
eral session of the CAS Spring Meet-
ing, “Fair Value Accounting—Can It
Work?' The session is scheduled for
May 19 in Colorado Spring, CO. m

Actuarial Mentors Needed for Advancing
Student Achievement Programs

TheActuarial Foundationisactively
seeking actuarial volunteer-mentorsfor
ongoing school programs in Phoenix,
Houston, St. Louis, Chicago, and New-
ark, NJ.

If you can spare a relatively small
amount of time to assist in an estab-
lished math-mentoring school program,
please contact The Actuarial Founda-
tionright away.

The Foundation’s Advancing Stu-
dent Achievement program brings ac-
tuaries and educators together in vol-
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untary partnershipsto enhance student
mathematics achievement. This pro-
gram combines actuaries’ expertisein
math with asense of community spirit,
creating avehicleto work asvolunteer
math-mentors in public and private
schools. When business professionals
and educators work together in volun-
tary partnerships to increase student
achievement in math, everybody wins.
More information can be found at
www.actuarialfoundation.org/grant/
index.html.
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To contact TheActuarial Foundation
call (847) 706-3535 or send an e-mail
to asa@actfnd.org. Please consider
mentoring a student today and make a
differencefor life.

The Actuarial Foundation is a
501(c)(3) organization established in
1994 to help facilitate and broaden the
actuarial profession’s contribution to
society. The Advancing Student
Achievement program is one of the
Foundation’smost successful initiatives
serving our mission. m
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Nonactuarial Pursuits of Casualty Actuaries

Dance Hall Cowboy

By Marty Adler

f you have ever been intimidated

by watching others do something

that you could not, take heart from

this column’s subject. He became
aworld champion country & western
dancer, mastering an activity that had
initially intimidated him.

Our Fellow had moved from Seattle
toHoustonin 1993. Thefollowing year
he discovered country & western danc-
ing at the Long Horn Saloon in Hous-
ton. He sat along the bar adjacent to
the dance floor and watched the people
on the dancefloor do various dancesto
different music. It wasn't just asingle
couple doing it. It was everyone, and
hewastoo intimidated even to step onto
the dance floor. He concluded that ev-
eryone in Texas but him knew how to
dance.

Shortly afterward helearned that the
dance studio at which his 11-year-old
daughter wastaking ballet and jazz les-
sonsalso had C&W instruction. He, his
daughter, and his former wife began
taking C&W lessons in September
1994. By the summer of 1995 they were
in their first competitive outing. The
contest was held at a Houston mall by
TNN Wild Horse Saloon, which pro-
vided a free trip to Nashville and an
opportunity to compete on aTV show.
They madeit to thefinals, finishing in
second place. With that near success
they decided to enter the next regional
dance competition. Having taken his
final CASexamin November 1994, he
found the free time to pursue this.

Country Western Dance is defined
by the UCWDC (United Country and
Western Dance Council). Standard
couples dances include the following
styles—2-Step, Polka, Waltz, Cha-Cha,
East Coast Swing, West Cost Swing,
and Night-Club. Our Fellow describes
thisasballroom to differentiateit from
other CW dance styles such as line
dancing (which most people probably
think of ascountry dancing) and square
dancing. To compete, one can enter as
acouple or a pro-am (competing with
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an instructor). There are separate divi-
sions for different age groups as well
as an open division. The music played
for the competition is not known prior
to the dance so dancing is not choreo-
graphed to the music. Thus, mastery of
the lead-follow concept and ability to
interpret the danceto the music (known
as hitting the breaks in the music) are
keysto successful dancing.

!

UCWNDC has over 50 competitions
in North Americaand Europe. To com-
pete in Nationals you must participate
in at least three events throughout the
year. Our Fellow has competed in Hous-
ton, Dallas, Fort Worth, Austin, New
Orleans, Denver, Albuquerque, Seattle,
Las Vegas, Louisville, and Nashville.
During 2000 our Fellow entered seven
regional competitions, winning all
events in the Southwest but finishing
third in Nashville. In 2001 he won the
Male Pro-Am Intermediate world title
in Edmonton.

When preparing to compete, he
scheduled three to four hours of prac-
ticeaweek with hisinstructor. He also
took additional hours of instruction
from variousballroom and swing dance
coaches from around the country. He
would often go out to local dance clubs
and country & western bars and social
dance two or three nights a week,
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spending an average of 10 to 15 hours
aweek on this pursuit.

Competitionisa“real rush” for this
Fellow. “It is like being on stage and
having everyone looking at you. It al-
lows the extrovert in me to escape. It
may al so have been my escapefromthe
normal introverted stereotype given to
actuaries.” Costuming is required—
cowboy hat, cowboy boots, Wrangler
jeans, rhinestoned shirts, and big belt
buckles. And yes, you get points de-
ducted from your dance if the hat gets
knocked to the ground.

About a year after he started com-
peting, he returned to the Long Horn
Saloon to join acouple he met through
competing. When they arrived, they
quickly took seats next to the dance
floor. Helooked out at the dancerswho
had intimidated him so much on hisfirst
visit. As it turned out, al the dancers
who showed up at thisbar every Satur-
day night were other competitors and
instructors in the area. From this he
learned that it isimportant not to jump
to conclusions based on observations
of asmall and biased sample. Not ev-
eryone knows how to dance in Texas.

Mark Phillips is a consultant in
Houston, Texas. Asfor hisdaughter, she
won world titles in the youth pro-am
country & western ballroom in 1995,
1996, 1999, and 2001. =

Recent Florida Cat
Losses

Missing: “Fluffy,” large calico,
Tampaarea. Reward if found! Call
(813) 555-1425.

Missing: “Miss Boots.” Friendly,
needsmedical attention. St. Augus-
tine area. Call (904) 555-7723.

Missing: “Oki,” Siamese, very shy.
Last seen in the Orlando area near
the malls. (407) 555-8675. m

—Michael Esevin
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25 Years Ago In The Actuarial Review

by Paul E. Lacko

Setting Goals for Strength
and Influence

The following article, which ap-
peared in the May 1979 issue of The
Actuarial Review, illustrates our
association’slong-standing aspiration
to improve.

CAS Planning Committee Seeks
Strengthened and More
Influential Society

“More strength and more influence
for the CAS are the broad goal's set the
by Long Range Planning Committee,
according to the report present by its
chairman, George Morison, at the So-
ciety meeting in November. Mr.

Morison listed seven specific goal's, and
elaborated on them, indi cating that they
probably can be achieved by specific
actionsin differing time spans....

The seven goals are:

1. To initiate and support re-
search in those areas of property and
casualty insurance where casualty ac-
tuaries are especially qualified.

2. To establish committees on
actuarial subjects, where appropriate,
andto intensify thework of such exist-
ing committees as the Committee on
Loss Reserves and the Committee on
Theory of Risk.

3. To prepare public statements
on matters that involve actuarial con-

tent or that are actuarial in nature.

4.  Toexpand the applications of
casualty actuarial science beyond tra-
ditional fields.

5. Toeducatemember aswell as-
pirants.

6.  Toundertake public relations
efforts aimed at identifying the casu-
alty actuary and his areas of special
qualification.

7. To maintain high levels of
professional conduct.”

Did we achieve these goals? Do we
achievethese goals? Does the Centen-
nial Goal restate them or supersede
them? m

Tales of Examinations

Driven to Distraction

By Arthur J. Schwartz

Thanksto all of you who responded
to my request for your CAS Exam true
stories and anecdotes. The editorial
staff will select storiesfromtimetotime
for publication in this new column,
called “ Tales of Examinations.”

Hewastaking the last exam needed
to become an Associate. It wasthe end
of theline, along road for him. Hefelt
confident going into the exam room.
Knowing John* as we did, we all felt
confident that he would ace the exam.
In fact, we were planning where we
would hold a celebratory party.

John would be taking the exam at a
test center where he had never been
before. Driving over early onthe morn-
ing of the exam, it wasraining, so natu-

2004 Yearbook
Corrections

The 2004 Yearbook contains some
errors. Corrections are as follows:

e Bruce Ollodart is president of
American Actuarial LLC in
Wallingford, CT.

e Ed Shoop’s phone number is
(304) 926-5429. m
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rally our hero turned on his head-
lights. He parked in the visitor
parking lot, and strode briskly into
the building to find the exam
room. All went well, at first. He
glanced over al the questions before
answering any, and felt even more con-
fident. Then he began answering them.

About halfway into the exam, a se-
curity guard came into the exam room
and asked if anyone had license plates
QVR 973. Our hero raised his hand.
“Your lightsare on.” Our hero |eft the
examroom, exited themaze of hallways
to the parking lot, found his car, and
extinguished thelights. Returning to the
exam room, he had lost fifteen minutes.
In a tough, competitive exam, fifteen
minutes can make all the difference.
Plus he had to settle in again.

Flash forward to afew months|ater.
Gradesare out. Our hero got afive! We
made him pay to take al of us out to
lunch! And hiswife scolded him: “ From
now on, no leaving the exam room
ahead of time—not even if there's an
earthquake!”

* Names have been changed to pro-
tect theinnocent! m

The Actuarial Review

Tales of
Examinations—
Tell Us Your
Stories

Do you have a humorous story or
anecdote about taking the CAS exams?
This can cover such areas as studying
for exams, taking seminars (including
instructors and classmates), thingsthat
happened on the day of the exam, or
exam study partners. If you do (we
know you do!), please send your story
to Arthur J. Schwartz at
aschwart@ncdoi.net. Arthur will com-
pileyour stories (taking care to protect
theinnocent!) and publish them, for our
mutual enjoyment, in afuture issue of
TheActuarial Review. m
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Editor’sNote: Thisarticleispart of
a serieswritten by members of the CAS
Committee on Professionalism Educa-
tion (COPE) and the Actuarial Board
of Counseling and Discipline (ABCD).
The opinions expressed by readersand
authors are for discussion purposes
only and should not be used to prejudge
the disposition of any actual case or
modify published professional stan-
dards as they may apply in real-life
situations.

hn is chief pricing actuary at

BC Insurance Company

BC). Bob, whoworksfor XY Z

onsulting Company (XY Z), an

independent actuarial consulting firm,

handlesABC’slossreserving functions,

including the Statement of Actuarial
Opinion.

Over the past five years, ABC has
written a substantial amount of medi-
cal malpractice insurance, which as it
turnsout has performed very poorly. In
particular, average claim costshavein-
creased dramatically beyond expecta-
tions. In January 2004, John sent Bob
the data needed for his analysis of
ABC's loss reserves. Last week, Bob
issued his preliminary estimates indi-

cating the loss reserves that ABC's
management intended to book were
deficient by $45 million, which is half
of ABC’s surplus. Based on this pre-
liminary estimate, Bob would not be
abletoissueaclean opinion onABC's
reserves.

Duetothesignificance of Bob'sfind-
ings, ABC held an emergency meeting
with itstop management, including John.
At the meeting, it was suggested that
John should get together with Bob for
the purpose of trying to get Bob to lower
hisestimates. In order to do this, ABC's
management asked John to put the most
positive spin on anything that would
convince Bob to reduce hisreserve esti-
mates. Suggestionsincluded telling Bob
that ABC's average case reserve level
hasincreased recently (eventhoughitis
likely that average paid claims have in-
creased correspondingly) and that
ABC’sdefense costs should be decreas-
ing because they intend to settle claims
when there is clear negligence instead
of litigating them (even though thiswill
likely increase overall loss costs).

John spends most of histime on pric-
ing issues and therefore does not know
if management’s suggestionswill have

conference.

University of lowa to Host 2004
Actuarial Research Conference

The University of lowa is hosting the 39th Actuarial Research Conference,
August 5-7, 2004, in lowa City, lowa. The conference is an opportunity for aca-
demics and practitioners to meet and discuss actuarial problems and their solu-
tions. It is aso aforum for discussing general actuarial education issues. The
CAS and other actuarial organizations in North America are cosponsoring the

To ensure a spot on the program, participantswho would like to make presen-
tations must submit a copy of their title and abstract to Elias Shiu at elias-
shiu@uiowa.edu by June 1, 2004. The papers presented at the conference will
be published in the Actuarial Research Clearing House (ARCH), which is pub-
lished electronically. Additional information about the conference can be found
at www.ui owa.edu/~confinst/production/actuarial/index.htm. m
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afavorableimpact on Bob'sreservees-
timate.

Should John advocate his
company’s position?

Yes

John will not belying when hetalks
to Bob. He simply won't be telling the
gut-wrenching truth. Besides, advocat-
ing an employer’sposition issupported
by statements made in ASOP 17: Ex-
pert Testimony by Actuaries, which
states in section 3.4 that, “There may
be occasions when an actuary acts as
an advocate for a principal when giv-
ing expert testimony. Nothing in this
standard prohibitsthe actuary from act-
ing as an advocate.”

No

John is violating Precepts 1 and 8
of the Code of Professional Conduct.
John is making false representations
that are intended to mislead Bob.

Precept 1: AnActuary shall act hon-
estly, with integrity and competence,
and in a manner to fulfill the
profession’s responsibility to the pub-
lic and to uphold the reputation of the
actuarial profession.

Precept 8: AnActuary who performs
Actuarial Servicesshall takereasonable
steps to ensure that such services are
not used to mislead other parties. m

In My Opinion

From page 8

stances and experiencesastheyardstick
by which to measure the behavior of
Mr. Scully and Mr. Foster, but it’ sarea-
sonablefirst approximation. | am will-
ing to cut Mr. Scully some slack, for
now, with respect to that memo to Mr.
Foster.

I’m more interested in what infor-
mation Mr. Scully and his superiors
withheld from Congress, and why. 1’1
bet Congressis, too. m
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Applied Actuarial Research Conference
Off To A Successful Start

by Don Mango, CAS Vice President-Research and Development

hefirst annual Applied Actu-

arial Research Conference

(AARC) was held on March

8-9 at the University of Cen-
tral Florida (UCF) in Orlando. UCF,
SOA, CAS, Universal American Finan-
cial Corporation, and Lotter Actuarial
Partners sponsored the AARC. Ap-
proximately 60 actuaries and some
nonactuarieswith insurance-rel ated re-
search interests attended. Based on the
positive feedback, we expect to hold the
event again in Orlando next year at the
sametime. The conferenceisuniquein
having both researchers from all prac-
ticeareasand equal representation from
academiaand industry. It also had sig-
nificant attendance from many actuarial
students in UCF's growing actuarial
science program.

The AARC kicked off with adiscus-
sion of the “Current State of Applied
Actuarial Research.” A quick look at the
agenda for the first AARC shows the
mix of papers on property/casualty, fi-
nancial, group insurance and managed
care, data mining, and retirement sys-
temstopics. Those interested in seeing
the agenda can visit www.cas.ucf.edu/

statistics) AARC2004.htm. Papers and

presentationswill aso be posted on this

site. Someinteresting P& C papers pre-
sented include;

e “Applicationsof the Ruhm-Mango-
Kreps Conditional Risk Algorithm”
by David Ruhm, Donald Mango,
and Rodney Kreps

e “Catastrophe M odeling and Compo-
nent Rating for Property Insurance”
by John Rollins

e “Using Adverse Development to
Predict Workers Compensation
Losses’ by D. Sheppard

Why Should P&C Actuaries Care
About Other Practice Areas’ Re-
search?

A good question! When you take a
closer look, you find techniques and
topicsthat crossall practice areas. One
practice may be ahead of the othersin
innovation or solutions. Examples of
shared areas of interest include classi-
fication ratemaking (lifeinsurance uses
surprisingly few variables), interest
rates and economic scenarios (the CAS
is currently cosponsoring afunded re-
search project on economic scenario

CAS Professional Education Calendar

Bookmark the online calendar at www.casact.org/calendar/calendar.cfm

May 16-19 June 7-8 July 19-207 July 19-20t
CAS Spring Meeting Seminar on Reinsurance Seminar on Practical Seminar on Basic Dynamic
The Broadmoor Marriott Boston Applicationsof Loss Financial Analysis*, TBD,
Colorado Springs, CO Copley Place Distributions*, TBD, Chicago, IL
Boston, MA Chicago, IL
July 19-20t July 19-20t Sept 13-14 Sept 14-15
Seminar on Advanced Online Course: The CAS/AAA/CCA Casualty Asset Liability
Dynamic Financial Building Blocks of L oss Reserve Seminar, The Management and the
Anaysis*, TBD, Financial Risk Manage- | Mirage, Las Vegas, Nevada| Principlesof Finance*,
Chicago, IL ment: Forwards, Futures, The Mirage, Las Vegas,
Swaps, and Options, Nevada
CAS Web Site
Sept 20-21 Sept TBD* Nov 14-17 TBDt
CAS/CIA Appointed Actuary | Seminar on Reinsurance*, CASAnNnua Meeting, Online Course: Financial
Seminar, Hilton Montréal TBD, New York, Fairmont The Queen Risk Management:
Bonaventure Hotel, New York Elizabeth, Montréal, Securitization, CAS Web
Montréal, Québec, Canada Québec, Canada Site

* Limited Attendance
T For calendar of events updates, visit www.casact.org.
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generation with the SOA), medical in-

flation, managed care (the CAS even

has aHealth and Managed Care I ssues

Committee), and pensions (an impor-

tant element of workers compensation).
P& C actuaries should take alook at

thefollowing AARC papersfrom other

practice areas:

e ‘“Insurance Applications of Fuzzy
Logic” by A. Shapiro

e “Cost Effective Risk Management,
Firm Value, and the Market” by C.
Thompson

e “Modeling by Extreme Value
Theory: Using Transformed GEV
and GPD Distributions’ by J. Han

e “Predicting Return to Work Using
DataMining” by B. Senesky

The Future of AARC

The AARC's potential looks prom-
ising, and the CASwill continueto sup-
port its growth and continued success.
AARC isaunique opportunity for net-
working and idea sharing in a smaller,
more concentrated forum. The ex-
change between academics and practi-
tioners, and actuaries of all practice
areas, isvitally important to the devel -
opment of the profession. We hope to
seeyou in Orlando next March! m

Int’l Accounting
From page 17

detail ed guidanceto the actuary on how
to actually perform the needed calcu-
lations or to assess the appropriateness
of the measurement of the liability for
these balance sheet obligations. The
needed detailed guidance has been | eft
to the actuarial profession to provide.
The International Actuarial Associa-
tion (IAA) has undertaken to provide
this guidance by developing Interna-
tional Actuarial Standards of Practice
(IASPs). The IAA Professionalism
Committee is responsible for monitor-
ing the development process, which

— page 23
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Int’l Accounting
From page 22

includes preparing the IASP for expo-
sure and consulting, conducting addi-
tional consultations if needed, devel-
oping afinal exposure draft for Coun-
cil approval, and putting the final ver-
sion to a membership vote. Once ap-
proved by full member associations, the
IASPwill become effective.

Asnoted, developing actuarial stan-
dardsisanew processfor the |AA. As
aresult, limited experienceiscurrently
available within the IAA for the for-
mat or thewording to be used. The sub-
committee requested support from the
Actuarial Standards Board (the
“ASB"), the actuarial organization as-
sociated with the American Academy
of Actuariesthat adopts actuarial stan-
dardsfor the U.S. actuarial profession.
Thisassistance should prove beneficial
because of the ASB’s long experience
in developing actuarial standardsin a
highly litigious country. Asaresult, the
ASB isacting as a staff resourceto the
subcommittee.

An|ASPadopted by the |AA would
not automatically be binding on actu-
arial associations in relation to their
own standard-setting activitiesin con-
nection with local practice, except in
cases where aclient advised by the ac-
tuary is required, or decides, to com-
ply with the relevant IASP.

A Member Association can decide
whether to (1) endorse a particular
IASPfor usein connection with, say, a
relevant International Financial Report-
ing Standard, (2) adopt it formally for
useinrelationtolocal accounting stan-
dards or other reporting reguirements,
(3) adapt it to produce alocally appli-
cable standard, or (4) do nothing.
Where a Member Association decides
to adopt a standard that would be ap-
plicablein the same or similar circum-
stances as would require compliance
with an IASP or where an actuary
might find himself or herself being re-
quired to comply withthel ASP and the
national standard simultaneously, the
Member Association should ensurethat
its standard does not conflict with the
IASP in regard to work which falls
within the scope of the IASP. Unlessa
Member A ssociation decides on course
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by Stephen W. Philbrick

you. Many in the tech

The Art of Algorithms

t'san election year, so many subjectsthat would barely merit mediacover-
age suddenly get front-page treatment because some politician decides
that banning something (or perhaps mandating it) will make the world a
better place. Outsourcing is garnering many of these headlines this year.
Offshoring —the “hot potato” aspect—is dubbed statistically insignificant by
some economists. Nevertheless, it doesn’t seem so insignificant if it happensto

sector and call center
business have reason to
be concerned.

There's less concern
among actuaries. | won-
dered why, whichled me
to think about the nature
of actuarial work versus
other occupations.

A couple of decades

“Offshoring —the ‘hot potato’
aspect—is dubbed statistically
insignificant by some
economists... There’s less
concern among actuaries. |
wondered why....”

ance process.

ago one could make along list of reasonswhy an actuarial function couldn’t be
outsourced to, say, Bangalore. It'salong way to travel for arate hearing. Good
reserving actuaries need to get their hands “dirty” reviewing claim files. Even
triangle “manipulation” required an understanding of the underlying data, ac-
cessto related data, and discussions with many people cognizant of the insur-

— page 24

(3) above, the IAA |ASP would apply
to actuaries practicing in that country.
The Member Association, not thelAA,
isexpected to deal with discipline mat-
ters with respect to the application of
IASPs.

Currently, several IASPs related to
IFRSs affecting insurers are under de-
velopment. They will take one of two
forms: 1) a class 3 IASP or “recom-
mended practice;” or 2) aclass4 |ASP
or “practice guideline.” The areas cur-
rently covered by the material being
developed include actuarial practice,
contract classification, embedded de-
rivatives, reinsurance-related issues,
liability adequacy tests, setting current
best estimate assumptions, disclosures,
stochastic models, business combina-
tions (acquisitions and mergers), and
unbundling (splitting investment from
risk elements where practical).

The subcommittee aims to prepare
variousinformal discussion drafts that
will beavailablein the near future. The
objective of these drafts is to provide
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an opportunity to receive comments
before the promulgation of Preliminary
Exposure Drafts, currently anticipated
in early June. Preliminary Exposure
Drafts only need approval by the IAA
president in order to be distributed. It
is hoped that these due process stages
will lead to the recei pt of commentsand
suggestionsthat will enablefinal IASP
Exposure Drafts to be brought to the
IAA Council at its Washington meet-
ing (November 2004) for approval of
their releasefor afinal exposureperiod
and vote by Member Associations.

Editor’s Note: For more informa-
tion, see the special newsletter on the
Development of Potential |AA San-
dards for Application with IASB San-
dards (www.casact.org/global/iaa/
iash.pdf). The newsletter hasalso been
posted to the IAA Web Site
(www.actuaries.org/) in the Members'
section under |AA Documents, News-
letters. m
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Comparing Ages

by John P. Robertson

Two people know their ages (in
years) differ but don't know who is
older. Neither iswilling to divulgetheir
age to the other or to athird party. Is
there away they can determinewho is
older? You can assume any necessary
equipment is available, and that each
will scrupulously follow any rulesthey
agreeto.

It's a Puzzlement

Mobius Strip

The puzzlewasto cut a
Mobius strip out of a book that had
three “pages’ (a front cover, a back
cover, and one leaf in between). There
are several methods that involve cut-
ting a half-annulus from each “page”
so that the ends of the half-annuli are

along the bind-
ing, and they join to make

one continuous | oop. See accompa:
nying diagram for a solution.

Robert S. Ballmer, Jon Evans,
Bob Giambo, Alex Kozmin, Christo-
pher S. Mosbo, David Uhland, and
Michael Ziniti solved the puzzle. m

Brainstorms
From page 23

Over time, some of the reasons for
being local have disappeared. The ad-
vent of PC's, standardization of soft-
ware, electronic capture of claim files,
e-mail, the Internet, and decreases in
long distance rates have gradually
whittled away at some of the rationale
for the actuary to be physically local.
Presence at rate hearingsis still on the
list, but maybe Web cams will change
that.

Many of these changes have trans-
formed the tech sector and call center
industry, yet these innovations haven’t
prompted management to relocate the
actuarial function to other countries. So
what isit that is different about the ac-
tuarial function?

One possihility isthe nature of acall
center operation can be reduced to a
well-defined algorithm. The steps re-
quired to figure out why your PC
stopped working properly after youin-
stalled the latest version of Doom may
be numerousand complex, but they are

In Memoriam

Robert B. Foster
(FCAS 1955)
February 4, 2004

William S. Gillam
(FCAS 1957)
January 24, 2004
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algorithmic. They can be logically
mapped out as trees, with scores of
nested branches. Once mapped out, the
processitself may not be much fun for
either the caller or the callee, but the
oddsare high that the processwill reach
aunique node on atree. It isimportant
todistinguish the skill level required to
maneuver the algorithm from the skill
level required to create the algorithm.
For any given problem, we might ex-
pect an inverse rel ationship between the
skill level used to create the algorithm
and the skill level required to navigate
the resulting algorithm.

Actuarial problems aren't as easily
adapted to the algorithmic model. One
can think of specific examples—if the
paid indication significantly exceeds
the incurred indication for all years,
look to seeif the closing rate has accel -
erated. But the attempt to create a few
examplesillustratesthe difficulty of re-
ducing all of the reserving or pricing
processto an algorithm.

| doubt thiswill surpriseanyone. The
phrase, “moreart than science” isubig-
uitousin actuarial circles, and supports
the notion that converting actuarial
work into an algorithm is close to im-
possible. I've often wondered if this
phrase was more of a crutch than an
insight.

| decided to use one of my favorite
tools, a Google search for a phrase, to
quantify my expectations. Theanswers
did not turn out as expected. A search
on the phrase “more art than science’
turned up more hits than the phrase
“more science than art,” when each
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were coupled with theword “ actuarial.”
However, simply searching on the two
phrases without the term “actuarial,”
turned up more hits for “more science
than art” than “more art than science.”
This surprised me.

Maybe we've been relying on this
crutch too long.

Some of the hits for “more science
than art” involved pricing. The refer-
ence wasn't specific to insurance pric-
ing, but if the professionalsin other ar-
easare now contending that pricing can
be more science than art, is there any
good reason insurance pricing should
be less amenable to scientific rigor?

| started this discussion in the con-
text of outsourcing. A naysayer might
object that making our work morerig-
orous might well make it more suscep-
tible to description by agorithm, and
thus more likely to be shipped to an-
other country. | don’t sharethisconcern
for several reasons, oneof whichiseven
if true, ignoring it won't stop it from
occurring.

My major areaof concernisthat we
may have been too quick to assumethat
actuarial work isinherently too subjec-
tive to ever alow it to be formalized.
For thisreason, | suspect few have even
attempted to formalize it. While | am
certain that weare still many yearsfrom
creating anything that would rival acall
center algorithm, | think the effort
would be worthwhile. Like creating a
mission statement, the value may not
be the end product, but the insights
gained by those involved in the
process. m
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