SOCIETY OF ACTUARIES

Article from:

The Actuary

November 1992 — VVolume 26, No. 9



10

FSEARCHCORNER

The research activities of the Society
of Actuaries continue to progress well,
with new efforts focusing on health
and solvency issues. The following
items are updates on several research
projects:

o A new dynamic mortality table for
group annuity valuation has a pre-
liminary draft available for dis-
cussion purposes.

o Issues relating to long-term care val-
uation matters have been identified,
and the quantitative aspects of this
work are about to begin.

o Preliminary results on credit risk
research on private placement
bonds have been discussed with the
companies that submitted data.
These findings will be available
soon. Commercial mortgage data is
being analyzed.

o Data collection continues on the
junk bond study. The difficulty lies
in obtaining information from a
relatively unknown Schedule DM in
the annual statement.

o A catastrophic claims health data-
base request for proposal was
announced. This project is viewed
as an initial step in collecting and
analyzing timely health data.

o The initial phase of the option
pricing methodologies project has
been funded. This introduction to
contingent claims pricing models
will attempt to provide actuaries
with a clear exposition of the vari-
ous forms of option pricing meth-
ods, their strengths and limitations,
and a comparison of the models.

Businessperson cont'd

o Financial, practical actions — In a
word, business.

The conclusion is obvious: it's an
actuarial world. Step away from our
tables, lose much of our established
data bases, and still, there it is.  have
not left the actuarial field, just the
usual actuarial environment.

FSA vs. MBA

If I were a CEO at a company of any
kind, I'd hire an actuary before an
MBA, all things being equal. As a
general rule, I'd be hiring a more
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mathematically competent and
rigorous individual.

A common observation is that
most learning comes on the job, rather
than in a classroom. There is a good
deal of truth in this. My actuarial
background doesn't help me haggle
with contractors or suppliers, but
then, an MBA has not prepared for
that skill either. How does an MBA
learn that one way of expanding
credit in a tight banking environment
is by expanding your base of sup-
pliers, thereby floating a larger
accounts payable over a larger area?
Not in business school, but in the real
world, where an actuary can learn the
same thing,

This is not to say training, educa-
tion, and background are unimpor-
tant. But what is our training, and
how useful is it to the general
business community?

From actuary to businessperson
My actuarial training has been excel-
lent preparation for the manufacturing
world. Following are a few areas
where my experience at a large mutual
life company serves me well:
o Business and organizational
experience
o Interest and contingent mathe-
matics (fundamental to my current
position)
o Pricing competence
o Accounting literacy
o Computer skills
o Budget responsibility
o Bottom line accountability
o General business communication
skills
o A little common sense
While this list outlines a few
areas of carryover knowledge from
traditional actuarial training to the
general business world, it does not
explain how I use these skills on my
job.
The actuarial side of pollution control
My firm makes pollution control
systems, usually priced between
$100.000 and $2 million. These proj-
ects take between six months and
three years to complete. I set our
prices for each custom-designed sys-
tem. The pricing skills of an actuary
are relevant, from estimating costs
and variances {including interest
costs) to examining our margins and
pricing assumptions to make our firm,
as a whole, profitable. This includes
tracking and distributing overhead
costs.

I do our financial forecasting in a

fairly straight-forward manner, but ~

my background helps. My training is
very valuable when 1 communicate the
plan. My firm's bankers ask fewer
questions about our five-year plan,
partly because of my credentials. They
are impressed to see an actuary
working on the figures.

As a financial manager, I also am
a consumer of insurance and pension
products. My background helps im-
prove my role in this capacity, al-
though less than I might have thought.
From the side of the consumer, much
of the theory is overridden by ques-
tions such as selecting a company to
underwrite our small group health

" insurance plan.

One area where I see traditional
“actuarial” growth in the environ-
mental field is in pollution regulation.
The Clean Air Act and several states’
regulations are moving toward
defining acceptable emission levels as
the amount that causes less than one
cancer death per million exposures
over a 70-year period. Addressing this
question will call for a merging of
medical research, actuarial expertise,
and legal talents. It will require
working with a large number of decre-
ments in an equation that is a leap
beyond commonly applied actuarial
mathematics.

Conclusion

If actuaries want to move into general
business careers, including positions
inside insurance companies and con-
sulting firms, we must be more
responsive to the non-actuarial aspects
of our positions. This may not be as
easy or natural as it sounds. We have
to be more open to input from outside
our profession, We may need some re-
education and probably need to re-
think the scope of our profession.

If we intend to compete in a gen-
eral business environment, we also
must be prepared for a different risk/
return setting. We must move away
from the traditionally sheltered
actuarial field, where competition is
relatively limited and credentials and
exams sometimes matter an inordi-
nate amount. However, stepping into
new business situations may lead to
greater opportunities, both in posi-
tions available and in bringing a
broader range of expertise into our
profession.

Joe Rafson is financial manager, QUAD
Environmental Technologies Corporation.



