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FROM THE
PRESIDENT

Allan M. Kaufman
hat do the following have in com-
mon—the number of actuarial or-
ganizations in the world, the number in
North America, and the number of actu-
arial journals in North America?

The answer is ==
“Thereis one more = %
than thereused tobe.”

Two trends iden-
tified in my May
column were in-
creasing interna-
tionalization and in-
creasing overlap
among the U.S. ac-

tuarial organiza- CAS President
tions. We see cur- Allan M.
Kaufman

rent developments
in these areas by
counting organizations and journals.

First, consider the number of actuarial
organizations in the world. In Septem-
ber, the International Actuarial Associa-
tion (IAA) will approve the formation of
the International Federation of Actuarial
Associations (IFAA) as a section of the
TIAA. The IFAA’s purpose is to agree on
standards for education and professional
conduct for actuarial organizations
around the world. Subject to CAS Board
approval, the CAS can become an IFAA
member.

This new international involvement
by the CAS can highlight some areas of
diversity among actuarial organizations.
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Plans Underway for the NAAJ
SOA Asks CAS Board: Will You Participate?

SCHAUMBURG, IL.—The Society of Actuaries (SOA) has announced plans for a
new publication, the North American Actuarial Journal (NAAJ). The journal, which the
SOA intends to publish quarterly beginning in early 1997, will cover all actuarial prac-
tice areas and be marketed worldwide.

In addition to papers by North American actuaries, it will include papers written by
non-North American authors. It is intended to be a timely, widely-disseminated, refer-
eed journal of interest to actuaries and academics around the world.

The NAA/J is in its preliminary planning stages. The SOA has asked the CAS to con-
sider jointly sponsoring this publication. The CAS Board of Directors discussed this
itemn briefly at its June meeting, and will discuss it in further detail at its September meeting.

The SOA expects that with the launch of the NAAJ, they will be able to significantly
alter the form of their annual publication, the Transactions. In the future, the Transac-
tions may be limited to information regarding SOA organizational and membership ac-
tivities, as well as some reports such as experience studies, that may not be suitable for
publication in the NAAJ.

CAS President Allan M. Kaufman pointed out to the AR that if the CAS Board of
Directors decides to participate as a sponsor of the NAAJ, then the board will need to
decide, among other things, the extent to which the Proceedings should be changed.
Kaufman stated that he thought most members would prefer to receive a publication
limited to articles of direct interest to property/casualty actuaries, and that therefore the
Proceedings might not be affected. n

Travel Time Examined In this issue

Findings are Inconclusive From the Readers ....4

WEST PALM BEACH, Fl.—Travel time, defined as Quarterly Review.......9

the length of time it takes to complete CAS Examinations

3 through 7, appears to have been increasing prior to the Exan'\ Committee
partitioning of Parts 4 and 5, and this trend appears to be Dialogue ............ 12
continuing. )

Brainstorms ............ 13

This tentative conclusion is in the Report of the Travel
Time Working Group (TTWG), submitted to the CAS
Board of Directors at their meeting held here in February.

Regional Affiliates... 15

It's a Puzzlement.... 16
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EDITORIAL

by C.K. “Stan” Khury

We recently came across a real estate appraiser’s estimate of the market value of an
existing home. The work looked professional enough. The appraiser used two ba-

sic methods: the construction method and the comparables method.

The construction method estimates what it would take today to acquire the land and
build a house to approximately the same specifications, and then reduced that amount
by the effective depreciation represented by the age and condition of the house.

The comparables method takes three comparable properties from the same general
neighborhood that recently changed hands, starts with the sale price, adjusts the price up
and down to recognize differences in the specifications of the target property vis-a-vis
each of the comparables, and adjusts for the change in the market price levels since the
dates of the sale of each of the three properties.

The appraiser then makes a judgmental estimate of the market value of the subject
property based on the results of the two methods.

It was extremely difficult not to recognize many elements of actuarial estimation in
the process that was used by the real estate appraiser. Two relevant methods were used.
The two methods were independent, more or less. Assumptions were made in order to
arrive at inputs for the two methods. The methods were applied, with considerable judg-
ment at every step of the application. The equivalent of a trend factor was applied. Fi-
nally, a judgment was made based on the results of the two methods to reflect
intangiblcs such as “curb appeal,” and quality of construction. Looks an awful lot like
an actuarial application.

Those who have ever seen the appraisal process of a fine gem stone will recognize
much of what the real estate appraiser does. The specifications of the stone are taken:
weight, color, clarity, type of cut, culet, girdle, proportions, number of facets, number of
flaws, location of flaws, type of flaws, point of origin, etc. A standard price table is then
used to arrive at a base price, which is finally adjusted by the judgment of the appraiser
to recognize intangible factors.

Only a bit of imagination is needed to extend these observations to the following
processes: Estimating the practical yield of an oil well, estimating the size of ore depos-
its, estimating tomorrow’s weather conditions, estimating traffic volume on the New
York subway system at different times of the day, estimating the viability of a McDon-
ald’s at a particular location, estimating the needs of a community for water treatment
facilities. In fact, this list can be extended almost indefinitely.

It would not be unreasonable to suggest that each of these processes is, at some level,
an actuarial application. The actuarial method we all know is simply an estimation proc-
ess in the extreme: The amounts at issue are uncertain, the contingencies to which the
amounts at issue are subject are uncertain, and the time values of money at different pe-
riods are uncertain. A little reflection on the processes listed above yields the conclusion
that one or more of the three elements of the actuarial method is substantially reduced.

1t is possible then, to hypothesize that, when certain aspects of the actuarial method
are limited (or not present), those actuaries who practice in the area so limited are then
given a more specific name: real estate appraiser, meteorologist, gemologist, geologist,
traffic engineer, etc.

Continued on page 14

2 Actuarial Review

The Actuarial Review is the quarterly

newsletter of the Casualty Actuanial Society.

Editor-in-Chief

C. K. “Stan” Khury

Managing Editor

Walter C. Wright, 111

Editor Emeritus

Matthew Rodermund

Copy Editor

J. Parkcr Boonc

Associate Editor
Sholom Feldblum

News Editor
D. Lee Barclay

Features Editor
William J. VonSeggem

Brainstorms
Stephen W. Philbnck

Exam Committee Dialogue -
Glenn M. Walker

Puzzle
John P. Robertson

Staff Editor
Paula Miller

The Actuarial Review (ISSN 1046-
5081) is published four times each year by
the Casualty Actuarial Society, 1100 North
Gilebe Road, Suite 600, Artington, Virgmia,
22201-4714. Telephone: (703) 276-3100;
Fax: (703) 276-3108. First class postage is
paid at Adington, Virginia.

The amount of dues applied toward
each subscription of the Actuarial Review
is $10. Subscriptions to non-members are
$10 per year. Postmaster: Send address
changes to: The Actuarial Review, 1100
North Glebe Road, Suite 600, Arlington,
Virginia, 22201-4714.

For permission to reprint material
from the Actuarial Review, please write
to the Editor-in-Chief. The Casualty Ac-
tuarial Society is not responsible for
statements or opinions expressed in the
articles, discussions, or letters printed in
the Actuarial Review.

Copies of articles or issues are avail-
able on microfilm from University Mi-
crofilms Intemational, 300 North Zebe
Road, Ann Arbor, Michigan, 48106-

1346, telephone: (800) 521-0600.

© 1995 Casualty Actuarial Society.

August 1995



