LETTERS

All-Star Game

o doubt there are a lot of us who

dabble in applying statistical meth-
ods to sports, like comparing Tiger
Woods to Jack Nicklaus to Bobby Jones,
or picking apart the flaws in the NFIs
quarterback rating. But nothing draws us
like baseball. Maybe it’s tradition, maybe
the consistency of the game over time.
Or perhaps it’s because of the vast store
of publicly available, reliable data to ana-
lyze, which actuaries rarely see in real
life. Whatever the reason, the game of
baseball is mathematics; everything else
is just arithmetic.

After reading the article (“Stat of the
Art,” May/June 2004) and the three con-
tributions posted on your website, I just
have to add my own. It’s a variation on
“total bases” and “on-base percentage,”
and it’s a measure of offensive produc-
tion. I refer to it as “net bases gained per
plate appearance,” or NB/PA.

The formula takes total bases and adds
walks (intentional or not, including “hit
by pitch”) and stolen bases. It subtracts
for “caught stealing” (CS) and “grounded
into double play” (GIDP), to get the net
total bases produced by the hitter by
whatever method. This is ratioed to the
total number of plate appearances (at-
bats plus walks, as defined above) to give
the net bases-per-plate appearance.

It should be noted that CS and GIDP
were not kept consistently in both leagues
until 1950, so to truly compare over his-
tory, they have to be removed.

What this stat measures is what you
can expect from a given player every time
he steps to the plate—how many bases
will he get for you? Granted, it doesn't
include sacrifices to move the runner, or
RBIs, both of which address “run produc-
tion,” but that’s not what I'm measuring.
When you reduce offense in baseball to
its smallest meaningful increment, it’s get-
ting on base and moving around them,
by whatever means, which I think in the
long run will work its way into the run
column just fine.
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So, who’s the best at this? Who gets
you the most “expected bases” when he
steps into the batter’s box? It will prob-
ably surprise no one to learn that the best
NB/PA for a “season” is owned by the
great Ted Williams. But what might sur-
prise is that it wasn't in his 1941 season
when he hit .400, but rather in the 1953
season where he had only 110 plate ap-
pearances. In that year he gained 1.073
bases for every plate appearance! (Actu-
ally in the previous year, he got 1.083 per
PA but only appeared 12 times.)

Think of it, though—MORE than one
base, on average, each and every time he
stepped in to hit! Amazing. Now that’s
offense!

The only other players who have pro-
duced more than one base on average for
an entire season are Babe Ruth (who did
it twice, in 1920 and 1921) and Barry
Bonds in 2001. Bonds’ 1.065 is the best
in any “full season” (more than 500 PAs),
followed by Ruth’s 1.058 and 1.047 in
21 and 20 respectively.

In case you were wondering, Williams
had an NB/PA stat of .901 in 1941—it
was the only “full season” he had over
.900. Lou Gehrig had two in the .900s,
as did Mark McGwire. Sammy Sosa and
Jimmie Foxx each had one, and Todd
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Helton came within a whisker, but that’s
it. None of the other “big dogs” like Mays,
Aaron, Greenberg, Mantle, or DiMaggio
has had any above .900.

Bonds has had three seasons at that
level, and his current (YID 5/11/04) sea-
son is on pace (1.095) to break his own
record. Nobody touches Ruth’ consistency,
however. He had eight seasons with NB/
PA over .900 (and three more above .850).
The Babe is the king of offense on a lifetime
career basis. When you adjust to remove
CS and GIDP (for consistency across time),
the all-time list of batters 1 to 8 is:

Ruth .893
Bonds .837
Williams .828
Gehrig .827
Helton .801
Greenberg .800
Foxx 794
Ramirez 783

I like that lineup for offense, don’t
you?

BiLt MecH
MiLwaukee, Wis.

PS. All statistics derived from tables on
www.baseball-reference.com
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DIRECTOR OF VALUATION
Sr. FSA for cross functional financial role in premier insurance carrier.
Must have 10+ years individual life and annuity experience, financial
reporting, ALM, plus tax and accounting knowledge. Communicate
effectively with senior management, auditors, regulators and vendors as
well as manage the department.

FINANCIAL ENGINEERING SPECIALIST

Global bank seeks AVP-VP actuary for financial engineering area
housed on trading floor. Responsible for structuring products and
equity derivatives, as well as hedging and pricing. Reinsurance experi-
ence highly desirable. Must be eager, bright and hard working.

PRODUCT DEVELOPMENT ACTUARY

ASA to FSA product development and pricing position at top rated car-
rier. Product knowledge should include individual life, disability as well
as supplemental areas (i.e. Cancer, Dental, etc.). Will be involved with
all aspects of product development process including working with
marketing and underwriting as well as filing and implementation for
new and existing products.

LIFE REINSURANCE ACTUARY

Major reinsurance company seeks an ASA to FSA to price individual life
reinsurance quotes, analyze products, set pricing assumptions and pre-
pare proposals for clients. Strong communication and interpersonal
skills a must.

FINANCIAL ACTUARY

Leading health and life insurer seeks an ASA or FSA for financial report-
ing and valuation. Calculate reserves and DAC. Report profit/loss for
various blocks of business on STAT and GAAP basis. Seek candidate
with a strong life financial background.

GLOBAL PORTFOLIO MANAGER

Fast growing new global area seeks an actuarial student with strong ana-
lytical and technical acumen. Ideal candidate will work within this
newly created area and develop new business.

AVP RISK MANAGEMENT

Design and implement financial structures to mitigate equity market
risks across large and diverse blocks of business for a global insurer.
Must articulate issues and solutions to management and solution ven-
dors. Hedging and reinsurance; design, strategy and implementation.

ANDOVER RESEARCH, LTD.

Specializing in the Placement of Actuaries Since 1975

International

Pre-Associate

2ND VP CORPORATE FSA

Our client, a major reinsurer, is seeking an FSA with at least 10 years
actuarial experience in valuation, financial reporting, GAAP, STAT and
ALM experience for senior corporate role. CFA and Investment experi-
ence a plus.

V.P. HEALTH PRICING LEADER

Prestigious Healthcare company seeks an FSA and several ASAs with
managed care backgrounds for growing HMO. Experience in pricing,
financial reporting and reserving as well as Medicaid and provider con-
tracting is needed. Strong technical and leadership skills required.

LIFE ALM ANALYST

Top insurance company seeks a pre-ASA for a fabulous opportunity to
learn both sides of the balance sheet. Ideal candidate will prepare finan-
cial models including dynamic financial analysis, interpret the results,
and place them into an appropriate reporting format.

HEAITHCARE ACTUARIAL MANAGER

Major healthcare client seeks pre-ASA’s to ASA’s to support the financial
analysis of provider contracts. Other responsibilities include develop-
ment of modeling tools to support the company’s regional healthcare
economics department, training of financial analysts, and performing
ad hoc analyses on important business questions.

AVP-VP TERM PRODUCT MANAGER

ASA-FSA needed with strong technical skills in individual life financial
reporting, product development or both, to report directly to the Chief
Actuary and get involved with all aspects of a fast growing insurance
business.

HEALTH CONSULTING ACTUARIES

Several of our Consulting Clients are seeking ASAs-FSAs with employ-
er health focused backgrounds. Technical expertise in addition to
strong communication skills are necessary. Previous consulting experi-
ence preferable. Mid to senior level opportunities in many locations.

GROUP INSURANCE VALUATION ANALYST

Pre-ASA/ASA GAAP, Statutory and Tax Reserve Reporting for the com-
panies group life and non medical health business. Position is an actu-
arial consultant job ladder and offers advancement to higher grade.
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A
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New York, NY 10165 A Fax (212) 983-0952



Business Is Booming

read with interest John Skar’s recent

commentary on life settlements in
the March/April issue of Contingencies.
From my perspective as a recently re-
tired chief actuary and CFO, who has
spent the past year working primarily in
this marketplace, I found myself in total
agreement with respect to Mr. Skar’s con-
cern that the whole process be centered
on the customer, which I define as the
policyholder.

I found that his general description of
the present life settlement marketplace is
reasonably accurate, although not com-
pletely so. Life expectancy targets have
been expanded to 15 years, with some
purchasers willing to go to 20 years. Life
settlements’ rapid growth, in my opin-
ion, is not an isolated phenomenon. It
a symptom of a new concept that I would
broadly define as a third party paying a

value for an option (benefit) in an insur-
ance policy. In the case of life settlements,
the third party’s financial ability to keep
a policy in force until a customer dies is
crucial.

I'm in particular disagreement with
Mr. Skar’s statement that he feels the
life settlement transactions will remain
small and the number of companies will
decline. The present industry is grow-
ing dramatically; recent estimates put
the death benefits purchased in 2003 at
about $5 billion.

A tidal wave of baby boomers will be-
gin reaching age 65 in 2012. Boomers
are known to have not saved enough for
retirement. [ believe a significant number
would rather sell life policies than work
to pay for ongoing policy premiums.
And recently, companies have begun
purchasing variable annuity death ben-
efits. Health underwriting is presently
not used for variable annuities.

I agree with Mr. Skar that the estate is
an issue for life settlements. The policy
owner arguably does not personally ben-
efit from a larger estate; it’s the beneficiary
who reaps the benefit. The process for a
life settlement to take place includes not
only the policy owner but also the ben-
eficiary. Both have to sign and agree to
sell the policy. I feel that should logically
satisfy Mr. Skar’s concerns with regard
to the estate issue or the ability of the
beneficiary to pay. My own experience is
that it is extremely rare for a beneficiary
to step up to pay the premium in place
of the policy owner.

[ disagree with Mr. Skar’s inference
that a major health decline must always
take place in order for a life settlement to
work. That may have been true years ago,
but its simply not true today. As I said
earlier, no health underwriting is used for
the purchase of variable annuity death
benefits.

ScheduleF.com

Eliminate
UTURE SHOCK
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[ agree with Mr. Skar that everyone has
a right to transfer personal property, in-
cluding life insurance. T agree that compa-
nies buy policies in anticipation of making
a profit, but that’s true for any company
that provides cash to the owner who is
willing to sell any personal property.

Mr. Skar asserts that in all cases, life
insurance that would be purchased is
more valuable than any other asset con-
tained in an estate. I disagree with that
assertion. I don't believe in omniscience;
no one knows all the assets a person may
own and what other rates of return those
assets might earn. That decision belongs
to the policy owner.

In my own experience, I know policy
owners who have sold policies because
they feel they shouldn’t mortgage their
home to pay premiums or sell a business
they created in order to provide cash to
keep a policy in force. It’s my perception
that a policy owner who created a busi-
ness is almost always better off keeping
or expanding his business than keeping
a life insurance policy.

[ feel the need to deal with a reference
Mr. Skar made to a myth about life settle-
ments being a threat to the industry. Say-
ing that any pricing actuary is omniscient
enough to cover all instances of antiselec-
tion flies in the face of history. One need
only visit present constraints put on the il-
lustration actuary with regard to certifying
that current illustrations are reasonable. The
required tests include both self-support and
lapse-support. These requirements came
about due to concern over inappropriate
pricing used to make illustrations look bet-
ter than what was likely to occur.

A specific example developed dur-
ing the 1990s in Canada. Term to 100
without cash value policies caused many
Canadian companies to dramatically in-
crease reserves as actual lapse experience
proved much lower than was priced or
reserved for. I don't feel that a long-term
and active secondary market will hurt the
industry overall. However, I feel it will
cost companies that rely on lapse-sup-
ported pricing or low election techniques
some money. Present minimum-premi-
um universal and variable life products,
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as well as long-duration term policies,
probably have a similar exposure.

I congratulate Mr. Skar on his article.
It provides an opportunity to air opinions
and educate our profession about the
secondary market, which I think will be
a very long-term, positive development
for both our profession and our indus-
try. In my opinion, it will significantly in-
crease the value of existing policies and
ultimately provide a definite measure of
the value of benefits or options contained
in an insurance policy.

FReDERICK A. RANDALL
WAYLAND, MASs.

Mr. Skar responds:

appreciate Mr. Randall’s thoughtful re-
sponse to my article.

Since we're both actuaries, Mr. Ran-
dall knows that in saying that a life policy
qualified for a settlement offer is a rela-
tively high-return estate asset, I'm us-
ing expected returns, not omniscience.
A Treasury bond has a higher expected
return than a lottery ticket, although on
occasion the lottery ticket turns out to be
a better investment.

I'm not concerned with life settlements
per se but with the generally misleading
marketing materials and lack of good con-
sumer education and disclosures. Given
the high transaction costs, people who sell
their policies often receive only a fraction
of the policy’s true economic value. Fi-
nancial advisers should provide the best
advice, not just “better than” advice. After
that, its truly up to the policy owner to
make the final decision.

The myth mentioned in my article
was that “life companies are opposed to
life settlements because they would rath-
er see the policies lapse.” On the contrary,
our advice to policy owners is to retain
the policy. While Mr. Randall’s concerns
over lapse-supported pricing may have
some merit in a different context, I don't
believe there is any evidence that the
industry’s opposition to life settlement
marketing practices has anything to do
with a profit motive.

As to the future, my sense is that life

settlements will be replaced by more effi-
cient mechanisms. One possibility is that
banks or finance companies will provide
lines of credit secured by the death ben-
efit, similar to what is happening with
reverse mortgages.

A Certified Mistake

would like to point out an error in the

feature article, “A Moving Image” (May/
June 2004). On Page 18, the author re-
fers to a group of people called certified
financial analysts and uses a parentheti-
cal (CFAs) afterwards. The mistake is
repeated several times throughout the
article. This implies that CFA stands for
certified financial analyst.

There are two problems here: First,
CFA stands for Chartered Financial Ana-
lyst (not certified); second, the use of
CFA as a noun (CFAs) is an improper
use of the designation.

Unlike the FSA, CFA is a registered
trademark of the Association of Invest-
ment Management and Research (AIMR)
and is only usable in grammar to describe
someone who has earned the charter.
The correct way to have written the sen-
tence would have been to either not use
the parenthetical at all (saying Chartered
Financial Analyst instead of certified) or
to substitute CFAs with CFA Charter-
holders in the parenthesis.

In the future, you may want to pass
the reference to AIMR to see that it is
published accurately. Sorry to nitpick
about the second point, but I may as
well do you the service of a complete
correction. Thanks!

BRIAN HIRSCHFIELD
Oaks, Pa.

Correction: The string of prime numbers at the
bottom of Page 30 of Tom Herzog’s article about
the Monto Carlo method (May/June 2004)
should have included the number 17. In the last
line of that column, the description of the prime
number should have read 2p—1. Mr. Herzog's
article was adapted from his book, Applications
of Monte Carlo Methods to Finance and Insur-
ance (Actex Publications, 2002), which he wrote
with Graham Lord.



