                         INSURANCE COMPANY SSG WORKSHOP 

From: "Judith Russ Leon" <leon@better-investing.org>

Subject: Insurance SSG Workshop

To: "i-club-list" <i-club-list@better-investing.org>

Date: Sun, 5 Jul 1998 06:53:19 -0400

A workshop that explains how to analyze an insurance company stock with 

the NAIC Stock Selection Guide will take place on I-Club-List beginning 

on Wednesday, July 8, 1998.  AFLAC (AFL:NYSE) will be the sample stock.

Gary Simms will lead the cyber workshop that will take place via e-mail 

messages sent to I-Club-List.  Gary is a frequent contributor to I-Club-

List and an instructor and director for the Heart of Illinois NAIC 

Council.

Gary will post daily "lecture-like" sessions to I-Club-List on weekdays.  

They will describe what kind of data to use, where to find it, and how to 

interpret the study. Questions and comments are most welcome.  The 8 part 

workshop will last for approximately two weeks.

  No registration.  No fees.  No grades.  Homework?  Yes. :)

The entire workshop will be compiled into a text file and uploaded to the 

Web Site after the workshop concludes.  A complete description of how I-

Club-List Workshops operate is available on the Web Site.

  http://www.better-investing.org/iclub/workshop-description.html

An SSG Datafile for Gary's AFLAC SSG study is available in the Shared 

Datafile Library.  You are encouraged to retrieve the Datafile and follow 

along with Gary's explanations and also to perform your own SSG study.  

The name of the file is afl_icl_0798.ssg.  It may be downloaded into any 

NAIC software program.

  http://www.better-investing.org/content/filelib.html

Good news!  You can now enter a ticker symbol and select a software 

Datafile type for quick retrieval of a Datafile for a specific company.  

Please note that It may be necessary to *right click* on the file name in 

order to download it to your computer.  Many thanks to the volunteer 

WebOps who continually add new content, revisions, and improvements to 

the NAIC Web Site.

Judith Russ Leon

Special Features Editor, NAIC Web Site

leon@better-investing.org

------------------------------------------------------------------------

From: glsimms@juno.com

Subject: Insurance Company SSG Workshop #1

To: i-club-list@better-investing.org

Date: July 8, 1998

Leader: Gary Simms

Topic: Introduction

Welcome to the Insurance Company SSG Workshop!

Over the next several days, we will present an I-club-List Workshop which 

examines how to evaluate an insurance company with the SSG.

Insurance companies are another group that are poorly understood and, 

consequently, avoided. As we will see, insurance companies are not 

difficult to understand or to evaluate. They are much easier to analyze 

than banks! 

<vbg>

My first introduction to insurance companies came shortly after entering 

the work force. Being self-employed, I was responsible for purchasing my 

own insurance. This meant I had to make an informed decision. One of my 

mentors suggested I read a book entitled "The Invisible Banker - 

Everything the Insurance Company Never Wanted You to Know" by Andrew 

Tobias. Copyright 1982. Check your library.

This book provided an education to the various types of insurance and why 

you need, or don't need, each one. The book explained the profits that 

can be made in the insurance business. As a consumer, I became cautious. 

As an investor, I became very interested. I recommend the book because it 

is educational as well as an entertaining.

PREFACE

To better understand the insurance company we will examine the 

similarities and differences between an insurance company and our 

familiar industrial company.  We will also evaluate the quality of 

management and the ability of the stock to double our investment capital 

over a five year period with acceptable risk.

AFLAC (AFL:NYSE), an NAIC investment club favorite, was chosen as the 

stock to investigate for this workshop.  The April, 1998 issue of NAIC's 

Better Investing magazine lists Better Investing's Top 100 for 1998. 

AFLAC is the 'numero uno' stock held by investment clubs when ranked by 

total shares and sixth when ranked by the number of clubs holding the 

stock.

While I explored this company, several learning opportunities presented 

themselves. Unfortunately, opportunity is often disguised as hard work. 

<g> As always, the instructor learns the most!

I found I learned a lot in these areas:

1) What to use for Annual and Quarterly Sales.

   This is the problem most people encounter when

   trying to do a SSG for an insurance company.

2) The differences between Value Line and S&P data

   and what to look out for when evaluating a company.

3) Foreign currency effects on earnings and revenues.

WHAT YOU'LL NEED

I discovered that I needed the following information for the workshop. I 

suggest that you obtain this information in order to fully appreciate the 

workshop:

1) The Standard & Poor's 2-page Stock Report for AFLAC (AFL:NYSE) labeled 

7G and dated March 28, 1998

2) The Value Line report for AFLAC, number 1197, dated May 1, 1998

3) Obtain Financial data for AFLAC such as the Annual Report, 10K, 10Q, 

proxy, and press releases. To obtain the reports used for the workshop go 

to the AFLAC website:

http://www.aflac.com 

and select the appropriate reports. [Note: This workshop was conducted 

during July 1998.  Select reports that were available at that time.]

4) Lots of patience!

I placed an SSG Datafile in the I-Club-List Shared Datafile Library.  The 

AFLAC (AFL:NYSE) file is called afl_icl_0798.ssg

There are two ways to download the Datafile from the NAIC Web Site.

1) The *Easy Way* at:

http://www.better-investing.org/pub/content/filelib.html

Follow the directions.

2) The *old way* via FTP:

ftp://better-investing.org/pub/ssg-files/ssg-file-library

If you do not have a software program that reads .ssg Datafiles, you may 

view the file by downloading the Toolkit 3.0 demo program at:

http://www.better-investing.org/computer/toolkit.html

An Excel SSG Datafile Reader is another alternative.  Download it from:

ftp://better-investing.org/pub/ssg-files/ssg-read.xls

The next session will look at the basic business of an insurance company.

++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

From: "Dan C Hess" <DAN_HESS@prodigy.net>

Subject: Insurance Company SSG Workshop #1

Date: Wed, 8 Jul 1998 22:38:41 -0400

Gary when I obtained an S&P for AFL, I received one dated 6/27/98 which 

reflects the recent stock split.  I note the 5/1 VL as well as your SSG 

reflect pre split numbers.  Will the more recent S&P suffice or is it 

necessary to obtain the 3/28 S&P as you suggest in your post?

[Gary Simms replied: Good news, these will be just fine! You can get the 

SSG file from the NAIC site with all of the data already entered.

If you want my data to agree with your VL sheet simply split the stock 

2:1.  Conversely, if you enter the data from your sheet and want it to 

match mine split yours 1:2 (a reverse split) Only the "per share" data is 

affected. The price is a per share item too.

Not to start a new debate on i-c-l, but for our purposes of fundamental 

data analysis a split is a non event. Only the per share data was split 

in half. You'd just have to double it to get the numbers I used.  In 

session 4 we'll look at what Ellis Traub has to say about data types and 

then explain *why* I selected VL.

You can use your current sheet to see where the numbers come from. I'll 

hop down to the library to get your sheet. Always use the most current 

data.]

++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

From: DonaRay43@aol.com

Subject: Re: Insurance Company SSG Workshop #1

Date: Thu, 9 Jul 1998 14:23:31 EDT

I have aflac already set up in my toolkit.  When I went to the one you 

have put in, I did download it. However, I don't know how to pull it up 

as I keep getting the one I have done previously.  Any help?  Tnx, donna 

[Gary Simms replied: First I'd save a copy of your entire database.

Then try renaming the file to something other than afl_icl_0798.ssg like 

lfa_icl_0798.ssg and then import it.

As a last resort, and with a back up of the entire database, delete AFLAC 

and then import my file.]

------------------------------------------------------------------------

(S)ubject: Insurance Company SSG Workshop #2

Date: July 8, 1998

Leader: Gary Simms

Topic: The Basic Business of an Insurance Company

Insurance companies are unique critters. They sell *Risk Diversification* 

and receive revenues which are called *Premiums.* While the companies 

wait to pay claims from those premiums the companies invest the premiums 

and generate *Investment Income.*

RISK DIVERSIFICATION

Now, what the heck is *Risk Diversification*?

Webster's dictionary defines risk as: A chance of harm or loss.  *Risk 

Diversification* spreads that chance of harm or loss over a larger 

Segment of the population.

Let's look at life insurance as an example. Life insurance is easy to 

understand. The insurance company charges $300.00 per year for a 

$100,000.00 life insurance policy.

Simply stated: You say, "I bet you $300.00 that I'll die this year." The 

insurance company says "I'll bet you $100,000.00 you don't." (I hope they 

win!)

Actuarial scientists closely follow the morbidity rate for 40 year old 

men (or women). They can tell you, based on their historical data, what 

your chances of expiring are for this year. They are uncannily accurate 

in their predictions.

The insurance company's business is to calculate the risk, determine an 

amount of money to collect from each family, and add in a fair amount of 

profit. The sum of all of this is called the *Premium*.

Let's assume they say that my chances of croaking this year are 1 in 

2000. (I just pulled that number out of the thin air.) What they can not 

tell you is whether or not *you* are that one in 2000 who will expire 

this year. (Your physician, on the other hand, may be able to help you 

with this, <g>)  If a family depends on financial support from the one 

person in 2000 who will die this year, then that family will have a 

problem. However, no one knows which one family will be affected.

That's where insurance comes in.

We know the risk (1/2000 will die) and that it would be devastating for a 

single family.  The insurance business diversifies (spreads) the risk 

among the 2000 families. No matter which family is affected by the death, 

the family income will continue and prevent financial devastation. The 

support for the one unfortunate family will be provided by the other 1999 

families.  That is how the risk to the one family is diversified (spread) 

among the other families.

TYPES OF RISK

Once you understand that an insurance company sells *Risk 

Diversification* and why it does that, you can extend this concept to 

other types of risks.  Risks are sickness (health insurance), house fires 

(home owner's policy), and physical injury (disability) that prevents 

work for a period of time. Insurance also covers car accidents 

(automobile insurance), medical mistakes (malpractice insurance), and 

even bizarre incidents.

For example, recently a sports promoter sponsored an event held at half-

time during a basketball game. The promotion offered a randomly selected 

spectator a single chance to shoot a basket from mid-court. If the 

spectator was successful they would win a million dollars. I don't know 

the name for this type of policy, but a fellow recently performed this 

feat and won a million dollars from a contest. The insurance company had 

to pay up. I hear the agent who wrote the policy was glad to have health 

insurance because he was just sick-to-death about the good fortune of the 

spectator. <g>

There are even insurance companies in business to insure other insurance 

companies against some of the risk which they accept. These companies are 

called re-insurance companies!  There are reports that Warren Buffet is 

currently looking at one of these companies, General  Re. One commentator 

said that the stock is greatly undervalued because no one understands 

what a re-insurance company does. So, you will soon be operating on the 

level of Warren Buffet! ;-)

The next session will look at how the insurance company's income and 

expenses compare to our familiar industrial company.

----------------------------------------------------------------------

(S)ubject: Insurance Company SSG Workshop #3

Date: July 9, 1998

Leader: Gary Simms

Topic: Comparisons to the Familiar Industrial Company

The previous session of the Insurance Company SSG Workshop examined the 

basic business of an insurance company. Now that we know what an 

insurance company sells, let's compare an insurance company's sales and 

expenses to our familiar industrial company so that we better understand 

how an insurance company works.

SALES

There are two main sources of income for an insurance company: premiums 

and investment income.

*Premiums ($)* are akin to sales. They represent growth or the lack of 

growth.

*Investment Income* is the second largest source of revenues after 

Premiums. The insurance companies collect the premium dollars and invest 

them until claims are filed and it is necessary to pay out dollars. The 

fewer the claims and the longer the length of time that the insurance 

company can delay the payments, the more interest income the company can 

generate. As you would expect, the amount of Investment Income depends on 

such common-sense items as the dollar amount invested, the basic asset 

allocation (stocks Vs. bonds Vs. cash), and the specific types of stocks 

and bonds.

REVENUES

I surveyed the last three NAIC Official Guides (1994, 1996 & 1998). Each 

guide recommended using the sum of all sources of revenues as the number 

to plot for Sales on the SSG. I also choose to use the sum of all 

revenues as the value for both annual and quarterly sales.  We will 

discuss the sources for this data in our next session!

This decision is the major factor in evaluating an insurance company with 

a SSG. The rest of the SSG is the same as our familiar industrial 

company. :-)

EXPENSES

There are two main categories of expenses:

1) Losses or Claims.   Claims are similar to *Cost of Goods Sold*

   (COGS). The insurance terminology, Loss Ratio,

   (Losses/Premiums Written) equates to the industrial company's

   COGS as a Percentage of Sales. Subtracting it from *Total

   Revenues* results in the *Gross Profit* of the company.

2) Expenses or Overhead which equate to General, Selling and

   Administrative (GSA) expenses. The Insurance company's

   Expense Ratio (Expenses/Premiums Earned) equates to the

   industrial  company's GSA as a Percentage of Sales. Subtracting

   this from the *Gross Profit* results in the *Pre-tax Profit* of the

   company.

OTHER TERMINOLOGY

1) Underwriting Margin equates to the Pre-Tax Profit margin

   of the industrial company. It is mathematically equivalent to:

   Underwriting Margin = 100% - (Loss Ratio + Expense Ratio)

   In other words, anything they don't pay out in claims or

   spend on overhead is profit! See, it's easy to understand

   once you get past the terminology!

2) Premiums Written vs. Premiums Earned. When an insurance

   policy is written, it provides a certain benefit for a

   certain amount of time. If the policy had a premium of

   $1200.00 and was for a 12 month period, it would be

   recorded as $1200.00 Premium Written and $100.00 each

   month for 12 months as the Premium Earned. In other words,

   A policy is written when the contract is signed, but it

   is earned monthly over the life of the policy.

           INCOME STATEMENT COMPARISON-----------------------------

          Industrial                    Insurance

           Company                       Company

           Sales                        Premiums (Written or Earned)

  -        Cost of Goods Sold           Claims/Losses (Loss Ratio)

               ---------------------------------------------

  =                         Gross Profit

  -         General, Selling,            Overhead   (Expense Ratio)

            & Administrative             Expenses

                Expenses

                ---------------------------------------------

  =          Pre-tax Profit             (Underwriting Margin)

We have discussed the basic business of an insurance company and compared 

its profit and expenses to that of our familiar industrial company. The 

mysterious insurance company is easily understood! :-)

In the next segment of the Insurance Company Workshop we will look at the 

different sources of data available to analyze an insurance company, 

discuss their differences, and select a source from which to complete our 

SSG.

***********************************************************************

(S)ubject: Insurance Company SSG Workshop #4

Date: July 10, 1998

Leader: Gary Simms

Topic: Data Choices and Chores! VALUE LINE ARTICLE

The Value Line Selection & Opinion (VL S&O) for August 15, 1997,p 6672, 

had a short article entitled "How to Analyze the Insurance Industry."  I 

quote,

"Earnings and Return on Net Worth (Equity) are the most important 

measurers of an insurer's profitability and management's ability to put 

shareholder funds to work."

The article further states:

 "The tradeoff between using leverage in the insurance industry is much 

more acute than for standard industrial companies, because ratings 

(claims paying abilities and financial strength play an integral role in 

"selling the product," which in this industry, is the ability to make 

good on promises."

It seems that our time-honored evaluation tool, the SSG, will also work 

very well here!  Most of the data required for the SSG is available 

directly from the Value Line Stock Report or from the Standard & Poor's 

2-page Stock report.

DATA RESOURCES

In the third part of the Insurance Company SSG Workshop, we decided to 

use a value for Sales which represents all the income from an insurance 

company in order to measure annual and quarterly growth. Where should we 

get it?

There are three sources of readily available data:

1) Annual Reports or 10Ks from the company

2) Value Line Stock Reports

3) Standard & Poor's  2-page Stock Report

Value Line segregates insurance companies into 3 industry groups:

1) Property/Causality Industry

2) Life Insurer Industry

3) Diversified Insurer Industry

I checked the three industries that Value Line categorized insurance 

companies under and I found that the formats vary from industry to 

industry. Although the first two Value Line Industries report income 

differently, they report it in a standard format within each of the two 

industries.  Since the last industry is diversified, it is composed of 

several sub-categories which seem to report income differently depending 

on the sub-category.

Yikes!!  :-(

Fortunately, AFLAC (AFL:NYSE) is in the Life Insurer Industry and the 

Value Line page reports a *Total Income* column. Unfortunately, its 

quarterly data reports only *Premiums Earned* and not any investment 

income as the 10-year historical data for *Total Income* does. I find 

that I usually have to get the latest 10Q for the quarterly data so this 

is not a big problem.

I then surveyed the corresponding S&P 2-page stock reports we used before 

in the Bank Stock SSG Workshop. The S&P reports seemed very standardized. 

Each S&P report listed *Total Revenues* for annual data and *Revenues* 

for quarterly data. The sum of the data for the four quarters equaled the 

amount reported for the annual data!  :-)

The figures represent the sum of all incomes from premiums and 

investments.

Total Revenues = Premiums + Investment Income

*Data Differences*

THREE TYPES OF DATA SOURCES

At this point, it is a good idea to discuss these types of data sources 

and the differences among them.

Ellis Traub clearly explains the differences between the 3 categories of 

data in the Investor's ToolKit 3.0 computer software manual, p 51.

Ellis Traub :

*******************************************************

"Data comes in several *flavors,* depending upon who provides it and what 

specifications are made by the data vendors who use or sell the 

information. All are correct: and, oddly enough, all are different.

1) Company Reported Data

This is data, hot off the company's presses. It may or may not be filed 

with the SEC. It may or may not be audited. It is, nevertheless, what the 

company said that it is (the balance sheet); and what it says it has done 

(the income statement).

2) Standardized Data 

The company reported data has been analyzed by professionals who look at 

the details of income and expense and *map* these numbers into standard 

categories so that companies may be compared on similar terms. Fiscal 

year dates are adjusted to a regular standard. This data is usually taken 

from SEC filings and has usually been audited - at least the annual data.

Bear in mind that there is a trade-off between the quality of company 

reported data and the timeliness of standardized data. NAIC Data files 

from S&P Compustat are standardized but not normalized. See below.

3) Normalized Data

Company reported data that has been analyzed and altered to reflect the 

deletion or addition of non-recurring and/or extraordinary income and 

expense is referred to as *normalized.* Value Line data is normalized, 

but not standardized.

OTHER ISSUES

The most significant difference between the various types of data is the 

manner in which earnings are reported. Some data providers offer earnings 

"as reported". Others offer *earnings from continuing operations*, which 

implies that any earnings or losses from non-recurring events will be 

ignored or excluded.

All of these different methods for reporting data are different even 

though they are, oddly enough, "correct". All are presented as prepared 

according to "generally accepted accounting principles". You will have to 

decide for yourself which of these kinds of data best serve your 

purposes.

NORMALIZED DATA

Most experienced investors seem to prefer normalized data or *earnings 

from continuing operations* since these methods of reporting already 

exclude non-recurring events and are more readily translated into 

estimates of future performances.

The most important point is that you as an investor, using a particular 

data source, understand the *differences* of their impact on your 

judgment."

*****************************************************

AFLAC DATA

So, we must remember that while the S&P 2-page Stock Report may allow us 

access to *standardized* data for Revenues, it is not adjusted for non-

recurring events. It is necessary to check the annual report or 10K for 

special events which need to be taken into account.

I examined the annual report, S&P Stock Report, and the Value Line Stock 

Report.  I found that AFLAC had several non-recurring events.

First, AFLAC sold a broadcast station during 1996 and 1997. Next, another 

Japanese insurance company defaulted and the Japanese government required 

a contribution to a guarantee fund to help offset similar future 

occurrences. Lastly, AFLAC reported a tax credit because the government 

reduced the corporate income tax.

Since Value Line has different types of reporting formats for the three 

insurance industries, I was attracted to the simplicity that the 

standardized S&P 2-page report presents.  My goal was to adjust the S&P 

Stock Report data to reflect these non-recurring gains.

To make three, very long, frustrating nights of pounding numbers into my 

calculator very short, I did get all of the figures to balance among the 

Annual Report, the Value Line, and the S&P Report. However, it is not an 

experience that I soon wish to repeat! My conclusion is that adjusting 

data for non-recurring events is not for the faint-of-heart.

Fortunately for us, Value Line also reports a *Total Income* line for 

AFLAC's historical data. When I compared the two data sources, I found 

that the income values are the same except for the non-recurring data in 

1997 and for a tiny rounding discrepancy.   I chose to use the Value Line 

for the majority of the data because it automatically adjusts for non-

recurring data. In addition, it contains 1997 data which S&P had not 

reported yet.

The Value Line Report only lists 4th quarter 1997 data and its quarterly 

data is listed as *Premium Income* which does not include *Investment* or 

*Other Income*. Finding Value Line's adjusted quarterly data seemed 

difficult at first.  However, I discovered that Value Line, Section 2, 

the weekly Summary & Index provides this adjusted data for EPS & 

Dividends shortly after the company reports it. You do not need to wait 

until the next Value Line update is published for your company in order 

to get the information!

I obtained the first quarter 1998 EPS and dividend data (0.75 and 0.115) 

in a recent Value Line Summary & Index (June 5, 1998.)  I then obtained 

the 1st quarter 1998 Total Revenue figure ($1,757.0) from the 10Q which 

AFLAC sent to me. I also obtained the 1st quarter 1997 value for sales 

(1707.5) from the same 10Q.

I noted that S&P's data for quarterly sales is the sum of all income. I 

could have also gotten the 1st quarter 1997 data from the S&P Report.  

However, I would have had to verify that there were no recurring items 

(as I did with the 10Q data). The annual report states that the non-

recurring gain for the sale of the broadcast station occurred in the 

second quarter of 1997. An examination of the second quarter 1997 10Q 

confirmed this.

I concluded that I could have used either source as long as it was 

adjusted for those non-recurring items, but Value Line makes the job much 

easier.

In the next segment of the Insurance Company Workshop we will look at the 

Value Line data for AFLAC.

++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

From: Bob Kalischer <rkalischer@csi.com>

Subject: Re: Insurance Co. SSG Workshop #4

Date: Fri, 10 Jul 1998 15:00:14 -0400

>AFLAC DATA

>I examined the annual report, S&P Stock Report, and the Value Line Stock 

>Report. 

>

>I obtained the first quarter 1998 EPS and dividend data (0.75 and 0.115) 

>in a recent Value Line Summary & Index (June 5, 1998.)  I then obtained 

>the 1st quarter 1998 Total Revenue figure ($1,757.0) from the 10Q which 

>AFLAC sent to me. I also obtained the 1st quarter 1997 value for sales 

>(1707.5) from the same 10Q.

>

The first quarter 98 Report to Shareholders that I recently received has 

the same above figures.

You have certainly helped me understand the company reports, the S&P 

Report, and Value Line report on AFLAC.  I hope I can make sense of my 

previous AFLAC SSD file!

[Gary Simms replied: Great to hear that!!

Of course, Mr. Ellis Traub, the author of ToolKit 3.0 should take the 

bow! When I read his manual for TK 3.0 I knew I'd have to work that into 

a workshop. The problem is that there is so much good stuff in the manual 

we just don't have enough workshops!

The act of doing a SSG for an insurance company is easy once you 

understand the business and income structure of them. AFLAC was selected 

because it presents unique opportunities for learning. The treatment of 

non recurring events is a great opportunity to see how they could affect

our results and why "normalized" data is important.

The other challenge I encountered was foreign exchange rate influence on 

sales and earnings. Quite intimidating until I began learning about 

foreign exchange rates.

We'll analyze them in session 7.]

*************************************************************************

Date: Mon, 13 Jul 1998 10:21:35 EDT

(S)ubject: Insurance Company SSG Workshop #5

Date: July 11, 1998

Leader: Gary Simms

Topic: AFLAC (AFL:NYSE) SSG

Welcome back to the I-Club-List Insurance Company SSG Workshop.

In the previous workshop sessions, we discussed the business of insurance 

and compared it to our typical industrial company.  We also examined the 

various types of data sources and decided to use total revenues from a 

source which adjusts the data for non-recurring events.

AFLAC SSG DATAFILE

I uploaded an SSG Datafile for AFLAC (AFL:NYSE) to the Shared Datafile 

Library on the NAIC Web Site.

The name of the Datafile is: afl_icl_798.ssg

If you do not have a software program which reads .ssg Datafiles, you may 

view the file by downloading the Toolkit demo program at:

http://www.better-investing.org/computer/toolkit.html

An Excel .ssg Datafile reader is another alternative.  Download it from:

ftp://www.better-investing.org/pub/ssg-files/ssg-read.xls

DOWNLOAD THE SSG DATAFILE

There are two ways to download the Datafile from the NAIC Web Site.

1) The *Easy Way* at:

http://www.better-investing.org/pub/content/filelib.html

Follow the directions.

2) The *old way* via FTP:

ftp://better-investing.org/pub/ssg-files/ssg-file-library

AFLAC declared a 2:1 stock split on May 4, 1998 effective May 20, 1998. 

All of the data resources that we have been looking at report PRE-split 

numbers. Therefore, the workshop will use the pre-split values. Remember, 

Only the *per share* data is affected by a split. Items such as Sales, 

Pre-Tax Profit, and Net Profit are not affected.  A stock split will 

alter data such as earnings per share (EPS), dividends per share, and 

book value per share.

******************ATTENTION !!!!********************************

I used a pre-split price in the AFLAC SSG Datafile.  In order to use the 

present current price with the SSG Datafile, you must first enter the 2:1 

stock split into the software program. Otherwise, you will get an 

erroneous *Buy* zone rating!!!

Always do your OWN homework!!!

******************ATTENTION !!!!********************************

We will use a new format to report our AFLAC (AFL:NYSE) SSG in the 

workshop. ToolKit 3.0 has a new feature that prints an ASCII (text) file 

for either the original data used, or a summary of the SSG, or both.

The following is a printout of the text version of the SSG for AFLAC 

(AFL:NYSE). It was prepared with our Value Line data and with the 10Q 

quarterly data.

NAIC INVESTOR'S TOOLKIT V3.0 DATA REPORT=======================

modified for e-mail by glsimms@juno.com

BASIC DATA=====================================================

Company: AFLAC

Price:    58.875

Date: 06/19/1998

Ticker: AFL

Industry: Insurance (Life)

High:    67.300

Low:     44.156

Traded: NYSE

Source: Value Line

Date: 05/01/1998

Total Debt($M):      523.2

Reference: 1197

Preparer: GLS

Pfd Stock($M):        0.0

Pfd Div'd($M):        0.0

Last Full Fiscal Year: 1997

Month Fiscal Year Ends: December

Common Shares(M):      133.2

Analyst's EPS Growth Est.(%):      0.00

Common Dividends($):      0.460

Analyst's EPS Est.($):      0.00

% Insider Ownership:        6.0

Quality Source:        VL

Institutional Holdings(000):    62069.0

Quality Rating:       B++

Fully Diluted Shares(M):    133.200

QUARTERLY DATA===========================================

Last Quarter of Data: 1st Quarter 1998

Quarter                       Sales        EPS

1st Quarter FY 1997          1707.5       0.64

2nd Quarter FY 1997          1741.4       0.65

3rd Quarter FY 1997          1790.0       0.68

4th Quarter FY 1997          1745.0       0.69

1st Quarter FY 1998          1757.0       0.75

ANNUAL DATA==============================================

Last Full Fiscal Year: 1997

Year      High       Low       EPS     Div'd    Bk Val

1988     9.100     6.100      0.72     0.130      4.23

1989    12.000     7.100      0.53     0.150      4.61

1990    10.300     6.500      0.77     0.180      5.18

1991    16.600     9.500      0.97     0.200      6.02

1992    18.600    12.800      1.19     0.230      6.99

1993    22.700    16.500      1.55     0.260      8.78

1994    24.100    16.800      1.89     0.290     10.26

1995    29.800    21.300      2.33     0.340     15.03

1996    44.000    28.300      2.40     0.390     15.42

1997    57.900    37.500      2.66     0.450     25.75

Year    Sales  Net Prof   TaxRate  Shrs Out

1988    2324.6     108.9      45.3    151.98

1989    2438.2      80.8      54.6    152.37

1990    2678.4     117.2      45.8    152.72

1991    3282.7     148.7      43.8    153.33

1992    3986.5     183.4      43.5    154.78

1993    5000.6     243.9      43.1    155.57

1994    6110.8     292.8      41.9    156.00

1995    7190.6     349.1      41.9    141.99

1996    7100.2     357.7      41.7    137.88

1997    6983.5     373.8      37.4    133.20

                     Estimated Tax Rate:        0.0 

=================================================================

Prepared using the NAIC Investor's Toolkit.  6/23/98 10:56:50 PM

NAIC INVESTOR'S TOOLKIT V3.0 ANALYSIS REPORT==========06/23/1998

AFLAC        (AFL NYSE)  

Current Price:  $58.9  

Current P/E:     21.3

FY 1997 ended 12/31/97 

Data through 1st quarter FY 1998(3/31/98)

Prepared by: GLS            

Source of data: Value Line (5/1/98)

Capitalization:=================================================

Total Debt ($M):  $523.2       Debt/Capital: 13.2%

                                % Insiders    % Institution

Preferred($M):       0.0             N/A            N/A

Common Sh(M):      133.2            6.0          62,069 (46.6%)

Quarterly Performance (Qtr End 3/31/98) =========================

                       Sales($M)      EPS($)

Latest Quarter:          1,757.0        0.75

Year Ago Quarter:        1,707.5        0.64

Percentage Change:           2.9%      17.2%

Section 1 - Annual Historical and Estimated Future Growth Rates =

Historical Sales Growth:          15.9      Outliers: None

Historical EPS Growth:            20.0

Estimated Future Sales Growth:    15.0

Estimated Future EPS Growth:      15.0

Section 2 Evaluating Management ================================

                                5 yr.Avg.  Trend   Outliers

2A % Pre-Tax Profit on Sales:      8.5      EVEN   None

2B % Earned on Equity:            16.8      DOWN   97

Section 3 - Price-Earnings History =============================

                                  Outliers

3B7 Average Low Price:   $ 24.10   None

3D7 Average High P/E:      16.10   None

3E7 Average Low P/E:       10.90   None

3G  Average % Payout:      16.00%  None

Average P/E:    13.50

Current P/E:    21.30

Projected P/E:  18.48

Section 4 - Evaluating Risk and Reward =========================

4A Average High P/E:             16.10

Estimated High EPS                5.38

Forecast High Price:             86.60

4B Average Low P/E:              10.90

4B Estimated Low EPS:             2.65

Selected Estimated Low Price:    28.90

4C Zoning =======================================================

  28.90 --Buy --  48.13 --Hold--  67.37 --Sell--  86.60

Zoning set at: 33%-33%-33%

Current Price of 58.88 is in the 'Hold' range

4D Upside/Downside Ratio:========================================

Upside/Downside Ratio: 0.9

Relative Value:        157.8

Projected Rel. Val.: 136.9

Section 5 - Five-Year Potential ==================================

5A Present Yield:            0.8

5B Average Yield:            1.1

5C Total Return(simple):    10.5

Total Return(compounded):    9.0

Projected Avg. Ret:          5.5

Prepared using the NAIC Investor's Toolkit 6/23/98 10:56:50 PM

There you have it! What a marvelous and time-saving feature! Thank You 

Mr. Ellis Traub!!!

The next session of the workshop will examine the AFLAC (AFL:NYSE) SSG 

and see how management is doing!

*******************************************************************

(S)ubject: Insurance Company SSG Workshop #6

Date: July 13, 1998

Leader: Gary Simms

Topic: SSG Evaluation

Welcome back to the I-Club-List Insurance SSG Workshop!

In the previous sessions we discussed the basic business of an insurance 

company, examined its income structure as compared to an industrial 

company, and selected the data to use for annual & quarterly revenues. 

All of the *unknowns* have been dealt with. The remaining sessions simply 

deal with the evaluation of the AFLAC (AFL:NYSE) SSG.

AFLAC was chosen because it is a widely held, popular NAIC stock and 

because the effect of its foreign business makes it more difficult to 

understand. Examining AFLAC's business is a real learning experience!

This session will discuss the SSG for AFLAC (AFL:NYSE).

Recall that I uploaded an SSG Datafile for AFLAC (AFL:NYSE) to the Shared 

Datafile Library at the NAIC Web Site.  The name of the Datafile is: 

afl_icl_798.ssg

http://www.better-investing.org/pub/content/filelib.html

See Part 5 of the SSG Insurance Company Workshop for download information 

and related URLs.

AFLAC (AFL:NYSE) SSG FRONT PAGE

I hope that you downloaded the SSG Datafile (afl_icl_798.ssg) from the 

NAIC Web Site. Please print it out or prepare a paper SSG so that you can 

follow along.

*Capitalization*

I note that % debt to Total Capital is 13% in the capitalization box at 

the top of the right hand side of the SSG.  I remember that the Value 

Line article commented that financial strength is important for an 

insurance company since it is an indication of the company's ability to 

*make good* on any claims against it. In turn, this is important as a 

sales advantage point. Do you want to buy insurance from a company that 

might go bankrupt when you have a claim?

Insiders own 6% and Institutions own 46.6%.  Seems OK.

*10 Year Historical Rates of Growth*

ToolKit 3.0 reports historical Sales growth of 15.9% and historical EPS 

growth of 20.0%.  I look for smooth, parallel, upward trending lines for 

sales, pre-tax profit, and earnings per share. I see that the lines are 

generally smooth, parallel, and trend upwards.  However, the last few 

years of sales and pre-tax profit have been flat although EPS has only 

slowed slightly, i.e. it is still trending upward.

I also check to see that the price bars are moving higher in line with 

the EPS trend line.  I note that the price bars for 1996 and 1997 grew 

faster that the EPS grew. This tells me that the P/E for AFLAC (AFL:NYSE) 

expanded over the last two years.

*Recently Quarterly Data*

1st quarter 1998 sales rose 2.9% to $1,757.0 from the 1997 $1,707 and EPS 

rose 17.2% to $0.75 from $0.64. Remember that this is data adjusted for 

non-recurring events and that it reflects the operations of the company.  

The sales (2.9%) slowed below the historical sales  growth (15.9) while 

EPS growth (17.2%) is in line with the historical eps growth (20.0). Why 

is sales slowing and not EPS?

SSG BACK PAGE

*Section 2A & 2B*

The ASCII printout of the SSG does not list the data for this section. It 

simply gives the 5-year data and the trend.

Here is the Section 2 data:

    1988    1989   1990   1991   1992   1993   1994   1995   1996   1997

2A   8.6     7.3    8.1    8.1    8.1    8.6    8.2    8.4    8.6    8.6

2B  17.0    11.5   14.9   16.1   17.0   17.7   18.4   15.5   15.6   10.3

Here is the data for the last 5 years:

    1993   1994   1995   1996   1997    Ave.

2A   8.6    8.2    8.4    8.6    8.6     8.5    even

2B  17.7   18.4   15.5   15.6  *10.3*   16.8    down

*10.3* is an outlier.

It looks as if management is maintaining Profit Margins in 2A, but that 

it is having problems with 2B, ROE.

I think that it is important to consider 2A with respect to what is 

happening to sales. In this case, the management has maintained the 

Percentage Pre-tax Profit to Sales *while* growing sales at an annual 

rate of 15.9% for the last 10 years. I don't view 2A in a vacuum. It must 

be viewed with an eye towards the historical sales trend.

2B (ROE) is earnings per share divided by book value per share.  For this 

to change to 10.3% for 1997, either the EPS went way down or book value 

per share went way up.

On the front of our SSG, I see that the EPS line has been going up rather 

than down.  Therefore, book value per share (BV/Sh) must have really 

jumped up in 1997.  A quick look at the May 1, 1998 Value Line confirms 

my suspicion.  BV/Sh increased from $15.42 in 1996 to $25.75 in 1997!

WHY?

The balance sheet is the place where the basic equation of:

Assets = Liabilities + Equity

is itemized. I went to the AFLAC 1997 annual report, p 40, and examined 

it to see what increased so much in 1997. Near the bottom of the page, I 

noticed a huge increase in "Unrealized gains on securities available for 

sale" from 1996 to 1997 .

OK.

Now it is time to read the dreaded "Notes to the Consolidated Financial 

Statements" :-(

OK.

I believe that the annual report tells me the same thing on p 49. I 

believe that it says that the bonds have gone up in value. The general 

trend was down, but the change from 1996 to 1997 was about a 33% 

decrease!

I still couldn't explain exactly *why* the BV/Sh jumped. What I am 

interested in is whether the 10.3% 1997 ROE value should be closer to 

15%.  If so, the 2B trend will be even or, at least, not down 33%.

I called AFLAC investor relations as a last resort. The Value Line 

business section box usually contains an "800" toll-free number for a 

company's Investor Relations department.  I spoke with a very nice 

individual, Mitzi Clayton. She researched the problem and sent the 

information to me by fax.  The faxed information came from the "1998 

Financial Analyst Briefing," pp 14 and 15.

To make a complex issue short, the gain in Shareholder's Equity came 

from: 

"The large drop in the adjustment to policy liabilities in 1997 is 

primarily due to the refinement of our *method* for calculating the 

minimum required reserve interest rates. We previously based the 

calculation on AFLAC Japan's cancer life business in force. The interest 

rate also had a one-year lag. Beginning in 1997, the minimum interest 

rate reflects all of AFLAC Japan's products and is calculated on a 

current basis."

That makes sense. At least it does if you look at all of the tables! 

<vbg>  It seems that the decrease in Shareholder's Equity (BV/Sh) is due 

primarily to a change in methodology rather than a real shift in the

fundamental business of AFLAC. The briefing also stated this methodology 

would be used in future years so I would expect 1998 trends to be lower 

too.

I choose to regard the 1997 value in 2B as an outlier rather than as 

ominous sign of trouble at AFLAC. It seems odd to me that this it is not 

reported via some mechanism in the income statement.

So, the trend for Section 2A,  Percentage Pre-Tax Profits to Sales, is 

even.  However, the trend for Section 2B, Percentage Return on Invested 

Income, is slightly down.

In the next session, we will make our 5 year projection for sales and 

EPS.

++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

From: "Dan C Hess" <DAN_HESS@prodigy.net>

Subject: Insurance Co. SSG Workshops 5 & 6

Date: Mon, 13 Jul 1998 22:11:49 -0400

Gary thanks for a superb job in explaining your analysis on these two 

workshops.  After studying I have two questions.

1) What was your thinking regarding the rather dramatic changes in the 

$/Yen conversion rates especially in 96 and 97 and the impact on future 

revenue and EPS growth?   AFL Mgmt discussion on p29/30 of the 97 Annual 

Report seems to indicate this caused 95 EPS to be overstated by $.15, 96 

to be understated by $.29 and 97 to be understated by $.18.  Adjusting 

the reported EPS by these amounts would seem to indicate 95 EPS of 2.18, 

96 of 2.69 and 97 of 2.84, thus indicating 97 growth over 96 of about 

5.5%.  Thus 97 results would not seem to indicate a continuation of the 

prior many years trend of 15%+ growth.

[Gary Simms replied: Good questions! I'm going to defer these questions 

until tomorrow when #7 will be uploaded. But consider this: What is the 

major problem facing AFLAC? Is it the Yen/Dollar conversion or is it the 

economy of Japan? Are the Yen denominated sales up or down? So, is the 

yen/dollar translation the problem or does it only exacerbate the larger 

problem of the Japanese economy slowing yen denominated growth?]

2) The explanations provided in the AFL Annual Report explain why the 

reported ROE dropped in 97 due to the increase in shareholder equity due 

to the AFL adjustment in policy liabilities.  What is the significance of 

treating the 97 2B percentage as an outliner?  I ask this because:

a) I expect this to be ongoing and thus future ROE of 10% or so vs. the

prior 15+,

 b) I can see no impact on other SSG calculations and 

c) The current version of STB Analyst I am using does not allow treating 

this single entity as an outliner.

Dan Hess

[Gary Simms replied: My concern was: Is there a real problem in 2B, and 

if so, what happened there? The investigation revealed the 33% drop was 

due to a method rather than to a fundamental change in the company. Thus, 

I chose to list it as an outlier. This didn't change the downward trend, 

but did show there was not a drastic drop for the latest year's ROE. If 

you are a user of SA then you are familiar with Corry's ranking system 

which emphasizes the last two years as the most critical in the section 2 

A & 2B analysis. It is very important to see how the company is doing]

now.

++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

From: Pat Gorman <pgorman1@san.rr.com>

Subject: Insurance Co. SSG Workshop

Date: Tue, 14 Jul 1998 20:06:40 -0700

Gary, this workshop is just outstanding. I see a company with decline in 

revenue past 2 yrs of 1.6 % while eps increased 6.8 %.. ROE is down, Tax 

rate is down, PTP is down, shares outstanding are down and that certainly 

could explain why Book Value/Per Share is up. Add to that a current PE 

that is 2x the average and why am I looking at this Co....oh yes, to 

study Insurance Companies

[Gary Simms replied: Well at least to look at a very popular NAIC stock. 

<g> This wasn't chosen because it was a good buy, but for its learning 

opportunities.

I'd always been told and believed that the decrease in revenues & PTP 

were due to the Yen/Dollar problems. Analysis shows this only exacerbated 

the problem of declining yen denominated sales in Japan.

It is easy to pick a company that would have had an easy SSG, but where 

is the fun in that? <g>

P/E is a function of investor sentiment and, hence, valuation rather than 

a measure of a company's management. The first question is: Is this a 

well managed company? The second question is: At its current price, does 

it offer an opportunity to double your money in 5 years with minimal 

risk?]

....and I am learning a lot...In workshop 6 you refer to annual sales 

growth of 15.9 %

[Gary Simms Replied: That was the ten-year average. You are correct when 

you look at the shorter growth rates. My problem was, and is, trying to 

project 5 year sales in yen, US growth, and the Yen/Dollar translation

to come up with a 5 year sales figure and then use the preferred 

procedure to get the 5 year projected eps.]

 and BV/Sh increase so I am totally confused. 

[Gary Simms replied: BV/Sh increased due to a change in methodology 

rather than a real event.]

I assume <VBG> that workshop 7 will clear all this up or for me it might 

take more.

Thanks from Patti in San Diego 

******************************************************************

(S)ubject: Insurance Company SSG Workshop #7

Date: July 14, 1998

Leader: Gary Simms

Topic: SSG Projection

Welcome back to the I-Club-List Insurance SSG Workshop!

The previous session looked at management's ability.  We evaluated its 

past performance and checked for smooth, parallel, upward trending lines 

on the front of the SSG.  We also looked for even or upward trends on the 

back of the SSG in Sections 2A & 2B.

ESTIMATE SALES AND EARNINGS

*5-Year Projections*

Our next task is to estimate sales and eps values in 5 years.

All information comes into play to influence estimating sales and EPS. I 

would use any information that I can find. I include the annual report, 

10K, 10Q, press releases, and magazine articles.

AFLAC OPERATIONS

AFLAC operates in two countries, Japan (80%) and the USA (20%).

Japan has been in a depressed economic market for several years. This 

problem has made continued success in Japan a challenge. In addition to 

the economy, several other factors are negatively influencing AFLAC 

Japan's operations. These factors include the Japanese government 

directive to the insurers to raise premium rates, Japanese insurance 

deregulation by 2000, and the government's requirement that all insurers 

must contribute to a guarantee fund.

AFLAC management is aware of these problems and has taken many steps to 

counter these problems.  It has developed an economic cancer-care policy, 

increased direct mail advertising, and implemented an incentive pay 

system for its salespeople. In addition, the Japanese government lowered 

its co-pay from 10% to 20%. That should increase demand for AFLAC's 

supplemental insurance.

AFLAC is also increasing its operations in the USA in an effort to 

insulate itself from the Japanese economic woes and the yen/dollar 

translation effect. Earnings from AFLAC USA increased from just 20% of 

the total earnings just two years ago to 36% of total earnings for 1997. 

Continued growth in the USA is forecast.

CONCERNS

My major concerns are the decreasing sales and pre-tax profit seen on the 

front page of the SSG.

CURRENCY TRANSLATION

Part of the reason for declining Sales & Pre-Tax Profits is the result of 

the yen's weakness compared to the dollar.

In an effort to stimulate its depressed economy, the Japanese government 

greatly reduced Japanese interest rates. This has the effect of reducing 

the demand for yen because investor's can get a better interest rate on 

their money in the United States. This increases the demand for dollars.

As the demand for dollars increases and the demand for yen weakens, the 

yen/dollar exchange rate goes up.

TRANSLATION vs. CONVERSION

The annual report, Notes to the Consolidated Financial Statements, p 43, 

explains the difference between translation and conversion.

As previously stated, AFLAC operates in two countries, Japan and the USA. 

80% of income comes from Japan while only 20% comes from the USA. Japan's 

business is not directly affected by the yen/dollar fluctuations

because the insurance premiums are collected in yen and the benefits are 

paid out in yen. No yen to dollar rates are factored in. Only when the

*results* are reported to the US parent corporation are the results 

*translated* into dollars. They are not actually changed into dollars 

(this would be *conversion.*)  they are *translated* into dollars for 

reporting purposes only. Only when the profits of AFLAC Japan are 

actually brought back to the USA are the yen actually converted into 

dollars.

The other reason for the declining sales and PTP is simply that Yen 

denominated sales are also down. When I ordered the investor's kit from 

AFLAC, they recommended that they also send me a set of updated 

"Presentation Notes".  Page 8 of these notes has a diagram that shows 

that yen denominated sales of insurance declined in 1997. Furthermore, 

renewals of existing policies were significantly down as were new policy 

sales for 1997. The decline is Sales in not purely a result of the 

yen/dollar effect.

The presentation notes identify two "AFLAC Japan Advantages" which 

explain the continual rise in yen denominated EPS. These advantages

are investment management and administrative efficiency.  So there *is* a 

downward trend in yen denominated sales, but management has taken steps 

to increase efficiency and still had increased yen denominated EPS 

growth. Good for management!

On the front page of the SSG I also noted that EPS was growing faster 

than either of these two items. When this happens, I always check to see 

why.  (Why is such a simple word, yet it causes me so much work!)

PRE-TAX PROFIT

Did you ever wonder why Toolkit plots Pre-Tax Profit along with Sales and 

EPS on the front of the SSG? It does that to make sure that the company 

made the money rather than adjusted it through taxes and the number of 

shares outstanding.

EPS should come straight from pre-tax profits. When pre-tax profits are 

down and EPS increase, there are a couple of possible causes.  Either 

taxes were reduced somehow, or the number of shares outstanding decreased 

through a share repurchase plan, or both.

----------------

INCOME STATEMENT Or How we get from PTP to EPS

Let's look at an income statement:

Total Income (Premiums Written & Earned)

- Insurance Claims  (Loss Ratio)

- Overhead Expenses (Expense Ratio)

----------------------------

= Pre-Tax Profit  (Underwriting Margin)

  ^^^^^^^^^^^^^^

- Income Taxes         <=========(1)

---------------------------

= Net Income

divided

by Shares Outstanding  <=========(2)

----------------------------

= Earnings per Share

  ^^^^^^^^^^^^^^^^^^

So, we can *adjust* EPS by modifying either:

(1)  taxes  or

(2)  the number of shares outstanding 

Value Line shows that AFLAC's tax rate has been declining in recent years 

and is due mainly to the growth of AFLAC USA's increasing percentage of 

earnings. The USA has a 25% lower corporate tax rate (35%) than does 

Japan (45%.)

SHARE REPURCHASE PROGRAM

The second method of increasing EPS with a declining Pre-Tax Profit is to 

reduce the numbers of shares outstanding.

After reading the annual report, I see that the board of directors 

authorized a share repurchase program. By inspecting the Common Shares 

Outstanding row on the May 1, 1998 Value Line, I see that the number of 

shares outstanding began to decline in 1995. They declined from 156M in 

1994 to 142M in 1995 to 138M in 1996 to 133 in 1997. Value Line projects 

a steady decline in shares to 115M in 2001 - 2003. [Or is that 1901 -

1903? ;-)  ] The company is indeed reducing the number of shares 

outstanding.

My conclusion is that AFLAC wants to bolster its EPS to continue its EPS 

growth rate despite its temporary problems in Japan. AFLAC is using two 

methods to support its EPS growth. First, it is reducing its tax rate by 

increasing AFLAC USA's earnings which have a lower corporate income tax 

rate.  Second, it is reducing the number of shares outstanding by 

authorizing a share repurchase plan. It is an effective attempt to adjust 

the EPS growth rate for the negative effect that the yen/dollar 

translation and the Japanese economy has had.  In an attempt to 

understand the magnitude of the strategy, I used the ToolKit 3.0 

Preferred Procedure.

PREFERRED PROCEDURE/SHARE REPURCHASE EFFECT

I set the Sales growth rate to zero and adjusted the Shares Outstanding 

from the current 133M shares to Value Line's 5-year projected value of 

115M. The reduction in Shares Outstanding resulted in a 3.5% annual 

growth rate for EPS.  I've always heard that AFLAC's management adeptly 

manages the yen/dollar translation. Now I see how.

The annual report states that the yen/dollar translation began having a 

negative impact on AFLAC's EPS beginning in 1995. Note that the shares 

outstanding also began to decline in 1995. That was management's attempt 

to control the negative impact of the yen/dollar translation.  Realize 

that the company has no control over the yen/dollar conversion rate. 

However, they can, and did, exercise whatever ability to control their 

stock's EPS that they had.

Observation of the front page of the SSG reveals that EPS is growing 

faster than Sales and Pre-Tax Profit. I'd say that AFLAC manages the 

yen/dollar conversion  and Japanese economy pretty well!

QUALITY OF MANAGEMENT

Japan has had economic problems for years and recently officially 

proclaimed that the country slipped into a recession. In addition, the 

yen steadily weakened against the dollar over the last few years further 

hurting AFLAC Japan's dollar denominated EPS performance.  Yet, 

management took steps to effectively fight each problem. This 

demonstrates quality management to me. I don't expect the captain of a 

ship to be able to prevent a big storm, but I do expect her to minimize 

the problems with the storm by steering the ship into the waves so the 

ship doesn't capsize!

FUTURE GROWTH ESTIMATES

Management stated that its goal is a yen denominated EPS growth rate of 

17%. The Japanese government recently reduced the Japanese corporate tax 

from 45% to 41%.  As a result, AFLAC increased its yen denominated EPS 

growth rate to 20%. In addition, AFLAC has continued growth plans for 

AFLAC USA.

Normally, I project sales growth and use the preferred Procedure to apply 

judgment at its four points. This time I found that projecting sales is 

difficult because I have to project US and Japanese growth and then 

adjust for the yen/dollar conversion. Next, I have to select a value for 

% Pre-Tax Profit from section 2A and then a value for income tax, and 

finally the number of shares outstanding in 5 years!

That is a lot of changes and I don't feel comfortable with them. Too many 

things will change in order for me to accurately apply judgment to all of 

these items. I do find that AFLAC management's 20% EPS growth estimate to 

be believable. I chose to reduce this value by 25% to a dollar 

denominated 5-year EPS growth rate of 15%.

Do you agree with 15% dollar denominated revenue & EPS growth? If so, 

why? If not, why not?

The final session will visit the valuation sections of SSG Parts 3, 4, & 

5.  We will ask the four valuation questions and determine whether this 

stock is a good buy, a bye-the-bye, or a good bye.

*******************************************************************

(S)ubject: Insurance Company SSG Workshop #8

Date: July 15, 1998

Leader: Gary Simms

Topic: AFLAC Valuation with the SSG

Welcome to the 8th and final session of the Insurance SSG Workshop!

After I examined the annual report, 10K, 10Q, and other available 

resources, I applied judgment to the SSG.  I concluded that AFLAC has a 

management team which is monitoring the changing landscape of its 

business and has responded with effective changes. In short, I find that 

it is a well-managed company.

The second question I need to answer is:

At the current price, is this an investment which is likely to double its 

value in 5 years with minimum risk of loss?  Sections 3 - 5 of the SSG 

are designed to aid in this endeavor.

*SSG Section 3*

I surveyed Section 3, Price Earnings History, and noticed the trends for 

the historical data for the previous five years. The trends moved 

steadily upward for the High Price, Low Price, EPS, High P/E ratios, Low 

P/E ratios, and dividends. The Percentage Payout remained stable at 

around 16%.  I look for a Payout of 30% or less which indicates a growth 

stock. Growth stocks re-invest their earnings to expand the business 

rather than pay them out as dividends.

-----------

*Section 4*

I chose to use section 4(A) for my 5-year estimated high price 

calculation and section 4(B)a for my 5-year estimated low price.

*Section 4 A&B*

         -------------

The decisions above give me a high price of:

Ave. High P/E  X  Est. High EPS  =  Forecast High Price

16.1  X  5.35  =  86.1

And a Low Price of:

Ave Low P/E  X  Est. Low EPS  =  Forecast Low Price

10.9  X  2.65  =  28.9

*Section 4C*

         ----------

I used  33:33:33 zoning:

Buy     28.9 - 48.0

Hold    48.0 - 67.0

Sell    67.0 - 86.1

The current price of 58.875 is in the Hold zone.

*Section 4D*

         ----------

The Upside/Downside ratio is 0.9:1 at the current price.

         ----------

*Relative Value*

Relative Value  (RV) is the comparison of the current P/E to the average 

P/E over the last five years.  If the current P/E is less than the 

average P/E, the stock is considered undervalued on a P/E basis.

The basic manual paper SSG form does not have a section that calculates 

Relative Value. It is necessary to add it yourself.  The logical place is 

below the table in Section 3. Software versions of the NAIC SSG include 

calculations for the RV.

Ralph Seger always emphasizes the importance of Relative Value. He 

advises the importance of buying a stock when the current P/E is at or 

below the 5-year Average P/E.  See the later discussion relating Relative 

Value to the expected return on the investment.

An RV of 85% - 110% indicates that the current price of the stock is a 

good value.  In other words, the price has the potential to appreciate 

substantially.

AFLAC's Relative Value is 157.8% and the Projected Relative Value is 

136.9.  

-----------

*Section 5*

*Total Return and P.A.R*

Section 5 gives a 5-year Compound Estimated Rate for Total Return of 8.9%  

A new addition in Toolkit 3.0 is a second 5-year estimated rate of return 

called P.A.R. This is an acronym for Projected Average Return.

Ellis Traub explains the difference between the two rates of return with 

respect to the effect on the theoretical selling price. In both cases, 

the estimated 5-year High EPS value is used to calculate the high price.  

The (P.A.R) assumes that after 5 years the stock will be sold when the 

stock reaches its 5-year AVERAGE P/E.  On the other hand, the Total 

Return assumes that after 5 years the stock will be sold at the 5-year 

Average HIGH P/E.

P.A.R. is designed to show the effect of P/E expansion or P/E contraction 

on the Total Return when you purchase the stock above or below its 5-year 

Average P/E.  The difference between selling the stock in five years at 

the AVERAGE P/E (13.5) vs. selling the stock in five years at the average 

HIGH P/E (16.1) is:

P.A.R.        5.4%

Total Return  8.9%

The Relative Value is currently 157.8%. The average HIGH P/E is 16.1 and 

the AVERAGE P/E is 13.5.

*Valuation*

So, at the current price, is AFLAC a stock which offers the

potential to double my money in 5 years with minimal risk

of loss?  Consider this:

1) Is the price in the buy zone?

      No, it is in the "Hold" zone

2) Is the Upside/Downside ratio 3:1 or larger?

      No, it is 0.9/1

3) Is the Relative Value 110% or less?

      No, it is 157.8%

4) Is the 5-year average compounded rate of return 15% or more?

      No, it is 8.9%

Unfortunately, AFLAC does not seem to be a candidate for

purchase at this time.

Since I find that AFLAC is a well-managed company, I may wish to wait 

until the stock declines in price.   I may consider purchasing it when I 

get a "yes" answer to the above four questions.

This concludes the I-Club-List Insurance Company SSG Workshop.

Evaluating this stock presented several opportunities to expand your 

experience with SSGs. The important point to remember is that only slight 

modifications to the SSG are needed in order to evaluate insurance 

companies. We decided to use values for annual and quarterly sales which 

represent the total income for the company. After this decision was made, 

the rest of the SSG was similar to our familiar industrial company SSG.

I hope that you enjoyed the Insurance Company SSG Workshop. I also hope 

that you will consider adding an insurance company to your portfolio for 

diversification as well as for return potential.

Recent reports indicate that the famous investor, Warren Buffet, was 

looking at General Re, a re-insurance company. The story goes that Buffet 

believes that it is undervalued because no one understands the business! 

Perhaps now you will understand it well enough to see if you agree with 

Mr. Buffet!

Gary

+++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

From: MNatto@aol.com

Subject: Re: Insurance Co. SSG Workshop #8

To: i-club-list@better-investing.org

Date: Wed, 15 Jul 1998 08:48:07 EDT

  Gary--my thanks for your major contribution.  Nat

+++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++Fr

From: glsimms@juno.com

Subject: Re: Insurance Co. SSG Workshop #8

Date: Wed, 15 Jul 1998 09:04:46 EDT

You're welcome!

As always, the instructor learns the most!

I had a lot of fun doing the Bank & Insurance Workshops. We hope to hold 

SSG Workshops on a monthly basis form different individuals.

I need to acknowledge the major support that Judith Russ Leon provided in 

the way of editing.

She has the gift of writing.. and does it so well. I'm envious of her 

ability and have great respect for it and her.

Thanks Judith from the whole I-C-L!

Gary

*********************************************************************

From: "Dan C Hess" <DAN_HESS@prodigy.net>

Subject: Re: Insurance Co. SSG Workshop #8

Date: Wed, 15 Jul 1998 14:39:17 -0400

Gary,

I want to thank you and Judith for the super effort on the Insurance 

Industry Workshop.  I found your write-ups to be extremely thorough as 

well as easy to understand.  I thought I understood the insurance 

industry fairly well but your analysis provided new insights for me and I 

suspect for many people.  I fully support the idea of this type of 

workshop to continue on a monthly basis.  While there is much to be 

learned on the SSG, I would like to see an increased workshop focus on 

PERT and PMG.  I think most of tend to spend more time on the buy side 

with less emphasis on the follow on portfolio management aspect.

[Gary Simms replied: I agree; however, typing all of the PERT & PMG 

information into readable e-mail format would be a nightmare. Doing the 

SSG was a challenge until TK 3.0 brought along the ASCII text printing 

option.]

Thanks again

Dan Hess

PS: I have several acquaintances involved in medical research and I find 

them recently to be much more optimistic for a cancer cure coming in the 

near future.  I wonder what impact a greatly decreased mortality rate 

from cancer would have on a company like AFLAC.

[Gary Simms replied: Interestingly enough, the US products are focusing 

on disability, and long term nursing home care rather than cancer 

insurance.]
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