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The report on the actuarial profession in the US is made up of four areas: 
Description of the Actuarial Profession 
State of the Economy 
State of Private Pensions 
State of Health Care 

Actuarial Profession in the US 

There are four major actuarial organizations in the US 

The Society of Actuaries has over 17,000 members and is the organization 
that administers the actuarial exams that are the main source of exam based 
actuarial credentials for US actuaries. The SOA is an educational, research 
and professional organization with a goal to advance actuarial knowledge 
and enhance the ability ofits members to provide solutions to financial 
business and societal problems. Many of its committees are aimed at 
furthering the education of its members and developing experience studies 
to aid the profession. 

The Conference of Consulting Actuaries has about 1,000 members. The CCA 
runs an annual meeting which is targeted to experienced consultants. In 
addition, the CCA has numerous committees which monitor developments 
in the different practice areas and assure that the views of consulting 
actuaries are well represented in those developments. 

The American Academy of Actuaries is an umbrella organization with over 
13,000 members. The Academy has numerous committees which monitor 
developments in different practice areas. In addition, the Academy manages 
the Actuarial Standards Board which is the body that develops actuarial 
standard of practice to guide actuaries in their work. The Actuarial Board 
for Counseling and Discipline is also managed by the Academy, and serves 
to monitor and regulate the performance of the members of participating 
actuarial organizations and assure compliance with applicable Codes of 
Professional Conduct. The Academy also maintains an active office in 
Washington, D.C. where it serves to represent the profession in the 
legislative and regulatory processes. Under a working agreement with the 



CCA and the SOA, the Academy is responsible for public policy 
representation and its coordination. 

State of the Economy 

The US economy has continued to perform with low interest rates, low 
inflation and high stock market returns for the past several years. The table 
below shows several measures of these factors for the past five years. 

Year Inflation 30 Year T-Bond Rate S&P 500 Increase 
1993 2.7% 6.25% 7.06% 
1994 2.7% 7.87% -1.54% 
1995 2.5% 6.06% 34.11% 
1996 3.3% 6.55% 20.26% 
1997 1.7% 6.11% 31.1% 

The table below also shows the exchange rates against several major foreign 
currencies for the same period. 
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Year - Yen I US$ Can$ I US$ Pound I US$ DM I US$ 
1993 109.9 1.337 1.491 1.711 
1994 100.2 1.389 1.559 1.572 
1995 101.9 1.369 1.541 1.441 
1996 115.9 1.371 1.713 1.540 
1997 130.6 1.430 1.651 1.798 

In general, the dollar has fared well against these currencies in the past 
several years. 

State of Private Pensions 

1. Social Security 

The Social Security System in the US is the major source of retirement income 
for the US population. That system covers almost all employees, except for 
employees of federal, state and local governments. The current system has 
been in existence since the 1940s, but is now undergoing one of its greatest 
challenges due to the general aging of the population. 



Based on the 1997 Trustees Report, the system is currently in a surplus from 
a cash flow standpoint and should remain that way until about 2012. 
However, the long run evaluation shows a substantial underfunding. Over 
the 75 year projection period normally considered, the program is 
underfunded by about 2.2% of covered payroll. A Social Security Advisory 
Council appointed by the President published its report in 1997, but was split 
as to how best to resolve the financing problem. For the past several years 
the government has been studying alternatives to modify or substantially 
restructure the system so as to avoid the financial imbalance that is evident. 

Unfortunately, neither the ideas of diminishing benefits nor raising taxes to 
pay for the current level of benefits is politically popular. As a result it is not 
clear when or how the government will put forth a solution. It does appear 
unlikely that these difficult issues will be confronted as long the program is 
in a surplus position on a cash flow basis. 

2. Private Employer Plans 

(A) 401(k) Plans 

Most large employers in the US maintain at least one type of tax-qualified 
retirement plan. Because the plan is tax-qualified, the employer can take a 
tax deduction for its contributions when made to the plan, the assets of the 
plan grow on a tax free basis, and special tax treatment will be accorded to 
the participants when benefits are paid out. 

The most popular plan is the 401(k) plan, which is a type of savings plan. 
Each year the participants are allowed to elect to contribute a certain 
percentage of pay to the plan (frequently up to 6%) which will not be subject 
to income tax. Usually the employer will encourage these contributions by 
making "matching" contributions, frequently equal to one-half of the amount 
contributed by the participant. Most employers then allow the participants 
to direct the investment of their own account into numerous mutual funds or 
company stock. These 401(k) plans have become more and more popular in 
the past fifteen years. Part of the attraction has been the ease with which the 
participant can understand and appreciate this type of plan. This has been 
particularly enhanced, however, with the excellent performance of the stock 
markets in the past fifteen years, and especially the past three years. 

The practice of actuarial firms and investment companies have changed 
dramatically due to the popularity of these plans. With the technological 
advances in the past ten years most large employers have changed the 



administrative systems for these plans so that participants change their 
contribution elections, change the fund investments, execute loans from the 
plans, and make other administrative changes through phone accessed 
computer systems. Actuarial firms and investment companies have devoted 
substantial resources into developing systems that can accomplish these 
tasks for their clients. More and more, employers are also deciding that they 
want a "out source" firm to handle all the plan administration, so that even 
the personnel dedicated to answering questions for their employees should 
be personnel provided by an "outsourced" service provider. 

Government regulations have had a difficult time keeping pace with these 
technological changes. Much of the regulation of these plans is based on 
"paper" transactions. Notices to plan participants and elections by plan 
participants are frequently regulated, &th those regulations requiring 
posting or adhering to certain time period. Now that participants are using 
the telephone to execute transactions, many of the regulations become 
difficult to apply. 

(B) Defined Benefit Plans 

With the growing popularity of 401(k) plans, many employers have 
questioned whether they should continue to maintain their defined benefit 
plans. Most large employers, however, appear to be continuing to maintain 
those plans. 

As an offshoot to this reconsideration process, a significant number of larger 
employers are deciding to restructure their defined benefit plan so that the 
benefit is expressed in a manner more easily understood by their 
participants. Thus, a traditional plan which might promise a benefit at 
retirement equal to 50% of the participanvs final average pay, payable for 
life, might be restated to promise a benefit that looks more like a defined 
contribution plan with an individual account. For example, the new plan 
might promise a credit into the participant's account each year equal to 4% 
of pay, and promise that the account will accumulate with interest equal to a 
stated rate (i.e., the rate for 30 year Treasury Bonds, plus 1%) or to keep pace 
with pay increases. 

After this reformulation, the participant will have a more easily measurable 
and understandable benefit, expressed as a lump sum payment. Although 
the benefit will also be offered as an amuity for life, the lump sum will 
provide the understandable measure, and will frequently be selected by the 
participant at retirement. 



Another issue that has arisen in the past several years relates to actions by 
the Pension Benefit Guaranty Corporation (PBGC). The PBGC is a 
government agency responsible for insuring the benefits promised by 
employers under defined benefit pension plans. In order to gain the funds 
required to guarantee these benefits, the PBGC charges two premiums. One 
is a fixed premium, equal to $19 per participant, which is payable from each 
defined benefit plan each year. (Thus, even if a plan is dramatically 
overfunded and presents no real risk to the PBGC, this premium must be 
paid.) A seconiis a variable premium, which is only payable by plans that 
are not adequately funded. This premium is equal to about 1% of the 
underfunding, measured using standards stipulated by the PBGC. 

Along with collecting premiums and insuring benefits under terminating 
plans, the PBGC has become much more active in other areas over the past 
four years. During this period they have become an active participant in 
corporate business transactions which threaten to lead to the creation of an 
underfunded pension plan. For example, if a business was going to split off 
a subsidiary into a separate independent corporation, and spin off part of its 
pension plan to accompany that new business, PBGC has been proactive in 
&ring-that the new business could adequately support that spun-off 
pension ~ l a n  or that sufficient assets went with the new plan to assure that 
termination of the new plan would not result in a burden to the PBGC. 

From the view of the PBGC, this action has been merited and is prudent 
action to protect plan participants and the agency. From the view of the 
corporations involved in the transactions, this is simply an example of 
outrageous government interference in private affairs. In either event, this 
trend has attracted the attention of many pension actuaries and corporations 
are revising their planning process based on a knowledge that PBGC will 
become an active and interested participant in the transactions. 
(C.) Tax Qualification Compliance 

For all tax-qualified plans, another sigxuficant trend has been arising over the 
past few years. The trend has been for corporations to institute internal 
programs to monitor their own compliance with the tax rules that apply to 
earn tax-qualified status. 

This trend has developed due to a new strategy adopted by the Internal 
Revenue Service, the agency with primary jurisdiction over tax-qualified 
plans. Historically, the penalty for failing to comply with the tax rules was 
akin to an atom bomb. The horrendous penalties that would apply under the 



law for even a minor infraction of extremely complex rules resulted in IRS 
agents deciding to not enforce the rules, and many corporations recognizing 
this reluctance. 

During the 1990s, however, the IRS has developed a new set of rules which 
allow a corporation to eliminate any risk of the "atom bomb" penalties by 
discovering their own failures to comply, correcting those failures, and 
getting IRS approval for the correction. In return for engaging the IRS in this 
Voluntary Compliance Review program, the corporation will have to pay 
only a modest penalty. Along with this program, the IRS has indicated that it 
will be less likely to overlook defects if they are discovered in an audit and 
that much steeper penalties will apply in those cases. 

As a result of these initiatives, many corporations have engaged consultants 
or auditors to review the ways they administer their pension plans. As they 
discover areas of non-compliance, they decide on whether and how to 
correct the defects and whether to approach the IRS under the Voluntary 
Compliance Review program. 

State of Health Care 

1. Medicare 

Like the Social Security system, the federal government also maintains a 
Medicare Trust Fund that provides medical benefits for most of the retirees 
in the US This Medicare Trust Fund is, however, suffering from the same 
financial difficulties as the Social Security system, although much more 
severe. Right now, the 1997 Annual Report of the Board of Trustees shows 
that the Medicare Trust Fund will run out of funds by 2001. In addition, over 
the 75 year period normally considered, the Medicare deficit is about 4.3% of 
covered payroll. 

The entire health care system in the US has been under review for the past 
six years, though. Sizable portions of the US population are not covered by 
health insurance, and no solutions for covering these groups have surfaced. 
In this atmosphere, along with the reluctance of politicians to suggest either 
cuts in benefits or increases in taxes, solutions are not forthcoming. In fact, 
due to recent changes in the budget outlook for the federal government, 
showing a budget surplus, new proposals are arising to expand Medicare 
benefits. 



2. Private Employer Plans 

(A) Continued Expansion of Managed Care 

As indicated in the last US Report, there has been a substantial shift in the 
type of medical coverage conkacts being offered by employers for their 
employees. The January 1,1997 information provided by surveys by Watson 
Wyatt Data Services shows that about 14% of employees remain covered 
under "Traditional Fee for Service" plans, down from 25% in 1995. The 
remaining covered participants are in managed care arrangements of 
numerous varieties. 

Most employers recognized an immediate savings as a result of the shift to 
managed care arrangements. Recently, however, annual cost increases are 
rising to rates that are higher than the rate of general inflation. 

At the same time this shift is occurring there has been increasing publicity 
and legislative activity focusing on concerns over the care restrictions that 
accompany managed care arrangements. For example, 

In some jurisdictions, legislation has been enacted mandating that certain 
services be provided. 
Some physician groups have been actively publicizing their concerns that 
quality of care is suffering because care decisions are io t  being made by 
the doctor and patient, but by an administrator who is making decisions 
on a generic basis. 
Some companies are concerned that their service providers are 
"medlining" the employee groups, by adopting practices to "repel" 
enrollment by high cost employee groups. By avoiding these groups, the 
service providers are able to keep down their per capita costs and 
improve profitability. 

(B.) Increasing Importance of Drug Therapies 

For a variety of reasons, drug therapies have been growing faster than other 
areas of medicine. This is expected to continue for the foreseeable future as 
many biotech drugs hit the market in the next few years. As a result, drug 
costs have been steadily increasing as a percentage of health costs. Viewed 
alone, drug inflation / utilization trends have continued at a high level, 
generally in excess of 10% per year for many health plans. This contrasts to 
the lower medical inflation rates of 0% to 4% that have been experienced 
overall for the past several years. 


