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Introduction 
This paper is written from the viewpoint of an 

Australian actuary who, dismayed at some eventsin the  re- 
tirement benefit plan area in more developed parts of  the 
World, is anxious that in his own country relations be- 
tween accountants and actuaries will develop morelogic- 
ally. The problems arise in relation t o  defined benefit 
plans to  which the discussion in this paper is confined. 

The Meaning of Cost 
To define the noun 'cost' and allied terms, the start- 

ing place, hopefully unsullied by accounting or  actuarial 
feet, might be the dictionary. I quote from the Shorter 
Oxford English (1): 

Cost That which must be given in order to  acquire, 
produce or  effect something; the price paid for a thing. 

Price Money, o r  the  like, paid for something. The 
money (or other equivalent) for which anything is bought 
or  sold; the rate at which this is done or proposed. Pay- 
ment of money in purchase of something. Estimation of  
value. 

Account A statement of moneys received and paid, 
with calculation of the balance; also one of the heads un- 
der which accounts are kept in a ledger; preparing a state- 
ment of money transactions. 

From these definitions it seems that the concept of  
cost in relation to retirement benefits payable to a finite 
group of  persons - the present members of a plan say - is 
not too difficult to  grasp. For the plan itself the cost is 
the total of the benefits paid. For the employer, it is the 
total of the employer's contributions made to  the plan. 

While the total cost is not difficult to define, prob- 
lems arise when the total cost has to be allocated over a 
number of periods such as financial or fiscal years. 

In order to  know how to  account for retirement 
benefit costs it is necessary to know what is a "retire- 
ment benefit cost" in relation to  a particular period. In 
turn, this means knowing what is a "cost" in relation to a 
particular period. The odd thing is that nobody seems yet 
to have produced a satisfactory definition of such "cost". 
This is the nub of the problem. If only we could know 
what such cost is, in unambiguous terms, then we would 
probably know what retirement benefit costs for the 
period are and how to  account for them might be obvious. 
The impression 1 have is that the controversy developing 
over the correct method of accounting for retirement 
benefit costs is leading us towards a situation where 
dogmatic assertions are beginning to be made by profes- 
sional and governmental bodies about how retirement 
benefit plan costs in aperiod are t o  be ascertained,without 
having first defined what they are. 

What we should avoid at all costs (sic) is these dog- 
matic assertions being made by people who, however well 
intentioned they may be, are not  experts in the subject. 
If, nevertheless, they are so made, the outcome will 
doubtless be a surfeit of nonproductive and unsatisfying 
work for practising accountants and actuaries, who will 
become regarded as experts who know what needs t o  be 
done even if they d o  not really understand why. 

The Age-old New Problem 
The attitude that many accountants are taking to  

the  problem of cost allocation in relation to  retirement 
benefit plans is that  nobody has previously given proper 
thought to the  allocation of  employer costs into finan- 
cial years. The fact that actuaries faced this problem 
centuries ago and adopted procedures and techniques t o  
achieve it seems to  be disregarded. The accountants are 
tackling this problem as if it were a new problem. 

Why is this? Either 
actuaries have not told accountants what they 
do o r  
accountants cannot believe that techniques de- 
vised centuries ago are suitable t o  resolve a 
modernday problem which accountants have 
only recently discovered (actuaries would say 
rediscovered) or 
accountants do not  trust t h e  actuaries to  d o  
the job properly. 

If (a) is true, the actuarial profession has had, and 
still has, a communications problem. 

If (b) is true, not only does the actuarial profession 
have a communications problem, it also has t o  overcome 
the shock to the egos of accountants caused by the revel- 
ation that their problem was solved centuries before they 
discovered it. This shock may need psycholigical and not 
actuarial treatment if it is to be overcome. 

If either (a) o r  (b) is true, actuaries can feel comfort- 
able that their techniques are sound even if their commun- 
ication abilities are not. 

But perhpas actuaries should stop feeling comfort- 
able and should consider (c). The range of funding meth- 
ods used by actuaries is wide. Is it too  wide? And how 
wide is it? 

Actuarial training in regard to  retirement benefit 
plan funding might have proceeded o n  the basis that cer- 
tain stated funding methods are acceptable and others 
are not. But actuarial training has not proceeded this way. 
Actuarial training has been aimed at  instilling in actuar- 
ies judgement, almost instinct. Actuaries are trained to  
acquire the ability to  feel o r  know whether a particular 
result is reasonable. The actual method does not matter 
as much as the result. Sometimes the  actual result i.e. 
the employer contribution, is arrived at  after considering 
the result on  a number of funding methods, o r  a number 
of sets of actuarial assumptions, or both. Further, the 
assessment of a contribution rate is not  just a question of 
applying a mathematical technique to  a set of  figures. 
The actuary must not overlook other relevant consider- 
ations such as the ability of the employer to contribute. 

The Accrual Concept 
The accrual basis of accounting has been defined as 

"the method of  accounting whereby revenue and expense 
are identified with specific periods of  time . . . and are 
reported as incurred . . . , without regard to the  date of 
payment. "(By contrast, under the cash basis)" revenue 
and expense are recorded on  the books o f  account when 
received and paid, respectively without regard to the 
period t o  which they apply" (2). 



THE ACTUARIAL PROFESSION SHOULD EX- 
PLAIN T O  THE ACCOUNTING PROFESSION THAT 
THE BASIC AIM O F  A MODERN ACTUARIAL VALU- 
ATION IS T O  DETERMINE THE EMPLOYER CON- 
TRIBUTION USING THE ACCRUAL CONCEPT O F  AC- 
COUNTING. 

If only this fundamental point could be established, 
then instead of  accountants studying the subject from 
scratch and attempting to  d o  actuarial work without act- 
uarial training, they might accept that actuaries are trying 
to  achieve the same as they are. They could then divert 
their time and energy into considering whether the re- 
sults achieved by actuaries are acceptable instead of  
trying to  duplicate the  actuary's work. 

Just as the employer contribution calculated by act- 
uary A for a particular retirement benefit plan will not  
be  the  same (except by coincidence) as the employer 
contribution calculated b y  actuary B, so will the appli- 
cation of  the accrual concept to some commercial trans- 
actions produce different accrual costs according to  which 
particular accountant does the work. An intriguing ques- 
tion which arises is whether the variability in the employ- 
er contribution rates calculated by actuaries is greater 
than would be  acceptable to accountants. I believe it is 
not ,  but  how d o  we convince accountants of this? My 
feeling is that  the  multiplicity of funding methods (some- 
times called actuarial cost methods) combined with an 
infinite number o f  possible actuarial assumptions, have 
led accountants to  believe, with little further investigation, 
that contribution rates recommended by actuaries d o  not 
conform to  the accrual concept. It might be an interest- 

Most accounting works which discuss the appli- 
cation of  the  accrual basis to accounting for retirement 
benefit costs seem to  pay little or no regard to  what the 
actuary is trying t o  d o  when he calculates employer con- 
tributions. The impression I get is that accountants feel 
that since actuaries are not accountants, the employer 
contributions they calculate are arrived at  by unsophis- 
ticated and haphazard methods. Little or no attempt 
seems to  have been made to understand the reasoning 
behind the  methods used by actuaries to determine em- 
ployer contribution rates. This is not necessarily just 
the fault of  the accountants, for few actuaries seem to 
have tried to  explain the rationale of actuarial funding 
methods to  accountants or, even to themselves. 

It is intriguing t o  read actuarial textbooks on  how to  
d o  actuarial valuations. Valuation formulae, the analysis 
of experience and other technical matters are usually 
explained fully in satisfying detail. But it seems to  be 
taken for granted that there is no need to tell the reader 
what the aim of the actuarial valuation is. Maybe when 
the reader is an actuarial student there is no need to  tell 
him of what is to  him so fundamentally obvious, namely 
that  the aim is to  spread the employer's retirement bene- 
fit plan contributions in an equitable and systematic 
manner. An accountant who reads actuarial literature 
searching for the fundamental aim may therefore never 
find it. . 

My impression is that it is likely that because ac- 
countants cannot find in actuarial literature a description 
of  the  fundamental purpose of modern actuarial valuations, 
they cannot believe that the aim is to achieve what to  
them is simply "the application of the accrual basis of  
accounting". T o  them, what the actuary is trying to  d o  
is so mysterious and highly complex that it cannot be 
what the  accountant is trying to  achieve. 

ing exercise to give complete details of  one retirement 
benefit plan to a large number of actuaries and ask each 
of them to determine independently a recommended 
-contribution rate. I wonder if accountants have ever put 
themselves through a similar kind of  exercise to  find ou t  
whether their standards are as consistent as the account- 
ing profession no doubt hopes they are. 

The disciplines of  the accounting and actuarial pro- 
fessions are such that I just cannot conceive that the  di- 
versity of results achieved by actuaries is wider than that 
achieved by accountants. 

Accrual of What? 
My proposal is that accountants should accept that 

actuarial practice is in conformity with the requirements 
of accountants in applying the accrual concept. However 
this alone is not sufficient. We must ensure that actuaries 
and accountants are applying the concept to  the same 
things. 

The actuary to a retirement benefit plan is usually 
applying the accrual concept to  theretirement benefit plan 
rather than to the employer's retirement benefit costs. 
Only in recent years has the concept of accounting for 
retirement benefit plans in the employer's accounts come 
into prominence. The actuary's employee data usually re- 
lates only to  the membership of the plan. Some actuaries- 
would disregard entirely employees who are not  yet mem- 
bers of the Plan. Other actuaries would take other em- 
ployees into account. These could be employees who are 
currently employed but  not yet eligible to  join. There could 
also be  unknown persons who will enter the employer's 
service in the future and in due course become members, 
although to take direct account of  them in a valuation 
would be unusual. 

Taking current employees who are not  yet members, 
it would seem reasonable that for purposes of accounting 
for employer costs they should be included. Yet in con- 
sidering the costs of the retirement benefit plan probably 
they should be excluded (some of them may terminate 
service before becoming eligible). 

But this should not  be a burning issue, because in 
practice the effect on the employer's contribution of eith- 
er including or  excluding such nonmember employees is 
rarely material. It is true that sometimes entry into the 
plan occurs many years after entry into service. In such 
cases t o  spread retirement benefit cost over the period of 
plan membership instead of the period of employer ser- 
vice could involve a substantial deferment of cost. In such 
cases it is a matter for the exercise of professional judge- 
ment t o  determine what changes, if any, should be made 
to normal practice. 

If the employer's retirement benefit provision is made 
through the retirement benefit plan, so that every employ- 
ee must eventually become a member of  the plan to  re- 
ceive retirement benefits, then notwithstanding that there 
could be slight differences in the theoretical application 
of the  accrual concept, the differences between the results 
are for practical purposes in most cases immaterial and the 
employer's contribution to  the  plan should be  appropriate 
for both plan and employer accounting purposes. Of 
course, if the benefits for some employees are not t o  be 
funded, clearly the contribution to  the plan is not suitable 
for both accountant and actuary. But the  remedy is 
obvious and does not affect the conclusion in regard to  
employees who are or will be members of  t h e  plan. 



So my conclusion is that in most cases the employer 
contribution to the retirement benefit plan, as calculated 
by the plan's actuary, is appropriate in practice in apply- 
ing the accrual concept of accounting t o  the employer's 
retirement benefit cost. The exceptions are where some 
employees do not enter the plan until they have com- 
pleted a substantial period of service. In such cases the 
accountant could enquire whether the actuary was 
aware of such employees and had taken them into ac- 
count, and if not could discuss with the actuary what ex- 
tra provision might be made in the employer accounts. 

Of course, if the employer had not paid the contribu- 
tions as calculated by the actuary, the amount due would 
become a sundry creditor in the employer's accounts. 

My overall conculsions are: 

The actuary to a retirement benefit fund applies 
the accrual concept in determining the em- 
ployer's contribution. 

The professional standards of the actuary are 
not lower than those of accountants. The ac- 
counting profession should accept that calcul- 
ations of employer contributions made by act- 
uaries are as appropriate as if they had been (or 
could have been made by accountants. 

Since the actuary applies the accrual concept to  
the retirement benefit plan (and therefore only 
to employees who are members of the plan) 
rather than to  the employer's retirement benefit 
costs (which include costs relating to employees 
who are not yet members of the plan), the ac- 
countant, in performing the auditing role, should 
consider whether adequate provision has been 
made for employees who are not members of a 
plan. If he considered it necessary, provision for 
such members would be made in the employer 
accounts. 

A change in the funding method may or may not 
be material. If material, such a change is in the 
nature of a change in the method of accounting, 
to be noted in the employer's accounts. 

l ndependence 

Should accountants come to agree that actuaries are 
applying the accrual concept to retirement benefit plan 
funding, the actuarial profession still has a problem. This 
is of convincing an auditor that the actuary'sjudgment and 
opinion have not been swayed by the employer. This will 
cause greatest difficulty where the actuary is a full-time 
employee of the employer. It should cause least difficulty 
where the actuary is a consultant. Nevertheless, since a 
consulting actuary gives advice not only to the trustees 
or plan administrators, but also to the employer, can the 
actuary to a plan honestly say to the auditor that his con- 
tribution recommendation is quite independent of the em- 
ployer's wishes? In the majority of cases I doubt whether 
the actuary could or should. This being so the auditor 
needs an independent standard as a basis of judging the 
level of funding. 

The Need for a Funding Standard 

Leaving aside the question of the actuary's independ- 
ence, the notion of leaving the contribution decision to  
professional judgment, seems not be acceptable to account- 
ants. They seem to  prefer to have set rules to follow. They 

realise that while to follow set rules may sometimes give 
inappropriate results, the results will nevertheless be ap- 
propriate in the majority of cases. They probably consider 
that such standardisation, where everybody knows where 
he or she stands, is preferable to the exercise o f  profes- 
sional judgement, which being intangible is more difficult 
to grasp. This perhaps explains the appeals from some ac- 
counting quarters for the number o f  funding methods 
used by actuaries to  be reduced. 

I cannot see actuaries agreeing to  use only one  fund- 
ing method; it would require legislation t o  achieve that. 
In any case, I do not think the accou,ntants are really 
looking for a unique funding method. What they seem to  
be looking for is a measure or index of the level of funding, 
which can be applied t o  a particular fund to determine 
whether its actual level of funding is above o r  below 
"standard". The problem is that some accountants believe 
that adoption of one particular method o f  funding will 
give them that standard, whereas we actuaries know that 
it will not (for example, because of differing views on 
what actuarial assumptions are appropriate). 

I think what the accountant wants to be able to say 
is something like this: 

"This plan's assets are valued at ,  $1,250,000. Our 
funding standard is $1,500,000. The fund is there- 
fore $250,000 below standard; a reserve of $250,000 
should exist in the employer's accounts." 

Actuaries know, of course, that a major problem of 
indices is that while they are useful as indicators, it is very 
easy to  point out deficiencies in their construction which 
render them invalid in any particular case. Nevertheless, if 
accountants want a Funding Index or Funding Standard, 
the actuarial profession should try to  help them and pro- 
duce the best index possible. This is positive and much to  
be preferred to the negative approach of saying i t  cannot 
be done. Even if the negative approach is nearer t he  truth, 
if we will not help to formulate an index, w e  are likely to  
have an unsatisfactory one thrust upon us. 

Construction of An Index 
Benefits can be payable from a retirement benefit 

fund on 
Retirement at normal retirement date 
Early retirement 
Late retirement 
Illhealth retirement 
Death in service 
Termination of service 
Retrenchment in service 
Termination of plan 

and, in some funds, on the occurence of other events. De- 
pending on the plan and the country in which it is situated, 
the benefit can be paid either in pension form o r  in lump 
sum form and either at once or deferred to the happening 
of a later event such as termination of service o r  attain- 
ment of a specified age. 

In a typical fund, what is the relative chance of re- 
ceiving a particular one o f  the above benefits? 

In the actuary's service table, early and late retire- 
ment are sometimes ignored if the value of the early and 
late retirement benefits approximate to  t h e  actuarial re- 
serve. I picked up such a service table at random where 
the decrements were either death, ill-health retirement, 
termination of service or retirement at  normal retiring age 
65. It gave the following: 



Number of members out of 1000 at the age shown Method (b) has some logic but would seem inap- 
likely to  receive benefit on: propriate in these days of continuing depreciation of 

Normal Death in Termination Ill-health 
Age Retirement Service of Service Retirement 

Since the fund is a retirement benefit fund it seems 
at first thought obvious to relate any index to  the benefit 
payable on retirement. But the table above shows tha t  
more members now aged 35 or less will receive the term- 
ination benefit than all other benefits combined. 

Further, the numbers shown as retiring at age 65 act- 
ually include those who will retire early or late (because 
in this fund the value of benefits payable on early or late 
retirement is approximately equal to the actuarial reserve). 

Adding to  this the facts that actuarial assumptions 
in regard to termination of service tend to be conservative 
(so that the above table overstates the chance of retiring) 
and the probabilities of retrenchment, of termination o f  
the plan and of plan reconstruction (for example t o  
improve benefits) are ignored, it becomes clear that t o  
base any index purely on retirement benefits is t o  take a 
lot for granted. In effect, such an index assumes tha t  
death benefits and illhealth retirement benefits are paid 
for on a payas-yougo basis and that retrenchment, 
termination of the plan and plan reconstruction just will 
not happen. 

But suppose nevertheless that the index is based only  
on the normal retirement benefit. What part of the total  
retirement benefit has accrued at  any particular stage? 

We actuaries all know the problems of equitable de-  
termination of what has accrued, but perhaps we should 
go through the problems in case some accountants read 
this. 

In a typical defined benefit final average salary Plan, 
the benefit is at all times a known proportion of finalaver- 
age salary. (For example for age at entry 25 and normal 
retirement age 65 with a pension of 1%% of final aver- 
age salary per year of membership, the known proportion 
is 60%). Is this proportion to be spread equally over t he  
period of membership? Should it be spread so that 

(a) the amounts of pension accrued each year (195% 
of final average salary) are equal, or 

(b) the discounted values of the amountsof pension 
accrued (present value of 1%% fo final average 
salary) are equal or 

(c) the discounted values of the amounts of pen- 
sion accured (present value of 1%% of final aver- 
age salary) are equal when expressed as a 
percentage of the year's salary or 

(d) something else? 

Method (a) is, of course, the unit cost or single pre- 
mium method. It would generally be regarded, I believe, 
as producing a cost increasing with age and therefore pro- 
ducing low funding levels. 

money, for the result would be a reducing real cost with 
increasing age. 

Method (c) seems more logical than (b) because it 
eliminates the reducing real cost of method (b). However 
salary is not necessarily an appropriate index of real value. 
I expect most actuaries would consider salaries to rise 
more rapidly than is necessary to maintain real values. But 
t h e  most telling argument may be that on the whole 
salary is the best guide to an employee's productive value 
t o  the employer and it therefore makes sense to make 
costs a level percentage of salary from year to year. 

But there are two important points in relation to 
applying methods @) and (c) which so far I have care- 
fully avoided. The first is that the accruing benefit is to 
b e  related to final average salary, not current salary, so 
that a rate of salary progression must be assumed. The 
second is that a discounted value cannot be determined 
without assuming a rate of interest and without assuming 
probabilities of survival in service. (Even to take the pro- 
bability of survival as unity is an assumption the validity 
o f  which can be debated): 

Further although Lethod (a) avoids making sub- 
jective assumptions when deciding what is to be accrued, 
there is no escaping the making of assumptions in order 
t o  determine the cost in a period of such accrual. 

Differing subjective judgments can be avoided by 
introducing standard assumptions (which of course must 
b e  determined subjectively) and applying them in every 
case, irrespective of how appropriate or inappropriate 
they may be. 

In the United States the Academy of Actuaries, the 
Financial Accounting Standards Board (FASB - an ac- 
counting organisation) and the Department of Labor 
have each issued statements on  how to determine bene- 
f i t  accrual and how a present value of an accrued bene- 
f i t  should be determined (3). 

All three bodies have defined the benefit that has 
accrued. While all three definitions appear to leave room 
for disagreement over the precise method of calculation 
for benefit designs which are not straightforward, the bas- 
i c  principle seems to be agreed, namely method (a) ap- 
plied to  current salary. 

Again, all three bodies consider that the assumptions 
required to  produce a present value of an accrued bene- 
fit should reflect the circumstances of the plan. While stan- 
dard assumptions have therefore been avoided, it does not 
follow that the actuary is completely free to use his judg- 
ment in determining the assumptions. The Academy di- 
rects that the investment return assumption must exclude 
any reduction on account of future salary increases. The 
FASB is imprecise in this regard. The Department of La- 
bor requires the assumptions to  reflect an ongoing basis. 

It is not clear whether the benefits which have ac- 
crued are solely retirement benefits, or whether all bene- 
fits (such as lump sums on death in service) which could 
become payable are also to be accrued and valued. All 
three bodies appear to  require all decrements such as mor- 
tality to be taken into account and it would therefore 
seem inappropriate to ignore the benefits which become 
payable on death in service, for this would be tantamount 
t o  assuming that the benefit payable on death in service 
is zero. Clearly where the amount payable on death is not 
zero, the present value of accrued benefits would be 
under-stated. 



Since the value of accrued benefits has to be com- 
pared with the value of assets to decide what the level of 
funding is, methods of valuing assets are important. Since 
market values are inherently unstable over time, it would 
be expected that except where termination of the plan is 
imminent, a stable method of asset valuation would be 
used. The Academy comment on asset valuation adopts 
this principle and requires the rate of interest for valuing 
accrued benefits to be consistent with the value of assets. 

The FASB considers only market values. This sug- 
gests an "active" approach under which the rate of in- 
terest for valuing accrued benefits is varied between one 
calculation date and the next to allow for current mar- 
ket rates of interest. For purposes of examining the pro- 
gress of a plan's funding level, this would seem less sat- 
isfactory than the "passive" approach of using a con- 
sistent long-term rate of interest for valuing accrued bene- 
fits, in conjunction with a value of assets produced by 
discounting all future receipts from investments a t  the 
same long-term rate. 

Thus US .  developments appear to be homing in on 
a method of measuring funding levels based on 

(a) the present value of accrued benefits using 
actuarial assumptions appropriate to the plan, 
compared with 

(b) a value of plan assets consistent with the rate 
of interest used to  determine the present value 
of accrued benefits. 

This seems to me to be a reasonable compromise 
between what is practicable and what is theoretically 
desirable. 

An index of funding level, based on accrued bene- 
fits using current salaries would be regarded by most 
Australian actuaries as producing a level of funding below 
that of the projected benefit funding methods commonly 
used in Australia. It would also probably be a low level 
of funding even for countries where unit cost funding 
methods are more common, unless adequate provision 
were made for future salary increases. 

Accordingly an index on the lines discussed above 
would be more in the nature of an absolute minimum le- 
vel of funding. I wonder whether accountants realise that 
such an index does not indicate a generally accepted act- 
uarial level of funding. 

In Australia many actuaries are including in their val- 
uation reports a comparison of the value of accrued bene- 
fits with the present value of assets. Usually the com- 
parison is expressed in the form of an index: 

Value of Accrued Benefits 

Value of Plan Assets 

Usually the accrued benefits valued are confined to 
normal retirement benefits. Methods of valuing accrued 
benefits vary. Sometimes no decrements are allowed for. 
This is consistent with not accruing death, termination or 
other benefits. Sometimes decrements are taken into ac- 
count, possibly because the value of accrued retirement 
benefits is then available from the normal actuarial valu- 
ation processes. Sometimes rates of discount varying ac- 
cording to age are used, chosen to produce a value of 
accrued benefits approximating to the actuarial reserve 
under the chosen funding method (4). Under this last 
approach, any difference between the value of accrued 
benefits and the value of assets must (apart from the err- 

ors of approximation) reflect accumulated experience 
gains and losses and other abnormalities. 

It is my hope that from these developments there 
will emerge in Australia a funding level standard index 
accepted by the accounting and actuarial professions, 
governments and other interested bodies. 

The Extent of the Employer's Liability 

It would seem that where an employer provides re- 
tirement benefits many accounting authories (but not all) 
consider that the accounting approach should be the same 
irrespective of the present nature of the funding arrange- 
ments. Indeed, to ascertain the 'cost' of retirement bene- 
fit provision it does not matter whether the plan is funded 
or not, because if there is a plan, its assets are deducted 
from the total cost to date to find out the appro- 
priate provision in the employer accounts. This seems 
reasonable. 

However, it seems that if the plan is funded, the 
nature of the contract into which the employer has ent- 
tered is ignored. This seems to be an unusual accounting 
treatment. My understanding is that in preparing employer 
accounts, generally speaking the terms of any contracts 
into which the employer had entered would at least be 
taken note of and that the appropriate accounting treat- 
ment would not be independent of the terms of the con- 
tract. 

The terms on which an employer makes his retire- 
ment benefit provision could be any of the following: 

No guarantees given to employees. No funding. 
Benefits are given to selected employees as they 
retire, in amounts not previously disclosed to the 
employees. 

No guarantees given to employees. No funding. 
Benefits given according to a formula stated by 
the employer. 

Retirement benefit plan. Stated benefit formula. 
Employer contributions assessed actuarially, but 
employer decides what to contribute. 

Retirement benefit plan. Stated benefit formula. 
Employer contributions decided by trustee on 
actuarial advice. Employer has right to cease 
contributions on giving appropriate notice to 
the trustees or members. 

Retirement benefit plan. Stated benefit formula. 
Employer contributions decided by trustee on 
actuarial advice. Employer has no right to cease 
contributing. 

The accounting approach is epitomised in the words 
drafted by one international accounting body: 

"While some retirement benefit plans are informal or 
are evidenced only by an employer's practices, most 
plans are based on a formal agreement. Many plans 
have a separate fund to accumulate assets from which 
benefits are paid. While some plans permit an em- 
ployer to terminate his obligation under the plan at 
will, it is usually difficult for an employer to cancel 
a plan if he is to retain his employees. Thus, the same 
basis of accounting is used for such plans as for 
noncancellable, contractual agreements." 

This reasoning presumably follows from the applic- 
ation of the going-concern principle of accounting, so that 



the  employer must retain his employees if his concern is 
t o  keep going. Nevertheless it seems strange that the  in- 
terposition of  a legal contract between the employer and 
the payment of  benefits to  employees should be consider- 
ed of  lesser importance than the difficulty of retaining 
employees. Possibly the  explanation is that the accounting 
profession fmds it difficult enough to  grapple with the 
basic funding concepts, let alone having t o  distinguish be- 
tween the varying forms of  contract entered into. If so, 
we may find in due course, as more accountants become 
more familiar with the details of retirement benefit pro- 
vision, that accounting standards will vary according t o  
the nature of  the employer's contract. 

This thought leads to  considering other facets of 
employee retirement benefit security. There is perhaps no  
comfort in knowing that the assets of a plan are well in 
excess of  the required funding level index if the plan does 
not reinsure death in service benefits. If an unexpectedly 
large number of member deaths (perhaps resulting from 
an industrial accident) requires the payment of  death in 
service benefits in excess of  plan assets, the benefits are 
proven to  have been not very secure. While in my view the 
actuary should comment o n  such features in his reports, 
should not this be a matter on  which accountants should 
also show concern? 

Standards of Reporting 

So far this paper has dealt only with funding stan- 
dards. But discussions o n  standards of reporting are also 
topical. 

At the time of writing this paper, the position in 
Australia was as follows. 

In October 1976 the Institute of Actuaries of  Aus- 
tralia issued a booklet "Superannuation Fund Reporting 
in Australia" (5). The booklet contained an endorsement 
signed by the President of  the Institute of Chartered Ac- 
countants in Australia. The booklet made reference to  
the legal responsiblities of retirement benefit fund trus- 
tees, discussed the role of the actuary and the accountant, 
made suggestions in regard to retirement benefit plan 
accounting and referred in lesser detail to  reporting in 
employer accounts. 

Reporting in Employer Accounts 

A project committee of the Australian Accounting 
Research Foundation has been working on  a standard 
"Accounting for Retirement Benefits in the Accounts of 
Employers". While the Australian actuarial profession has 
debated one of the drafts, no draft has yet been made 
publicly available. The essential elements of  the standard 
proposed by the project committee, so far asisknownare:  

The employer's cost is the sum of 
(a) the contributions as determined by an 

actuary, 
(b) the expenses of operating the plan, and 
(c) if the employer has any legal laibility in 

excess of  the plan assets, that excess. 

The actuary must have used a "generally ac- 
cepted funding method" and appropriate act- 
uarial assumptions. 

The employer's accounts must disclose certain 
information, including 
(a) the type of  plan, 

the employee categories covered by the 
plan, 
significant changes to  the plan's terms, 
material changes in the method of deter- 
mining contributions, 
the extent of any material difference 
between the contributions actually paid 
and contributions calculated under (1) 
above, and 
any liability of  the employer which would 
have resulted from termination of the plan. 

The "general accepted funding methods" are aggre- 
gate, attained age normal, entry age normal, individual, 
annual premium and unit cost (single premium). 

Thus the basic principle is that the employer should 
contribute consistently using a funding method currently 
used by actuaries; where he does not the extent of the de- 
parture must be disclosed. There is no  attempt t o  measure 
the level of funding. If, o n  termination of  the fund, there 
would be a residual employer liability, it must be disclosed. 

Further, the draft recognises the degree of legal 
commitment to  the extent that if the  legal liability ex- 
ceeds the plan assets, the  balance must be  provided for. 

It is understood that a sub-committee of the Inter- 
national Accounting Standards Committee (I.A.S.C.) is 
also preparing a standard on  precisely the same subject, 
but details of it are not yet available for release. 

Reporting for Retirement Benefit Plans 
In 1978 a U.K. body called the Pensions Research 

Accountants Group (P.R.A.G), formed in 1976 and re- 
presenting a wide range of  professional interests, issued a 
Discussion Document "Financial Reports of Pension 
Funds" (6). This document concluded in relation to  re- 
tirement benefit funds that "the traditional balance sheet 
produced by accountants is a source of  confusion. PRAG 
suggests that it be replaced by a net assets statement." 
PRAG recommended that trustees should provide mem- 
bers and other interested parties with "a suitable report 
from the  fund's actuary o n  the overall financial situation. 
This should be presented in parallel with, rather than as 
part o f ,  the financial accounts." 

The PRAG report created interest in Australia, as 
most of  what it has t o  say is also relevant to Australian 
conditions. 

At its annual meeting in October, 1979 the Asso- 
ciation of Superannuation Funds of Australia will be dis- 
cussing an Exposure Draft "Schedule of Recommended 
Standards for Superannuation Scheme Practice and 
Reporting in Australia" (7) .  This Exposure Draft was pre- 
pared after studying the booklet of  the Institute of Act- 
uaries o f  Australia referred to  above and the  PRAG re- 
port, and draws heavily from both. Its recommendations 
include the following: 

The annual report of a defined benefit fund 
should comprise 
(a) the trustees' report, 
(b) the actuary's report, 
(c) the accounts and 
(d) the auditor's report. 

Each year members should be  given a personal 
advice statement comprising contribution and 
benefit figures. 



(3) Either an accrual or a cash basis of accounting 
for income and expenditure may be used. 
Assets may be stated at book or market value. 

(4) Investments in one organisation aggregating 
more than 5% of the plan assets should be 
disclosed. 

(5) Plan ownership of more than 10% of a par- 
ticular business should be disclosed. 

(6) The plan accounts should comprise a statement 
of net assets and should refer to the actuary's 
report for a statement of the long-term fin- 
ancial postion. 

(7) An audit check-list is provided. The auditor's 
report should be in the form 

"In our opinion the accounts are a true 
and fair record of the transactions of the 
scheme for the period and of the dispo- 
sition of the assets of the scheme at  the 
balance date". 

(8) The actuary's report should include a summary 
of the data and state the funding method, the 
actuarial assumptions and the basis of asset 
valuation. Actuarial valuations should be made 
at least once every 3 years. At intermediate 
dates the actuary would be asked to provide an 
opinion on financial condition and to consider 
whether developments since the date of the last 
valuation would be likely to vary his last re- 
commendations. Examples of actuarial reports 
are given. 

Conclusion 
Where does all this get us? The actuarial profession 

is being taught a lesson. That it has a communication pro- 

blem is clear, for few accountants understand that act- 
uaries have been carrying out for decades the principles 
which accountants are now trying to apply to retirement 
benefits funding. 

The actuarial profession also has an internal problem. 
To continue to train actuaries to be independent may not 
be as appropriate as it once was in a world which increas- 
ingly wishes to know the precise nature of the services 
provided by its professional advisers. Perhaps a little of 
the independence should be given up in exchange for in- 
creased standardisation and therefore greater awareness 
by non-actuaries of what we do. 

Since consultants are in the forefront of the actuar- 
ial profession, it is up to the members of this Association 
to lead the way. 
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