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Background and Scope of Paper 
A fairly good notion of the relationship of the United 

States actuary to his client can be gleaned from actuarial 
Guides to Professional Conduct, clarifying Opinions, and 
amplifying Recommendations, such as those referred to 
in Appendix A. 

The purpose of this paper is not to review these guides 
in particular, or the notion of professionalism in general. 
Rather, this paper is confined to a discussion of some 
practical problems faced by pension actuaries in the 
United States. 

The most significant of these problems relates to 
passage of the Pension Reform Act in 1974. This Act 
places formal legal responsibilities on the shoulders of 
the "enrolled actuary". Key elements related to this 
Act include: 

". . . a person is a fiduciary with respect to a plan to 
the extent (i) he exercises any discretionary authority 
or discretionary control respecting management of 
such plan or exercises any authority or control re- 
specting management or disposition of its assets . . . 
or (iii) he has any discretionary authority or d i e  
cretionary responsibility in the administration of such 
plan." 

". . . a fiduciary shall discharge his duties with respect 
to a plan solely in the interests of the participants 
and beneficiaries. . . and with the care, skill, prudence 
and diligence under the circumstances then prevailing 
that a prudent man acting in a like capacity and 
familiar with such matters would use in the conduct 
of an enterprise of a like character and with l i e  
aims.. . ." 
"The administrator of an employee pension benefit 
plan . . . shall engage, on behalf of all plan participants 
an enrolled actuary sho shall be responsible for the 
preparation of the materials comprising the actuarial 
statement required.. . ." 
"The enrolled actuary should utilize such assumptions 
and techniques as are necessary to enable him to form 
an opinion . . ." that ". . . all costs, liabilities, rates of 
interest, and other factors under the plan shall be de- 
termined on the basis of actuarial assumptions and 
methods which, in the aggregate, are reasonable 
(taking into account the experience of the plan or 
reasonable expectations) and which, in combination, 
offer the actuary's best estimate of anticipated experi- 
ence under the plan."* 

*The f is t  part of this quotation comes from Act Section 
103(a)(4)(B), while the second portion of the quotation 
comes from that portion of Act Section 1013(a) which 
modifies Section 412(c)(3) of the Internal Revenue Code. 
The latter quotation is used here because it includes the 
words "and methods" not found in the extension of the 
first quotation referred to. 

". . . an annual report . . . shall include a complete 
actuarial statement . . . which shall include . . . 
( 6 )  the present value of all of the plan's liabilities 

for nonforfeitable pension benefits allocated by 
the termination priority categories as set forth 
in Section 4044 of this Act, and the actuarial 
assumptions used in these computations . . . 

(11) such other information as'may be necessary to 
fully and fairly disclose the actuarial position 
of the plan." 

"Such actuary shall make an actuarial valuation of the 
plan for every thud plan year, unless he determines 
that a more frequent valuation is necessary to support 
his opinion. . ." called for in the annual report. 

Summary of the Problem 
The newly created "enrolled actuary" is retained by 

the plan administrator from among ranks of those eligible 
as determined by the Joint Board for Enrollment of 
Actuaries set up under the Act. 

The enrolled actuary may or may not be a fiduciary 
with respect to his choice of actuarial methods and 
assumptions, and the preparation of his report and 
opinion. In any case, the enrolled actuary, even if he is 
not technically a fiduciary, probably has quite similar 
responsibilities. 

Certainly, the enrolled actuary is retained "on behalf 
of participants". This alone marks a significant departure 
from past practice in the United States where typically 
the pension actuary was retained by the plan sponsor to 
whom he owed primary allegiance as his client. The 
enrolled actuary may sometimes wonder who his real 
client is, given that he is retained by the plan admini* 
trator, on behalf of plan participants, and is paid by the 
plan sponsor, to prepare a report required by the govern- 
ment. Presumably, the enrolled actuary should look to 
the participant group as his primary client, or at least 
the subject of his primary responsibility. This is a brand 
new situation for United States pension actuaries 

The Act's requirement that the actuary show "such 
other information as may be necessary to fully and fairly 
disclose the actuarial position of the plan" (presumably, 
to participants), seems to be no less sweeping a require- 
ment than the similar charge elsewhere in the Act that an 
accountant shall be retained to examine the financial 
statement "in accordance with generally accepted audit- 



ing standards". Actuarial Opinion 4** does discuss the 
content of a pension actuarial report. However, the 
actuarial profession does not appear to have addressed 
itself directly to the problem of full and fair disclosure 
of the actuarial position of a pension plan, to participants. 

A related problem is the actuary's understanding and 
communication of the uncertainty of his determinations 
and conclusions. No doubt many actuaries and plan 
sponsors alike have become so used to numerical ex- 
pressions of actuarial opinion, that they tend to forget 
the extent to  which the actuary's determinations and 
conclusions are nothing more than forecasts based on a 
subjective selection of assumptions and methods. 
Actuaries no doubt are quite willing to "opine", but prob- 
ably are less willing to indicate the range of uncertainty 
and where within this range their opined values are likely 
to fall. Similarly, many plan sponsors are probably un- 
prepared to recognize the degree of uncertainty that 
exists with respect to the costs of their program. 

The balance of this paper puts forward suggestions 
as to how the United States actuary might proceed in 
this climate. 

Overall Reporting Principles 
The actuary, as a professional person, should conduct 

his affairs with the care and dignity consistent with his 
responsibilities. His responsibilities are often magnified 
by the fact that the users of his work are not themselves 
actuaries, and are ill-prepared to  evaluate his reports; 
and by the fact that in a number of situations his reports 
can affect the security of trust funds set up to protect 
benefit payments not due forfnany years. 

These concerns notwithstanding, the motto of the 
Society of Actuaries is "to substitute facts for appear- 
ances", and this is no less the case with respect to the 
situation of the actuary himself. Thus, it would be helpful 
for the actuary to make clear in his reports that he is 
basically a forecaster of events in the future. As such, 
both the preparers and users of actuarial reports should 
prefer reports that are broadly gauged, indicative of the 
scope and nature of uncertainties affecting the topic 
of report, and indicative of likely future trends. 

In this connection, it is noted that actuarial Opinion 
4 urges the actuary to avoid such terms as "actuarial 
soundness" as not being unique and suggesting a level 
of confidence generally not appropriate to the discussion; 
while favouring comments on the appropriateness of the 
methods and assumptions to the specific topic under 
discussion. Specifically, attention is drawn to Opinion 4, 
Item 2 as follows (emphasis supplied): 

"2.The actuary's responsibilities in the pension field in- 
volve, to  a high degree, considerations reflecting the 
public interest. Accordingly, the Committee believes 
that he should give consideration to the following: 

**The first four Opinions of the American Academy of 
Actuaries, the Conference of Actuaries in Public Practice, 
the Society of Actuaries, and, indeed, the Canadian 
Institute of Actuaries, are nearly identical. There are 
some differences. For example, the Academy's Opinion 
4, paragraph 4, does not appear in the Society's Opinion 
4. Unless otherwise indicated, references in this paper 
are to  the Academy's Opinions. 

a) Careful interpretation of his client's objective in 
terms of plan design, benefit security and 
financing. 

b) Explanation of available alternatives and their 
effect on such objectives 

f) Analysis of trends in benefits cost factors in 
social and economic factors affecting pensions 
investment policies, employment security and the 
like." 

The above guidelines should be reviewed in the per- 
spective of the particular users of the actuary's report. 
Thus, the objectives and concerns of participant-users 
and citizen-taxpayers users of reports may be quite dis- 
tinct from the objectives of plan sponsors or guarantors 
of benefits. 

Consistent with these notions that an actuarial report 
is, and should be, subjective in nature, the Academy's 
Recommendation A deals with present values, laying the 
groundwork for the fact that actuarial "determinations" 
are really present values of future events, and are there- 
fore generally quite subjective in nature since the future 
increments and decrements involved usually are the 
subject of probabilities rather than a matter of certainty, 
and since the present value normally also involves a 
prediction of the worth of money. 

Accordingly, ideally the actuary would begin by 
noting the subjective nature of his report and should 
give some indication of the degree of uncertainty in- 
volved, and perhaps where in the range of alternative 
values his computations are expected to lie, i.e., whether 
he expects that his estimates contain a margin for con- 
tingencies, or are otherwise likely to be on the high side, 
the low side, or as nearly as he can tell in the middle of 
the range of reasonable cost estimates. 

As noted, both the preparers and users of actuarial 
reports probably should prefer broadly gauged reports 
that indicate some of the uncertainties ahead, as opposed 
to reports that have a more narrow focus and may seem 
to be clearer because of this focus, but may be less useful 
not only because the forecast turns out to be inaccurate, 
but also because the narrower, more focused report fails 
to alert the user of the report to contingencies which he 
might otherwise not be aware of. 

General Report Content 
This paper takes as its definition of "actuarial report", 

the one used in Opinion 3 as follows: 

"An actuarial report is essentially a statement of 
actuarial findings, conclusions or recommendations 
resulting from the actuary's experience and judgment, 
applied within the framework of a particular set of 
facts and assumptions. In this Opinion, the term is 
intended to  include any communication, certificate 
o r  report based, in whole or in part, on knowledge 
which is peculiar to  the actuary or where the reader 
o f  any such communication, certificate or report 
may be influenced by the fact that the writer is an 
actuary." 

Similarly, this paper defines "client" as in Opinion 3 
as follows: 



"The term 'client'is intended to include any person or 
organization for whom an actuarial report is prepared, 
and whose actions or decisions may reasonably be ex- 
pected to be influenced by such a report." 

It is possible that in some cases the actuary may not 
be entirely clear as to who his client is. Thus, in a 
situation where he is retained by a plan administrator, 
on behalf of plan participants, and paid by the plan 
sponsor, to prepare a report required by the government, 
there may be differences of view as to who the actuary's 
client finally is. Accordingly, lest there be any misunder- 
standing, the actuary would do well to state forthrightly 
in his report whom he deems his client to be in connec- 
tion with the preparation of that report. 

In the writer's view, the following information (much 
of which is consistent with that already stated in Item 3 
of Opinion 4), should be set forth in each and every 
actuarial report: 

The name of the person or firm retaining the actuary 
for the report. 

The purpose of the actuarial report, including the: 

i) scope and objectives; 

ii) name of the plan or plans covered; 

iii) limitations and plan benefits excluded. 

The name of the person or firm the actuary deems 
to be his client for purposes of this report. 

An indication of the subjective nature of the report 
by inclusion of a statement such as: 

It will be understood that this report is based 
upon actuarial judgment and is therefore sub- 
jective in nature. To the extent that discussion, 
values, and conclusions are based upon assump- 
tions as to future increments and decrements and 
the future value of money, this report should be 
deemed a forecast, and due regard should be 
given to the reasonableness of alternative values 
and conclusions. 

Effective dates of: 

i) the report; 

ii) the data; 

iii) the plan year, if any, for which the report is 
applicable. 

A statement of actuarial assumptions and methods 
used in determining the data, each asset and other - 

value shown, and statements and opinions, including 
to the extent feasible: 

i) the limitations on the availability of information, 
and the handling of missing information and 
suspect or erroneous information; 

ii) an appraisal of the suitability of the methods and 
assumptions for the purpose at hand; 

iii) clear and specific reference to factors which have 
been omitted from consideration including some 
qualitative comment as to the likely impact of 
such factors had they been allowed for; 

iv) a discussion of changes in methods and assump- 
tions and the impact of such changes, as com- 

pared to those used in previous similar state- 
ments; 

v) some indication, if at  all feasible, of the reason- 
able range of key values used, giving due con- 
sideration to alternative reasonable methods and 
assumptions, together with some indication of 
where within this range the actuary expects his 
values to fall, i.e., whether he expects his values 
to be generally on the high side, low side, or 
nearly as possible in the middle of the range of 
likely values. 

vi) some qualitative or quantitative reference to 
probable trends of values in the future giving due 
regard to : 

aa) the inherent characteristics of the cost 
methods and/or assumptions in use; 

bb) likely chanzes in the size and character of - 
the group of participants and/or other 
data involved; 

cc) the viability of the program of benefits 
being valued in the light of economic and 
other considerations. 

g) A summary statement of the objectives of the program 
as considered by the actuary, including the suitability 
of methods, assumptions and values to the purposes 
of this program; and statements relative to considera- 
tions the users of the report should be alert to, for 
example, in terms of liquidity requirements in the 
near term and in the future, impact on asset values 
of changes in trading practices, etc. 

Where the actuary has become aware of the possibility 
of an action which could impact materially either on 
the program in total, or on a significant number of 
participants in particular, such as by a reason of 
becoming aware that consideration is being given to 
closing a particular plant, or spinning off a particular 
division, the actuary may, of course, specifically recog- 
nize this awareness in his report; however, the actuary 
probably should, at least, indicate that his report 
does not reflect any possible plant shutdowns or 
division spin-offs, if he has not specifically dealt 
with these matters under consideration. 

h) An outline or reference to an accessible outline to 
the plan of benefits involved and/or other plans of 
action upon which the report is based. 

i) A summary of the statistics pertaining to the group, 
broken down according to significant categories such 
as retired, active and terminated - vested, together 
with a book of market value assets and the asset 
value used in the valuation. 

Reports to Participants 
The Employee Retirement Income Security Act of 

1974 (ERISA) calls for an annual actuarial statement 
which is to include a number of items. Presumably, the 
actuary preparing such a statement should assume that 
participants will be readers and users of his statement, 
and so should make sure that the information he prepares 
is consistent with "full and fair disclosure of the actuarial 
position of the plan" to the participants. 



No doubt, participants would like to know, from time 
to time: 

a) The projected benefits that the individual participant 
may expect a t  retirement in dollars or as a percentage 

. ofpay. 

b) His benefits accrued to date. 

C) The portion of his benefits so far vested. 

d) The portion of his benefits guaranteed by the Pension 
Benefit Guaranty Corporation (PBGC). 

e) The benefit security ratio of that portion of his 
benefits which is not guaranteed by the PBGC. 

Traditional actuarial reports provide none of this 
information, and are not addressed to individual partici- 
pants. In fact, the annual actuarial statement called for by 
ERISA calls for none of the above information with the 
sole exception of Item e) and even Item e) is able to be 
waived by the Secretary, and initially has been waived 
by the Secretary.* 

It is recognized that the actuary may not be able to 
insist upon the parparation of a great deal of information 
which is not otherwize called for by the plan sponsor or 
by regulations. However, the actuary is charged under 
ERISA with the necessity of furnishing "such other 
inforn~ation as may be necessary to fully and fairly dis- 
close the actuarial position of the plan", and is not in a 
good position to overlook the responsibility entailed in 
this charge. 

In general the above Items a) through e) presumably 
need not be prepared by the actuary in order to provide 
full and fair disclosure of the actuarial position of the 
plan (except as suggested below). However, the actuary 
probably ought, at the least, to guard against the informa- 
tion which he furnishes being misleading in these areas. 

For example, if the actuary should release his opinion 
as to the present value of benefits accrued to date in 
such a way** that he expects this present value of all 
benefits accrued to date for the plan as a whole to be 
made known to participants in conjunction with 
knowledge given to the participants as to the value of 
assets of the plan as a whole, then the actuary ought to 
reasonably expect participants to relate the value of assets 
to the value of benefits accrued to date by way of 
inferring the degree of security for their benefits. Unless 
the actuary is satisfied that concurrent information in the 
nature of Item e) above is going to be made available to 
participants, at least in approximate form, he would be 
well advised to make sure that his release of the value of 
benefits accrued to date for the plan as a whole is ac- 
companied (and will remain accompanied in communica- 
tions to participants) by a statement such as the 
following: 

The present value of benefits accrued to date for the 
plan as a whole, if considered in relation to the value 

*It seems worth noting, however, that the Secretary's 
authority to make this waiver, as contained in Act Section 
104(a)(2)(A) is only valid if "the interests of the plan 
participants are not harmed thereby." 

**For example, if accountants should insist upon showing 
the present value of accrued benefits as part of the 
audited financial statement. 

of assets for the plan as a whoie, is likely to be quite 
misleading if used as an indication as to how assets 
of the plan might be allocated to individual partici- 
pants at any time. In fact, regardless of the value of 
assets as a percentage of the present value of benefits 
accrued to date for the plan as a whole, if assets must 
be allocated among individual participants, the 
benefits of some or many participants may be totally 
unprotected by assets and/or guarantees. 
Similarly, in order to avoid misleading participants, if 

the actuary is asked to complete a form** which contains 
on the one hand a value of assets of the plan, and, on the 
other hand, an opportunity to disclose the value of vested 
benefits, the actuary probably should, if at all feasible, 
prepare and disclose the value of vested benefits. This 
value presumably should be prepared on a plan termina- 
tion basis unless the actuary stipulates oth6nviiE and has 
good reason to believe that participants will not be 
misled by the relationkhip of assets to the value vested 
benefits prepared other than on a plan termination basis, 
given that in nearly every situation where the assets of 
the plan are a factor in the security of the vested benefits, 
the benefits and their values to be used in such allocation 
would ordinarily have to be determined on a plan 
termination basis, given ERISA. In any case, under most 
circumstances the actuary would be well advised to 
qualify any estimate of the value of vested benefits by a 
statement along the following lines: 

I t  should be understood ihat not all vested benefits 
are guaranteed by the Pension Benefit Guaranty 
Corporation, and that if assets must be allocated by 
participant at any time, normally the allocation will be 
made on a priority basis so that some benefits under 
the plan may be provided for in full by the existing 
assets, while other benefits, possibly including some. 
vested benefits, may not be provided for at all by 
existing assets, or by guarantees. 

In fact, it seems to the writer that the actuary should 
consider as part of his charge to provide "full and fair 
disclosure", to be the disclosure of information described 
in Item e) above, on a plan termination priority class 
basis. Such benefit security ratios are difficult and often 
quite expensive to compute, particularly in view of the 
complexity of ERISA with respect to plan termination 
priority provisions. Hopefully, approximate methods 
can be developed in most situations that will minimize 
the difficulty and expense. 

In any case, Item 2 of Opinion 4 quoted above appears 
to make it incumbent upon the actuary to help the reader 
of his report understand the impact of alternative con- 
siderations. In this connection, if participants come to 
realize the volatility of their benefit security ratios, and 
the impact on these benefit security ratios of unfunded 
benefit improvements in the plan, as well as other factors, 
the actual course of the program itself may be affected 
by the availability of this pertinent information. Accord- 
ingly, this information probably should be considered to 
be a fundamental part of the full and fair disclosure of 
the actuarial position of the plan. 

Other information desirable to make available in 
reports designed for participants, in addition to the in- 

**Such as ERISA Form 5500 Schedule B. 



formation set forth as General Report Content is as 
follows: 

a) An indication of costs for several preceding years, 
noting reasons for changes in cost as a percentage of 
pay or in cents per hour. 

b) An indication of contributions made for the past 
several years, noting the basis of contributions and 
the relationship of contributions to costs. 

C) An actuarial balance sheet, prepared on a plan on- 
going basis (and so noted), along the following lines: 

Present Values of Inflow Present Values of Outflow 
a. Actuarial Assets on a. Accrued benefits 

hand (i) Non-forfeitable 
(ii) 0 ther 

b. Expected contribu- b. Expected future 
tions benefits 
(i) Normal costs 

(ii) Supplemental costs 

c. Total c. Total 

Particular attention should be paid to disclosing the 
basis of computing accrued benefits (for example, 
whether they are pro rata portions of projected ultimate 
benefits, allowing for expected future changes in income, 
etc., or are otherwise estimated), and expected future 
benefits. 

Reports to Shareholders 
As to the plan sponsor, shareholders, and other 

analysts of the plan sponsor's audited statements, useful 
information might include: 

a) Pension fund assets at  market value. 

b) The current actuarial value of PBGCGuaranteed 
Benefits. 

c) A comparison of the excess of (a) over (b), to 30% of 
the plan sponsor's net worth. 

d) Perhaps an indication of a standardized reference 
basis pension cost, and a comparison of this to the 
pension cost actually in use by the plan sponsor. 

Item (b) is difficult to prepare, but should flow as 
part of the preparation of benefit security ratio informa- 
tion otherwise suggested by the writer. 

Item (c) is also difficult to prepare, but here the 
difficulty in determining the net worth seems to  be large- 
ly an accounting problem, aggravated by the government's 
evident determination to compute net worth dynamically 
for PBGC purposes. 

Many actuaries wiIl be instantly disturbed by any 
reference to an indication of a standardized pension cost. 
However, it seems unreasonable for actuaries to have at  
their disposal such a wide range of assumptions and 
methods that (as actually occurred in one instance 
recently) two well established actuarial firms arrived at  
costs for the same plan using the same fund, one of 
which was over five times the level of the other. Indeed, 
each actuary may have good reason for the methods and 
assumptions chosen. A level cost is not always the cost 
basis most appropriate to  a given situation. Nevertheless, 
surely the non-actuary is entitled to some kind of indica- 

tion of the scope of uncertainty of the actuary's figures, 
and some indication of where within a tolerable range the 
actuary's opined values are likely to fall. Even more 
importantly, it would seem highly desirable for the 
actuary to indicate either i) costs (using realistic assump- 
tions) on some standardized method as a reference point 
only (not as a basis of actual funding), or ii) to indicate 
(again, using realistic assumptions) the expected future 
trend of costs. Note for example Item F4 of the model 
report included in Appendix B. 

Citizen-Taxpayer Reports 
Corporate benfits programs usually are adopted only 

after cost studies have been made so that the corporation 
has assurance that its own well-being will not be seriously 
undermined by the impact of the benefit plans. Of 
course, sometimes pressure (occasionally almost irresist- 
ible) for a program is generated by potential partici- 
pants through the bargaining process. 

By contrast, in a number of cases governmental plans 
result largely from benefit designs submitted by potential 
participants, to legislators. Current and projected financial 
strains may or may not be as carefully investigated as in 
a corporate situation where profits are more vital to the 
enterprise. 

In short, it is suggested that whereas in the corporate 
plan sponsor situation, primary emphasis may be on dis- 
closure of benefits and limitations to participants, in 
governmental unit plans, it may be wise to  make sure that 
participants, and the plan sponsor, and taxpayers are 
properly alerted to benefits as well as to current and 
projected economic strains associated with the benefits. 

A number of governmental unit plans have not in the 
past been subject to as stern a descipline with respect to 
funding as have corporate plans. In such situations, it 
may well be that non-level costs are appropriate, i.e., 
that the transition from existing funding levels to more 
desirable funding levels take place over a period of time. 
However, even if this should be the situation, it would 
be appropriate to indicate long-term cost patterns as 
well as current funding needs. 

Perhaps, since the topic of this paper is advisory 
relationships, there is merit in digressing to make a few 
comments about non-level costs such as: 

At a meeting of actuaries to discuss problems of 
governmental unit plans, some actuaries voiced their 
concern.that such plans were "hopeless" because the 
recommendations of the actuaries were not heeded, 
and because the situation was "totally political". 

At the same meeting of actuaries, there were some 
who said that the actuary should content himself 
with explaining what the full costs of the program 
are, and leave everything else to the plan sponsor as 
not being any business of the actuary. 

By contrast, the writer suggested that he did not think 
that governmental unit plans were "hopeless" or that 
the actuary should rest content with simply indicating 
that a governmental unit plan should be contributing 
36% of pay, say, when, in fact, only 6% was being 
contributed at the present time. Instead, the actuary 
should offer some assistance in how t o  get frbm here 
to  there. 



As an analogy, fairly recently the writer and two 
young sons of his walked from the floor of a valley 
up to a peak 2500 feet above. Very near the start of 
the walk it was possible to see a structure atop the 
peak which was the goal, and this was pointed out. 
The walk proceeded along old roads, fire trails, foot 
paths, ~d overland, without any undue agony at any 
given moment. 

On the other hand, had the writer and his sons been 
led to the foot of a 2500 foot cliff and been told they 
belonged on top and then left alone, nothing would 
have heppened. The group had neither the stamina, 
will, experience, or equipment to move up a sheer 
cliff. However, with the help of an inclined plane, 
the same height was accomplished with only a minor 
amount of groaning. 

It should be noted, of course, that the path chosen 
was much longer than 2500 feet. Similarly, ','staircase" 
costs will result in significantly larger contributions 
overall because of the loss of interest on contributions 
that would have been made sooner had the "cliff" 
approach been successfully followed. 

One approach to non-level cost problems is to stand 
back and assign a more general target, such as attaining a 
certain benefit security ratio within a certain period of 
years; and to make use of open group projected cost 
methods, recognizing the changing dynamics of the group. 
These modern elaborate methods should improve 
information available, and should prove superior to the 
traditional closed group methods which probably should 
be considered only as an approximation to the more 
modern methods. 

On the other hand, it has occurred to the writer that 
the more things the actuary is able to allow for in advance 
in his forecast, the less aware others may become of the 
financial impact of various factors. For example, it would 
be interesting to show as a supplemental statement of cost 
(or in some cases as an integral part of the cost statement 
process) the separate costs associated with pay increases. 
This would have the advantage of allowing the plan 
sponsor to identify and point to the significant deferred 
compensation costs associated with increases in current 
compensation; while at the same time allowing partici- 
pants to  agree to acknowledge the deferred compensation 
cost burden, providing the plan sponsor undertakes to be- 
gin to pay this deferred compensation cost promptly (as 
opposed to becoming aware of it some years later, and 
perhaps beginning to pay towards it at still a later date, 
which can occur in some plans). 

Model Report 
Appendix B to this paper is one suggestion for a model 

response to ERISA Section 103(d)(ll), i.e., one attempt 
to fully and fairly disclose the actuarial position of the 
pension plan. Probably a fair amount of information 
could be gleaned from such a statement by a thoughtful 
participant, and certainly a great deal of information 
could be determined from such a statement by a reason- 
ably sophisticated advisor to a plan participant. 

The writer. does not attempt to hold forth that 
Appendix B constitutes information which is either 
necessary or sufficient, as a response to the Section 

103(d)(ll)  requirement of full and fair disclosure of the 
actuarial position of the plan. 

Appendix B may not be "necessary" since much of 
the information is outside the scope of reports prepared 
today by actuaries; and since neither the profession nor 
the government has come forward with any indication 
as to what sort of response should be made to Section 
lO3(d)(ll). 

Appendix B, on the other hand, may not be at all 
sufficient to respond to Section 103(d)(ll) in specific 
situations. For example, suppose that subsequent to the 
date of preparation of the valuation (and prior to the 
date the actuarial statement is released) there is a general 
salary increase which materially impacts on benefit 
security ratios. Suppose that because of bargaining, or 
because of other considerations, it is known that in the 
near future benefits (perhaps for past as well as future 
service) will increase significantly, again impacting on 
benefit security ratios, and general levels of "unfunded" 
costs. Suppose that the actuary knows that some consid- 
eration is being given to closing down a plant, which, if 
it occurs, would give rise to special additional plan ob- 
ligations. In such situations, and an indefinite number of 
other special situations, the actuary may need to supply 
information in response to Section 103(d)(ll) which is 
not immediately apparent from the reading of Appendix 
B (although Section F6 of Appendix B provides a place 
to record such concerns). 

Nevertheless, Appendix B could be a starting point for 
discussion. 

It may be well to back up and consider some of the 
precedent standing behind Appendix B. 

The first actuarial Opinion which appears to relate 
directly to actuarial reports, is Opinion 3 dealing with the 
transmittal of actuarial reports. It would seem to the 
writer that the spirit of Opinion 3 can be fairly stated by 
the following extract, albeit that the extract is abridged 
and taken out of context:* 

"When an actuary prepares a report . . . which con- 
tains actuarial costs or forecasts that are in the-nature 
of recommendations rather than guarantees . . . the 
actuary responsible . . . should make sure that he is 
personally identified as the source of the recom- 
mendation, that his report is not abridged or edited 
enroute to the client, and that his availability to 
answer any questions regarding the report is known." 

If this is a fair representation of Opinion 3, it would 
appear that the profession has not paid too close heed to 
Opinion 3 to the extent that United States actuaries 
have typically furnished accountants actuarial informa- 
tion taken out of context, clearly for use in a report to be 
used by a third party, without any reference to the name 
of the actuary supplying the information, of any caveats 
about the information which the actuary feels may be 

*In fact, the 1975 addition to Opinion 3 is even more 
specific. 



pertinent.* Of course,. accounting Opinion 8 came along 
well before ERISA. Given ERISA, and reports which deal 
entirely with pension plans, prepared by enrolled 
actuaries retained on behalf of plan participants, the 
matters considered by Opinion 3 would appear to loom 
more prominently, and to deserve more attention in 
the future. ' 

Actuarial Opinion 4 deals quite specifically with 
actuarial reports, and outlines certain things that should 
be included in actuarial reports. It is noted that Item 3(f) 
of Opinion 4 calls for inclusion of:  

"A statement of actuarial assumptions and methods, 
including, where appropriate, an appraisal of their 
suitability for their purposes at hand and reference 
to factors which have not been considered. Changes in 
actuarial assumptions from those used in previous 
reports should be stated and their effect noted. 

"This statement should not be limited to factors 
explicitly assumed but should include a reference to 
the handling, or absence of consideration, of such 
other factors as the actuary in his judgement deems to 
have pertinence in an evaluation of future costs or 
cost incidence in terms of the purpose to be served 
by his report. Such factors, for example, may include 
inflation, probable margins, and effect of plant shut- 
down, etc." 

An ltem 4 was added to Opinion A4 indicating that 
the Recommendations of the Academy's Committee on 
Actuarial Principles and Practices in Connection with 
Pension Plans should be considered as an extension of 
Opinion 4 and that Opinion 4 together with such Recom- 
mendations will 

"constitute what shall be known as Generally Ac- 
cepted Actuarial Principles and Practices relating to 
pension plans to the extent that actuarial principles 
and practices that had been promulgated by the 
Academy; and, if there has not been such promul- 
gation, the actuary must be guided by the sound 
principles established by precedence or common 
usage within the profession." 

In short, even before ERISA, some steps have been 
taken which would help formulate a response to "full 
and fair disclosure of the actuarial position of a plan", 
however, considerably more needs to be done, and 
Appendix B is offered as a starting point for discussion 
in this regard, again duly noting that Appendix B is 
offered neither as necessary or sufficient information 
for the reasons noted above. 

In reviewing Appendix B reference to Opinion 4 will 
be useful. For example, ltem A in Appendix B may seem 
surprising, but comes right from Opinion 4, ltem 3a. 
Other problems are taken up in the Appendix B 
discussion. 

A report of the scope set forth in Appendix B is ex- 
pensive to prepare, in some cases extremely expensive. 

*Accounting Opinion 8 calls for corporate financial 
statements to be footnoted to show the excess, if any, 
of the value of all vested benefits over the value of all 
plan assets, and to show the plan costs recognized in the 
current accounting period. 

Where the preparation of Appendix B model report in- 
formation seems unreasonable because of cost of 
preparation, paucity of information, absence of signifi- 
cant change, or for some other reason, it is suggested that 
the actuary might, even if he recognizes.an obligation to 
prepare a report consistent with the spirit of Appendix B 
and subject to appropriate qualifying accompanying 
qualifying statements, do one or more of the following: 

a) Estimate information called for; 

b) Repeat similar information previously determined; 

C) Add and/or substitute more meaningful information; 
and 

d) Substitute qualitative statements for quantitative 
figures. 

Dealing with one or two of the items in more practical 
terms, the section of Appendix B most likely to be 
approximated or eliminated is the section showing benefit 
security ratios. This section is quite expensive to prepare, 
especially in view of the very complex rules set forth in 
Section 4044 of the Act dealing with asset allocation 
priorities in the event of plan termination. 

In favour of eliminating benefit security ratios from 
Appendix B is the merciful absence of any reference to 
these ratios in Schedule B of ERISA Form 5500. Un- 
fortunately, mercy is best in quality after the fact. Too 
much mercy before the fact may leave one unprepared 
for the ordeal. Section 104(a)(2)(A) specifically permits 
the Secretary to waive the Section 103(d)(6) require- 
ment, and this has happened. However, he miy only make 
a valid waiver if "he finds that (i) the needs of the plan 
participants are not harmed thereby and (ii) the expense 
of compliance . . . is not justified by the needs of the 
participants. . . ." 

The writer notes that our government has three 
branches. The legislative branch has spoken in this matter, 
and the executive branch is in the process of speaking. 
However, it should not be forgotten that there is a judicial 
branch. Some of the attendant risks are suggested in 
Appendix C (Dialogue of a Mythical Case). 

One problem here is that benefit security ratios are 
really the heart of the whole matter. In the writer's view, 
if benefit security ratios had been made public by Stude- 
baker each year, both participants and management alike 
would have found it intolerable to continue to improve 
the plan at the expense of sweeping up assets otherwise 
available to less senior personnel in an effort to back up 
the newly created past service benefits. The interaction 
of the bargaining process, given this information, probab- 
ly would have prevented the Studebaker situation from 
occurring as it did benefit-wise, and might have obviated 
the need for ERISA itself. 

In short, benefit security ratios are extremely ex- 
pensive to prepare, however, they are highly useful in- 
formation. If there is a reasonable way to approximate 
this information, it seems worthwhile to do so. 

Relations With Other Professionals 
While Form 5500 indicates that the financial state- 

ment-of the pension plan is to be reported without regard 
to actuarial items (the actuarial items are confined to 



Schedule B), ERISA Section 103(a)(3)(A) charges the ad- 
ministrator with the responsibility to retain on behalf 
of all participants, 

"an independent qualified public accountant, who 
shall conduct such an examination of any financial 
statements of the plan, and of other'books and records 
of the plan, as the accountant may deem necessary to 
enable the accountant to form an opinion as to 
whether the financial statements of schedules required 
to be included in the annual report by Subsection 
(b) of this Section are presented fairly and in con- 
formity with generally accepted accounting principles 
applied on the basis consistent with that of the pre- 
ceding year." 

The Financial Accounting Stafldards Board (FASB) 
draft discussion memorandum relative to accounting for 
pension plans, and the American Institute of Certified 
Public Accountants (AICPA) presentation made at the 
FASB public hearings on accounting for pension plans, 
suggest that accountants have a strong interest in showing 
the present value of accrued benefits for the plan as a 
whole somewhere in the financial statement material. 
If this should happen, the writer believes that serious 
consequences may occur, since it would be likely that 
the participants would only see the current value of 
assets for the plan as a whole against which they would 
compare this present value of benefits accrued to date 
for the plan as a whole. 

In a typical plan, the current value of assets may cover 
(based on an extensive survey of pension plans) perhaps 
80% or more of the value of benefits earned to date. If 
this is the only information given to plan participants 
about the extent to which their benefits are protected in 
financial terms, they may be misled, since: 

There may not be any feasible circumstances, given 
ERISA Section 208, where assets would be allocated 
in proportion t o  the value of accrued benefits. On 
the contrarv. in everv situation the writer can think 

earned to date, if the auditors determine that such 
value must be shown as a liability. 

Section 103(d)(6) which refers to the actuarial in- 
formation which must be a part of the annual report 
(but not necessarily a part of the report which has to 
go to the participants), requires an indication of the 
present value of the plan's liabilities allocated by the 
plan termination priority categories. This information 
is not routinely prepared today, and would be expen- 
sive to prepare, in some cases extremely expensive. 
In view of this expense, and the likelihood that the 
plan will not terminate, the present posture of the 
regulators is that actuaries will not be required to 
prepare this information. If this situation were to 
remain stable, then the information not only will 
not automatically be furnished to participants, it will 
not be included in the information which is made 
available to participants upon request. 

If all this comes to pass, we are then left with a 
situation where the participant will automatically 
be told, say, that accrued benefits for the entire plan 
are 80% funded by assets, and nothing more. It would 
appear that this information (if this asset/liability 
information must be shown, on request of the 
auditors) is so misleading that the administrator might 
well be quite derelict in his duty, if he does not also 
insist that there be additional information shown 
which is consistent with the plan termination priority 
information called for in Section 103(d)(6), so that 
the participants can see the extent to which benefits 
are actually protected in the event of any asset 
allocation, whether because of plan termination or 
because of a merger or spin-off while the plan 
continues. 

While this additional information may be difficult 
and expensive to prepare, to the extent that the 
administrator is a fiduciary, he must act solely in the 
interest of plan participants. 

- - - ~  - < *  - -. 
of, the allocation would have to be on a plan termina- Appendix C postulates a mythical court case at  some 
tion priority basis time in the future, if some of these concerns should 

On a plan termination basis (which, because of Section 
208, comes into play even if the plan does not 
terminate, in any situation where there is a combina- 
tion or  division of assets, for example, because of a 
merger or spin-off) even if assets in general appear to 
be 80% of the value of benefits earned to date, the 
chances are that a large number, perhaps even the 
majority, of employees may receive no benefits at  
all. This is because all of the assets may be needed to 
protect 100% of the benefits in the "senior" priority 
categories; while for the "junior" groups (for ex- 
ample, those who are not vested), there might be no 
assets remaining in the plan, and also no PBGC 
protection (PBGC protection does not necessarily 
extend even to all vested benefits). 

Section 104(b)(3) of ERISA forces the plan admin- 
istrator to furnish to each participant annual in- 
formation which includes a statement of assets and 
liabilities by category "and such other material as is 
necessary to fairly summarize the latest annual 
report". In other words, the participant must be 
given the value of assets, and the value of benefits 

come to pass. 

Appendix C, regardless of the outcome of the account- 
ants' position relative to showing certain values, may serve 
to  stimulate thinking on the advisory relationship of 
actuaries to their clients, and the extent to which the 
professional organizations that support the individual 
actuary may have some responsibility for the actions of 
the professionals. 

Data/Asset Responsibility 
Traditionally, the United States pension actuary will 

ask for complete and correct data. He will then inspect 
this data, tending to become suspicious if the executive 
payroll seems to be missing or if an individual's employ- 
ment date precedes his birth date, etc. However, there 
are other problems not so traditionally resolved. 

For example, consider an actual situation where the 
actuary called for two separate contributions to be made, 
with one of these contributions being related to and 
contingent upon certain general pay increases. Valuations 
where done only every few years and payroll data was 



presented in term of the cunent rate of pay, not past 
total actual pay. 

The actuary's reports undeflined the need for both 
contributions. Each time the actuary inquired whether 
any necessary pay increase contributions had been made, 
and received an affirmative response which was reflected 
in his reports. 

As the time went by the actuary grew suspicious but 
not yet alarmed. He interrupted the presentation of one 
actuarial report to again inquire, in front of the assembled 
Trustees, whether the special contributions had been 
made, and again received an affirmative answer. 
Fortunately, that presentation was tape recorded, because 
when a new plan sponsor financial officer took over he 
determined that, in fact, these special contributions had 
not been made. 

Who was responsible? Should the actuary have come 
on the premises and audited primary records (evidently 
quite jumbled in this case)? Should he have insisted on 
substantial additional data to enable him to compute 
dollar contributions due, in order to compare to trust 
contribution records for the years between valuations? 
Should the auditor have checked the implementation of 
the actuarial report? Would formal certification of the 
data have helped? 

Consider another example. A senior plan sponsor 
officer who had master minded certain sale-leasebacks, 
described the situation to  the actuary who then estimated 
the present value of certain residual rights to the plan at  
the expiry of the leases. 

Several years later the actuary was startled to learn 
of an exercise of an option to remove some of the 
property from the fund. He took the matter seriously, 
and withdrew his valuation for the current fiscal year 
even though only a few days remained before the close of 
the fiscal year. A new, significantly different, valuation 
was prepared, after the actuary obtained a copy of the 
option and adjusted for it. 

Several months later, stiU another plan sponsor officer 
joined in a discussion and remarked on a still another 
kind of option. At this point, the actuary asked for and 
received 600 pages of complex lease information. 

At what point should the actuary have lost confi- 
dence? Should he be content with the lease information, 
which he was not especially qualified to review? How 
should he guard against the existence of still other agree- 
ments that might impact on the ultimate values? 

An obvious suggestion would be to rely upon ap- 
praisals. However, in the case referred to, this would have 
meant a very expensive appraisal of a great number of 
properties. Even with this accomplished, the validity of 
the appraisal of current value of real estate is doubtful 
enough. Asking the appraisor to estimate property values 
20 years hence at the time of lease expiry, probably 
would not have materially improved information available 
as to values, although, with benefit of hindsight, the 
appraisal fiums could have at least been asked to review 
the documents. 

The writer suggests that the actuary should intensify 
his interest in the assets and should take as much respon- 
sibility for his opined assets as for his opined benefit 

present values. 

Bonds may represent a determinable stream of pay- 
ments which can be valued by discounting them at the 
valuation interest rate. However, the actuary would be 
well advised to inquire as to the money manager's 
philosophy. If the bonds are more likely to be traded 
than to be held, then more emphasis should be given to 
the cunent market value of the bonds. Similarly, the 
actuary would do well to give regard to the call provisions 
of the bonds lest he find the bonds suddenly sold, leaving 
him with a phantom asset representing the discounted 
value of future bond interest in excess of the valuation 
interest rate. 

Even sincerity and intensity of inquiry is probably 
not enough. The actuary probably should seek confirma- 
tion or certification of asset informhion he is relying on. 
Further, like accountants, he should inquire into the 
qualifications of those confirming or certifying the data, 
to determine whether he can reasonably rely upon their 
statements. 

Limitations as to Client 
The actuary should avoid conflict of interests. Surely, 

there will be a tendency for United States pension 
actuaries to continue to advise plan sponsors, while 
accepting the additional responsibility of being the en- 
rolled actuary of the plan. 

However, if, presumably acting as advisor to the 
plan sponsor, the actuary is asked about the cost impact 
of a possible plant closing, or salary increase; or is asked 
to assist in communicating the plan, presumably in a 
positive way; etc.; how does he then fulfill his responsi- 
bility to participants as an enrolled actuary retained on 
their behalf? How does he respond to the Section 
103(d)(ll) demand for a full and fair disclosure, if he is 
privileged with information of considerable potential 
significance, given that the potential changes have not 
yet occurred and may never occur. 

It is comforting to feel that there is a substantial 
overlap in the circle of reasonable advice to  plan sponsors 
and the circle of reasonable advice to plan participants. 
However, the actuary's comfort index with his chosen 
assumptions may gradually change under the pressure of 
ERISA to select his "best" assumptions; and he may be 
surprised that some plan sponsors are less tractable than 
he thought (or chagrined to realize that he himself may 
have been more tractable in the past than he realized). 
What if either the plan sponsor or the participant (or 
their representatives) prefers advice outside the overlap 
area referred to? 

There always has been good reason for plan sponsors 
who can afford to do so to retain more than one actuary 
(a statement the writer would apply to the legal profes- 
sion as well, for example). The plan sponsor then enjoys 
the insight and perspective of more than one advisor, 
supported by the research and internal rub-off of more 
than one fium. 

It must be remembered that the actuary is a fore- 
caster; and, as one professor noted, it must be accepted 
that much "progress" is the result of non-sequential 
flashes of insight, rather than steady application of logic. 



Given ERISA, there is the additional advantage to plan sponsor's speculation and who is unencumbered 
having an enrolled actuary who is furnished the informa- by direct primary (indeed, under ERISA, possibly ex- 
tion he should have; while having a separate actuary who clusive) responsibility to participants. 
acts as advisor to the plan sponsor, who is privy to the 

APPENDIX A 

This Appendix A lists several, but not all, relevant A.5 Qualifications to give advice in a specific situa- 
Guides, Opinions and Recommendations of the American tion (adopted 1973; revised 1975). 
Academy of Actuaries. 3. Recommendations of the Committee on Actuarial 

Guides to Professional Conduct (at January 1976). 

Opinions as to Professional Conduct: 

A.l Relations with other actuaries. 

A.2 Use of titles and designations (adopted 1970). 

A.3 Transmittal of actuarial reports (adopted 1970). 

Actuary in relation to legislation and regulations 
(adopted 1975). 

A.4 Actuarial principles and practices in connection 
with pension plans (adopted 1970; Opinion 4 
added 1974). 

Principles and Practices in connection with Pension 
Plans (June 1976): 

(A) Calculation of actuarial present values under 
pension plans. 

(B) Recognition of inflation in the calculation of 
actuarial present values under pension plans. . 

4. Committee on Life Insurance Company Financial 
Reporting Principles (July 1976) - Recommendation 
6 and Interpretations 6-A and 6-B concerning account- 
ing for participating insurance by stock life insurance 
companies. 

APPENDIX B 

Section 103(d)(ll) Statement* 
The items furnished in Schedule B of Form 5500 pursuant to government request are to be taken as meaningful 

only in the perspective of the following actuarial report summary. 

Exhibits 
A. Name of person or firm retaining the actuary. 

B. Purpose of Actuarial report. 

1. Scope and objectives, including name of the plan or plans covered. 

2. Limitations and plan benefits excluded. 

C. Effective dates of: 

1. The report. 

2. The data. 

3. The plan year for which the report is applicable. 

D Assets 

1. Assets at fair market value 
a. Amount 
b. Assumptions made 

2. Actuarial value of assets used in Exhibit E 
a. Amount 
b. Methods and assumptions used 

3. Actuarial value of assets in Exhibit 1 (if different from those in Exhibit E) 
a. Amount 
b. Methods and assumptions used 

*One response to Item l(i) of Schedule B attached to Form 5500 relative to "such other information, if any, needed 
to fully and fairly disclose the actuarial position of the plan." 



E Annual costs and contributions. 

First 
Current Preceding 

Year Year 

Second 
Preceding 

Year 

1. Normal Cost 
2. Supplemental cost. Remaining 

unfunded cost of $xxx amortized over 
xx years 

3. Total current year cost 
4. Total cost as  a percent of  pay of 

participants o r  in cents per hour 
5. Minimum contributions (per 

Exhibit I) 
6 .  Actual contributions 

Show in total for each plan year, 
distinguishing contributions for 
previous plan years not  previously 
recorded. 

7. Actual contributions as percentage 
of pay of participants o r  in cents per 
hour % % % % 

8. Procedures followed: 
a. Statement of  actuarial methods and assumptions used in determining costs. 
b. Statement as to the method of handling gains and losses, in determining costs and arriving at  

contributions. 
c. Methods followed in arriving at actual contributions, including description of how any unfunded past 

service cost is provided for. 
d. Opinion as to  whether the assumptions are reasonably related to  the experience of  the plan and to reason- 

able expectations, and represent the actuary's best opinion o f  anticipated experience under the plan, 
alternatively considering the assumptions: 
(i) in the aggregate 

(ii) individually 
e. Reasons for any change in actuarial assumption or methods since the previous report. 
f. Description of changes in plan, and explanation of any discontinuities in cost, for the period indicated. 

Third 
Preceding 

Year 

$ x 

F Objectives, position and trends. 

1. A statement by the actuary of  the objectives of the fund. 

2. Actuary's opinion as to  the actuarial position of the fund in light of  those objectives, separately as to: 
a. The longer term, including reference to any likely surges in liquidity needs, and trends in benefit security 

ratios. 
b. The near term, including reference to liquidity needs, and changes in benefit security ratios. 
c. Noting the actuary's position as a forecaster, and the reasonableness of  alternative assumptions, methods, 

values, and conclusions. 

3. A qualitative statement of the expected future trend of costs in meeting the objectives, taking into account 
likely happenings. 

4. Either 1 or  11: 
Normal Costs Plus Unfunded Ratio o f  Current Funding 

Supplemental Cost Amortized Over Level (Column (1) of  E7) 
30 Years, As a Percentage o f  Pay, o r  to  Long-Term Level Costs 

in Cents Per Hour (Column (1) of F4) 

I Costs o n  entry age normal 
and supplemental cost 
basis, using assumptions 
that are realistic, at 
least in the aggregate, to  
indicate level cost basis 
as a framework o f '  reference. 



Ratio of Current Funding 
Level (Column (1) of  E7) 

Current 5-Years 1 0-Years 20-Years t o  Future Cost 
Expected changes assuming Year Hence Hence Hence 5 Years 1 0  Years 20 Years 
continuation of present methods: 
a. Costs 
b. Salaries or hours worked 
c. Costs as a percentage of pay 

or in cents per hour 

5. A statement of methods and assumptions used in responding to Items 3 and 4, including specific reference as 
to the handling of anticipated growth or shrinkage in the size of the group involved; and as to the handling 
of inflation including the inflation recognized in assumptions as to interest, salary increases, and governmental 
benefits affecting the objectives. 

6. Any other significant information which, if not set forth, might cause the reader of this report to be misled 
as to the position and trends relative to  objectives of the program. 

G Benefit Security Ratios (Solvency Tests) 

Present Assets Allocated by Present Value Amount 
Value Actuarial Assets Market Value Assets 

Amount % Covered Amount % Covered Amount 

1 Present value of non-forfeitable and other 
benefits, o n  plan ongoing basis, in order by 
plan termination priority class. 
a. Priority Class One (Describe) 
b. Priority Class Two (Describe) 
. . . .  
v. Total guaranteed benefits 
w. Other non-forfeitable benefits 
x. Total non-forfeitable benefits 
y. AU other accrued but not non- 

forfeitable benefits 
z. Assumptions used in determining 

non-forfeitable benefits; including 
a statement as to anticipated benefit 
commencement dates, and assumptions 
as to changes between the valuation 
date and the anticipated benefit 
commencement date in the amount 
of benefits assumed to become payable. 

Present Assets Allocated by Priorities 
Value Actuarial Assets Market Value Assets 

Amount % Covered Amount % Covered Amount 
2 Present value of accrued benefits, assuming 

plan termination, in order by plan 
termination priority class 
a. Priority Class One (Describe) 
b. Priority Class Two (Describe) 

v. Total guaranteed benefits 
w. Other non-forfeitable benefits 
x. Total non-forfeitable benefits 
y. All other accrued but not non- 

forfeitable benefits 
z. Assumptions used in determining 

accrued benefits; including a 
statement as to anticipated benefit 
commencement dates and 
assumptions as,to changes between 
the valuation date and the 
anticipated benefit commencement 
date in the amount of benefits 
assumed to become payable 



H Actuarial balance sheet, plan ongoing basis. 

1. Statement 

Present Values of Inflow Present Values of  Outflow 

a. Actuarial Assets on hand 

b. Expected contributions 
(i) Normal costs 

(ii) Supplemental costs 
c. Total 

a. Accrued benefits 
(i) Non-forfeitable 

(ii) Other 
b. Expected future benefits 

c. Total 

2. Statement of methods and assumptions used in determining the present value of expected future contributions 
and the present value of expected future benefit accruals. 

I Funding Standard Account pursuant to Section 3021305 of Employee Retirement Income Security Act of 1974. 
1. Applicable Section, and the first plan year to which that Section applies. 

2. Section 302 Funding Standard Account: 

Unfunded Costs and Credits 
Date First Amortization Period 

Recognized Total Remaining Amounts 

A Balance at start of year 

B. Charges 
(i) Normal costs for plan 

(ii) Unfunded costs (separately for each 
initial plan amendment, each experience 
loss, each loss from change in assumption, 
each waived funding deficiency and each 
transition balance) 

(iii) Total charges before interest 
(iv) Interest on charges 
(v) Total charges and interest 

C. Credits 
(i) Employer contributions 

(ii) Unfunded costs (separately for each . 
initial plan amendment, each experience 
loss, each loss from change in assumption, 
each waived funding deficiency and each 
transition balance) 

(iii) Total credits before interest 
(iv) Interest on credits 
(v) Total credits and interest 

D. Balance at end of year: accumulated funding 
deficiency. 

3. Section 305 Funding Standard Account 

A. Charges 
(i) Section 305(b)(l) normal cost 

(ii) Excess of present value of accrued 
benefits over fair market value of 
assets 

(iii) Cumulate excess of credits over charges 
(iv) Total charges 

B Employer contributions 

C. Balance at end of year: accumulated funding 
deficiency 

4 Minimum contribution for plan year commencing 



J .  Key Statistics: 

Covered, bu t  as yet ineligible 

Eligible but  not participating 

Active participants 

Disabled participants 

Vested terminated participants 

Retired participants 

Survivors 

Statement of assumptions made in handling of 

incomplete or  inconsistent data 

Average Pay of  Actively 
Employed; o r  Average 

Average Age # Lives Annual Benefits of  Inactives 

K .  Outline of pertinent plan of benefits 

L. Overall statement by the actuary to  the effect that the report is complete and accurate and has been prepared in 
accordance with the applicable Guides to  Professional Conduct, amplifying Opinions, and supporting Recom- 
mendations of  the American Academy of Actuaries. 

APPENDIX C 

Setting the Scene 
Let us suppose a news story dated October, 1978, 

along the following lines: 

Actuary, accountant, and administrator of X Corpora- 
tion's Pension Plan sued for negligence in loss of  
benefits valued at $240,000,000 by 43,000 partici- 
pants. Professional governing bodies also sued. 

Early this year the Widget Division of X Corporation 
was sold to Y Corporation, ending X Corporation's 
seven year venture into the Widget business. 

Y Corporation agreed to  bring Widget Division em- 
ployees into its pension plan, but only for subsequent 
service plus any benefits funded under the Y Corpora- 
tion Plan. 

The  Y Corporation allocated assets of  this Pension 
Plan as if it had terminated, as effectively required 
by the Pension Reform Act of 1974 (ERISA) in the 
event of  plan merger, spin-off, o r  termination. 

Allocation of assets was made in accordance with 
priority classes as set forth by law. In general, persons 
in retirement are in the senior priority class, for e s -  
ample, while those not yet vested (that is, those who 
d o  not yet have enough service so that they remain 
entitled to accrued benefits, even if they terminate 
employment) are in a junior priority class. 

The X Corporation Plan provides vesting only after 
ten years of  service. The Widget Division did not hire 
its first employee until seven years ago. This means 
that none of the Widget employees are vested, and so 
none of  their benefits are guaranteed by the Pension 
Benefit Guaranty Corporation set up under ERISA 

The  only protection Widget employees have is if there 

are enough assets in the fund to  cover all more senior 
priority group benefits f i s t ,  with assets left over for 
the non-vested benefits. 

The situation is much like the Studebaker Plan which 
ceased some years ago, and which helped stimulate 
ERISA. Like Studebaker, the X Corporation had been 
making normal actuarial contributions to  its Plan. 
However, also like Studebaker, there were frequent 
improvements in benefits for past as well as future 
service. Since the benefit improvements for past 
service are funded over a period of years, the un- 
funded costs of  past service benefit improvements 
resulted in an immediate shift in asset allocation away 
from less senior priority groups to  more senior groups. 

If you have trouble following all that, so did Widget 
participants, whose representatives say that they 
weren t even given that much information to try to 
understand. Instead, participants were simply given 
financial statements that indicated that accrued 
benefits for the plan as a whole were 75% funded. 
Widget participants are suing for 75% of $240,000,000 
plus penalties. 

Their representative claims that if they had been 
properly informed they could have bargained for a 
plan that would not permit funds t o  be reassigned 
from one group to another just because the senior 
group becomes entitled to  additional new benefits. 
Plans providing such protection against reallocation 
and loss of  asset protection would include insured 
deferred group annuity plans, defined contribution 
pension plans, profit-sharing plans, etc. 

The case is interesting because not  only are the im- 
mediate professionals being sued,.but also their pro- 
fessional organizations, including the Financial 



Accounting Standards Board and the American 
Academy of Actuaries. Representatives of the Widget 
participants claim these professional groups either 
caused their members to fail to communicate in ways 
that would meet the stated communication goals 
of the professional groups themselves, or  failed to 
remedy widespread failure of the individual pro- 
fessionals to heed the profession's own guidelines. 

The case may shed light on continuing problems with 
defined benefit pension plans, especially those that 
do not maintain individual accounts. 

Cautions 
There follows a mythical court case relating to the 

spin-off of a large division of a corporation, where this 
spin-off does not constitute termination of a plan, but 
the division has not been in existence long enough to 
cause benefits to be vested, much less protected by the 
PBGC 

It should be kept in mind that some of the comments 
in this mythical court case may seem tart, impertinent, 
incomplete, and inaccurate. This is only a mythical court 
case. Hopefully actions will occur before any such liti- 
gation could be brought about, that would make such 
litigation improbable based on facts not yet in hand. 

For example, reference is made to an absence in 1978 
of specific guidance by the American Academy of 
Actuaries to its members in the interpretation of what 
constitutes full and fair disclosure of the actuarial 
position of a pension plan to participants. Hopefully, 
this gap will be Tied before then. However, the 
Academy's Principles and Practices Committee took three 
years to go through the development and exposure draft 
process in order to finalize its Recommendations A 
and B on present values and inflation respectively. Its 
work on report substance and interpretation of full and 
fair disclosure only began in the middle of 1976. Since 
this effort involves less precedent and therefore probably 
more controversy, similar delays seem likely unless a 
special effort is made. 

The mythical court case also assumes, hopefully in 
error, that actuaries will drift into the same position 
vis-a-vis accountants and administrators in respect to 
forwarding actuarial information to be used out of con- 
text, as has occurred in the past with respect to Opinion 
8.  This is discussed in the text of this paper under the 
heading "Relations with Other Professionals." 

The point of the mythical court case is not to demon- 
strate that certain fiduciaries, professionald and their 
professions are now in trouble; but rather that they are 
in a position that could become increasingly awkward, 
and that there may be a risk to  them in terms of the 
fabric of their profession and the possibility of economic 
sanction being levelled against them, if strong efforts are 
not made to make some of the assumptions inherent in 
this mythical court case false. 

An actual court case, of course, would be unlikely 
to proceed along exactly these lines since, as has been 
indicated by legal counsel, many of the questions would 
be suppressed or altered, and- many of the answers would 
be less forthright. Nevertheless, legal counsel has 

suggested that indeed there are some risks, and this 
manner of presentation may be helpful and stimulating 
to some. 

The specific problems posed by the mythical court 
case could be reduced or resolved by (i) having the 
Academy clarify that full and fair disclosure of the 
actuarial position of the plan to participants includes 
the display of the relative plan shutdown benefit security 
ratios for the various priority classes of participants, 
perhaps aided by some indication of the near term ex- 
pected trend of these ratios, and (ii) observing Opinion 
A-3. An alternative much less in the public interest, 
would be to (i) clearly indicate that the information 
referred to is not considered needed for full and fair 
disclosure, and (ii) expunge Opinion A-3. 

However, even if this is done, the mythical court case may 
serve as a reminder of the responsibilities that profession- 
als have, and the exposure to actuaries in particular if 
their responsibilities to their clients are not diligently 
observed, particularly if these responsibilities are assigned 
to them uniquely, by law. 

The Possible Culprit Not Represented in Person 
Legal counsel has pointed out that successful litigation 

.depends not only on some evil, but upon that evil causing 
harm. Many will feel that the situation as herein des- 
cribed has caused no harm. While the testimony 
unearthed the fact that had participants been better 
informed, they might have poeferred alternative ap- 
proaches to plan design and funding, some will feel that 
there is no practical alternative. 

Here the writer disagrees strongly. The possible 
culprit not represented in person in the attachment is 
the existing widespread "defied benefit plan unallocated 
fund" system, a system that it is not well understood 
and which may well be intolerable given a good under- 
standing of the system and alternatives. The writer is 
convinced that the exposure of lower priority classes to 
a loss of funds previously accumulated and available to 
them in the event of plan termination - a loss accom- 
plished by new unfunded prior service benefits for more 
senior priority groups (arising from plan improvements, 
or simply salary increases where benefits are geared to 
final-average earnings) - is unsatisfactory and unnecessary 
under alternative systems. 

What alternative systems? One alternative, of course, 
is a conventional deferred group annuity contract under 
which all sums are allocated by individual and are not 
reallocated simply because of benefit improvements to 
senior priority groups. 

The writer suggests as another alternative, a rational- 
ized profit-sharing plan, where individual existing account 
balances are not invaded because of benefit improve- 
ments to others. The term "rationalized" refers to a 
system of allocation of fresh resources (fresh contribu- 
tions and investment income) consistent with a goal 
retirement benefit (not promised), such that: 

Part of the fresh resources is allocated in accordance 
with traditional def ied  benefit plan priority concepts, 
i.e., used to fill up (to the actuarial reserve needed for 
the goal benefits) the accounts of senior priority 
individuals first. 



Another part of the fresh resources is allocated across- 
the-board in proportion to account balance de- 
ficiencies (the amounts needed to fill up the account 
to the actuarial reserve level consistent with the goal 
benefits and the actuarial funding methods). 

One part of the fresh resources is put into an invest- 
ment contingency fund, to smooth out investment 
return fluctuations. Keeping in mind that the Internal 
Revenue wants to avoid tontine arrangements, the 
plan could call for any remaining contingency fund 
at plan termination to be allocated in a nondiscrim- 
inatory manner among all participants in the plan at 
any time during the past fi7e years preceding the plan 
termination. 

There are Internal Revenue ~roblems with this out- 
lined rationalized profit-sharing but the writer fiels 
the problems are not insurmountable. In any case, such a 
system would clarify what really is happening, and would 
allow more control of the allocation of assets including 
the opportunity to protect assets already allocated 
against the in-roads of reallocation. 

Another way to view this is to recognize that we live 
in a very mobile world. Employees come and go; and 
whole divisions of corporations form, merge, and spinaff 
again. In such a world there really is no such thing as an 
unallocated fund: such funds really are allocated and re- 
allocated continuously in accordance with plan termina- 
tion priority provisions. 

The writer submits that if one were to decide to design 
an allocated fund (individual accounts) plan, one would 
probably not rely exclusively on plan termination priority 

concepts as the rule for allocation and reallocation. If 
this is true, then we should not continue to do indirectly 
what we would not advise doing directly. 

In short, we should reappraise our system of plan 
, 

design, funding, and asset allocation. At the very least, 
we should clarify the full impact of what we are doing, 
t o  plan sponsors, participants and ourselves. 

If the situation is clarified, the writer feels that some 
plan sponsors may not be in a position to accept the de- 
gree of cost uncertainty of traditional defined benefit 
unallocated fund plan (now that ERISA has changed the 
character of the commitment); nor will many plan 
sponsors be content with the asset allocation system 
inherent in such plans traditionally (as confirmed by 
ERISA). 

On the other hand, if, for example, a rationalized 
profit-sharing plan is adopted, contributions can be 
made on a basis thought to be reasonable (as has been 
past practice); the allocation of resources can be con- 
trolled to be on a reasonable basis (an improvement over 
past practice); and the commitment remains limited to 
the actual contributions made and actual pension fund 
existing (the usual situation before ERISA). 

This avoids the new ERISA hazards of dealing with 
the Pension Benefit Guaranty Corporation: no insurance 
is necessary; there is no exposure of the net worth of 
the corporation on an uncertain dynamic basis; and the 
PBGC has no right to take over the plan at its discretion 
if it feels that matters might otherwise get worse for 
participants. Mergers and spin-offs are also simplified. 



DIALOGUE OF A MYTHICAL CASE 

Counsel: 
Mr. Actuary, you were the Enrolled Actuary for the 

X Plan in 1977 and 1978? 
Actuary: 

Yes. 

Counsel: 
The financial statement of the X Corporation's Pen- 

sion Plan as of December 31, 1977, showed that the value 
of pension benefits earned to date was $240 million. 
Did you furnish that figure? 

Actuary: 
Yes. I furnished that information to the F Accounting 

Firm, at the request of the Administrator of the X Plan. 

Counsel: 
When you furnished the $240 million figure, you were 

aware that it would be compared with the assets of the 
plan as of December 31,1976, were you not? 
Actuary: 

Yes, that is customary. 

Counsel: 
Were you aware that the assets amounted to $180 mil- 

lion as of December 31, 1977? 
Actuary: 

On a market value basis, yes. 

Counsel: 
Then you realized that anyone reading that footnote 

would conclude that there were sufficient assets to cover 
about 75% of the benefits earned to date? 

Actuary: 
On a plan ongoing basis, yes. Assets were sufficient 

t o  cover 75% of benefits unless the plan closed down. If 
the plan closed down, then assets would be allocated on  
a priority system, with some benefits being protected 
10076, while others might not be protected at all. 

Counsel: 
You're saying that the relationship of assets to the 

value of benefits earned to date might not lead partici- 
pants to a useful conclusion in the event of plan termi- 
nation? In other words, that information would be mis- 
leading in a plan termination situation? 
Actuary : 

Yes. The information was not designed to be suitable 
in the event of olan termination. 

Counsel: 
When would the information you furnished be suit- 

able? Are there any circumstances which would permit 
the assets to be allocated in proportion to the value of 
earned benefits? 
Actuary: 

Not that I know of. Not for the entire group. 

Counsel: 
It seems to me that you furnished information that 

doesn't apply to any practical situation. Why did you fur- 
nish it at  all? 

Actuary: 
I was requested to do so by the Administrator of X 

Plan. 

Counsel; 
Ah yes. You say you were retained by the Administra- 

tor of the X Plan. However, the Pension Reform Act says 
that the Administrator would retain the Enrolled Actuary 
"on behalf of participants?" Is that true? 
Actuary: 

Yes, but the Administrator acts on their behalf. 
Counsel: 

I see. Mr. Actuary, considering your professional 
responsibilities and your legal responsibilities under the 
Pension Reform Act, if the participants came to you and 
asked you to do something which, from your vantage 
point as an actuary, you realized might not be in their 
best interests, would you warn them of your concern? 

Actuary; 
Yes. , 

Counsel: 
Then if you feel the Administrator represents partici- 

pants and he asks you to do something that may not be in 
the interests of plan participants, would you warn him? 

Actuatyr 
Yes. 

Counsel: 
When you furnished the information we've been dis- 

cussing, did you warn the Administrator of F Accounting 
Firm that this information might be misleading? 

Actuary: 
No. 

Counsel: 
Why not? 

Actuary: 
F Accounting Firm, based upon my past experience 

with accountants, would not have accepted this informa- 
tion unless it was furnished clean, without qualification. 
If I had attached. warnings to  the information, F Firm 
would have rejected it. If I insisted, the Administrator 
would have had to retain another Enrolled Actuary, at 
additional expense to X Plan. 

Counsel: 
In other words, both the Enrolled- Actuary and the 

Administrator have to do exactly what the auditor tells 
them? 

Actuary: 
Well, it almost comes down to that in practice. 

Counsel: 
But you are not forced to do  what the auditor says? 

Actuary: 
No. 

Counsel: 
For my own information, why d o  you feel the auditor 

insists upon this information this way? 

Opposing Counsel: 
Objection. 

Counsel: 
I am simply trying to draw a parallel between the ac- 

tuary's perception of what the accountant's responsibili- 
ties are, and the actuary's perception of what the 
actuary's responsibilities are. 

Court: 
Proceed. 



Actuary: 
The Financial Accounting Standards Board has pro- 

mulgated this as the generally accepted accounting pro- 
cedure in such situations, and the American Institute of 
Certified Public Accountants has issued detailed methods 
to implement this procedure. 
Counsel: 

Very interesting. Are there any similar guides to actu- 
arial practice? 
Actuary: 

Yes. The Joint Board for Enrolment of Actuaries has 
published certain standards of conduct. In addition, the 
American Academy of Actuaries has a Principles and 
Practices Committee which issues Recommendations as 
to suitable actuarial procedures in certain situations. 
There are other ways in which the various professional 
actuarial bodies assist as well. 
Counsel: 

Are you a Member of the American Academy of 
Actuaries? 
Actuary: 

Yes. 
Counsel: 

Does the Academy of Actuaries recommend the proce- 
dure you followed in furnishing information to F 
Accounting Firm without qualification? 
Actuary: 

No, no guidelines have been issued on this matter one 
way or the other. 
Counsel: 

As the Enrolled Actuary for X Plan, do you feel that 
the information contained in the X Corporation Plan fin- 
ancial statement is misleading, given a plan termination 
situation? 

Actuary: 
The information furnished is not suited to a plan ter- 

mination situation. If someone tried to use it for a plan 
termination situation, they would mislead themselves. 
Counsel: 

You mean because in the case of a plan termination, 
assets would be divided up according to plan termination 
priorities, rather than in proportion to the value of earned 
benefits? 
Actuary: 

Yes. 
Counsel: 

But you know of no situation where assets could be 
divided up, except in accordance with plan termination 
priorities? 
Actuary: 

No, but presumably it's helpful for participants to 
know the overall level of funding. 
Counsel: 

Would you advise an individual participant to deter- 
mine his benefit security by looking at the relationship 
of assets to the value of benefits earned to date for the 
entire group? 

Actuary: 
I don't know. It's not that simple. 

Counsel: 
What do you mean you "don't know, it's not that 

simple?" You are the Enrolled Actuary that furnished 
that simple piece of information to F Firm to include 
in the financial statement of X Plan that told all parti- 

cipants that their benefits were 75% protected. You did 
furnish the information that was used in that fashion? 
Actuary: 

Yes, but the information only applied to an on- 
going situation. 
Counsel: 

Let me review briefly what we've learned so far. You 
did say that the value of benefits earned to date was $240 
million as of December 31, 1976. You did know that this 
would be used in a financial statement to participants, 
and that this statement would show plan assets of $180 
million or 75% of the value of earned benefits. You knew 
that this was the primary basis of determination of bene- 
fit security indicated to benefit participants in the finan- 
cial statement. You have said this information would not 
help them understand their situation in the event of plan 
termination in which participants would look forward to 
protection of 75% of their benefits earned to date. You 
are unwilling to say this is the way you would advise par- 
ticipants to view their benefit security, but you are fol- 
lowing normal procedure as you have been told to do by 
the FASB, and the AICPa; and as condoned by the AAA. 
Is that correct? 
Actuary: 

Essentially, yes. I would like to say that the financial 
statement is not the only information available to parti- 
cipants. 

Counsel: 
You refer t o  other information. To your knowledge, 

were participants given any specific information about 
what benefits they would be entitled to  in the event of 
plan termination? 
Actuary: 

Not to my knowledge. 
Counsel: 

When you furnished information to F Firm, did you 
know how many participants would lose their benefits al- 
together if the X Plan terminated? 
Actuary: 

No, that information is not routinely determined by 
the actuary. 
Counsel: 

We've been talking about plan termination. Actually, 
X Plan has not terminated, has it? 
Actuary: 

Not to my knowledge. 
Counsel: 

But a large division was spun off, is that true? 
Actuary: 

Yes. 
Counsel: 

Were you asked to assist with this spin-off in an actu- 
arial capacity? 
Actuary: 

Yes. 
Counsel: 

I believe 43,000 employees were in the division sold 
off when X Corporation decided to cease its efforts in 
that particular line of business. Is that true? 
Actuary: 

Yes. 
Counsel: 

What retirement benefits did these 43,000 employees 
take with them when they joined the new corporation? 



Actuary: 
None 

Counsel: 
Why was that? 

Actuary: 
The buying corpdration had their own plan. They al- 

lowed employees to  enter their plan for service after the 
transition date. They agreed to take allocable assets from 
the seller's plan into the buyer's plan and provide what- 
ever benefits these assets were equivalent to for service 
before the transition date. There were no allocable assets. 
Counsel: 

Amazing. As of December 31, 1977, you released in- 
formation which led participants to believe that 75% of 
their benefits were protected by assets. Eight months 
later, although the X Plan continued, these 43,000 par- 
ticipants were told that they had no allocable pension 
assets, and that their pension benefits were gone forever. 
I thought the Pension Reform Act was designed ,to avoid 
such hardships. Why weren't they allocated any assets? 
Actuary: 

When pension funds are divided between two groups, 
Section 208 of the Pension Reform Act requires that the 
benefits of each group must be at least as great as if the 
plan had actually terminated then. Because the division 
sold had only been established seven years ago none of 
these participants had the ten years of service needed to  
achieve vesting under the X Plan. All of the assets were 
needed to cover vested benefits for groups having higher 
priorities than the division sold, under the Pension 
Reform Act plan termination provision. No assets were 
left to allocate to this group. 
Counsel: 

Were none of.  the benefits guaranteed by the PBGC? 
Actuary: 

No. The plan did not terminate. Even if it were 
treated as a terminated plan, none of the benefits for the 
sold group would have been guaranteed since, among 
other things, none of their benefits were vested. 
Counsel: 

What information did you make available to partici- 
pants directly or indirectly that would indicate to them 
that the 75% protection fgure would not apply if the 
plan were to terminate, or even if the plan did not termi- 
nate and their group was sold off? 
Actuary: 

We were not asked to prepare this information, and 
we did not prepare this information. 
Counsel: 

You say you did not prepare this information. Is it 
not true that Section 103(b) of the Pension Reform Act 
says in part that 

"with respect to an employee pension benefit 
plan . . . an annual report under this section for 
a plan year shall include a complete actuarial state- 
ment applicable to  the plan year which shall in- 
clude . . . the present value of all of the plan's 
liabilities for nonforfeitable pension benefits al- 
located by plan termination priority categories 

Doesn't this mean that your annual report shall include a 
breakdown on the value of benefits by plan termination 
priority category? 
Actuary: 

I believe the clause you are referring to goes on to 

say 'The  Secretary shall establish regulations defining 
(for purposes of this section) 'termination priority cate- 
gories' and acceptable methods, including approximate 
methods, for allocating the plan's liabilities to such 
termination priority categories." Schedule B to be at- 
tached for Form 5500 is the form promulgated by the 
Secretary for the purpose of preparing the actuary's an- 
nual report. This form is silent with respect to the break- 
down of the value of benefits by plan termination prio- 
rity category, and it is our understanding from public 
comments made by the regulators, that they feel that this 
information need not be prepared routinely since plan 
termination is unlikely in most cases, and since the dif- 
ficulties in preparing this information are quite substan- 
tial. 1 believe this authority to  waive this requirement is 
based upon the Section 104 (a)(2)(A) of ERISA. 

Accordingly, we did not prepare this information. 
I would note that so far as I know the procedure we used 
is commonly followed by other actuaries. 
Counsel: 

Do you mean that your profession has issued guide- 
lines not to prepare this information? 
Actuary: 

No, no guidelines one way or the other have been 
issued on this matter. 
Counsel: 

You have implied that you are following generally 
accepted procedures, even though no real guidelines on 
this matter have been issued by your profession. Whether 
or not the procedure you followed is one that is common- 
ly followed, is it not true that Section 103(b) of the 
Pension Reform Act goes on to  require you to provide as 
part of your annual report "such other information as 
may be necessary to fully and fairly disclose the actuarial 
position of the plan": and is it not further true that the 
Schedule B you referred to also contains a specific direc- 
tion to you as the Enrolled Actuary in Item l(i) to "in- 
clude also such other information, if any, needed to fully 
and fairly disclose the actuarial position of the plan"? 
Actuary: 

Yes. 
Counsel: 

And yet the Schedule B which you prepared for the 
X Plan did not indicate that the 75% ratio which you 
knew would be made available to participants, was totally 
misleading to participants in the case of a plan termina- 
tion, or even if the plan did not terminate, in the event 
that a group was spun off? 
Actuary: 

I did not disclose the plan termination priority values. 
That is true. 
Counsel: 

Is it not also true that the Schedule B of the X Plan 
which we are referring to, contained an opinion singed by 
you that said that 

"to the best of my knowledge the information sup- 
plied in this schedule and on the accompanying 
statement, if any, is complete and accurate, and in 
my opinion the assumptions used (a) are in the ag- 
gregate reasonably related to the experience of the 
plan and to reasonable expectations, and (b) rep- 
resent my best estimate of anticipated experience 
under the plan." 

Actuary: 
Yes. 



Counsel: 
The financial statement of the X Plan was released 

some 60  days after December 1, 1977. During that time, 
the market value of the assets fell 15%, a fact which was 
noted in a footnote to the audited financial statement. 

Did anything happen to the present value of benefits 
during that 60  days? 
Actuary: 

Well, there probably were some changes in staff, and 
perhaps some deaths or retirements, but I do not know 
those details. 
Counsel: 

You may not know those "details". However, were 
you not well aware that there was an across-the-board 
10% salary increase to take effect January 1,  1978? 
Actuary: 

Yes. 
Counsel: 

I understand the X Plan provides benefits that are 
related to  final average earnings. If there was a 10% salary 
increase, would you expect the present value of benefits 
earned to date to go up by lo%? 

Actuary: 
No, t,he present value of benefits would go up signi- 

ficantly in excess of that value because the plan is co- 
ordinated with Social Security which means that a rela- 
tively small increase in salary can give rise to a much 
larger increase in benefits. 
Counsel: 

What increase in benefits probably did occur on  
January 1,1978? 
Actuary: 

I do  not know. That information was not wmputed. 
It might have been an increase of 15% or 20%, but I do  
not know. 
Counsel: 

You d o  not know that information, and you did not 
compute it, but you estimate that it might have been on 
order of magnitude of 15% or 20%. If it was 20%, then 
would not the present value of benefits on January 1,  
1978, just one day after the date of the report, be covered 
only to the extent of 60% rather than 75% by assets as of 
December 31,1977? 
Actuary : 

Yes. 
Counsel: 

This is a substantial reduction which you knew would 
occur only one day after the date of the report, and 
would occur before the report could come into the hands 
of the users of the report. Did you make any comment 
on  this? 
Actuary: 

No. If we had tried to make a comment like that, we 
would not have known where to stop. Actually, the bar- 
gaining agreement calls for another 10% increase in pay to 
occur on January 1, 1979 and still another one on 
January 1, 1980. Where would we stop making projec- 
tions? There may well be other factors that we are alert 
to that could cause the benefit security ratio you were 
referring to, to move up or down in the coming years. 
The accountants want simple, unqualified information. 
If we were to start to qualify the information, our quali- 
fication might get quite complex, and probably would be 
unacceptable to the accountants. We simply furnished 

information as requested which was correct as of the 
time it was requested. 
Counsel: 

You mean you expected the benefit security ratio to 
fall from the 75% to 60% in one day, and very possibly 
to  fall further in the next two years, and yet you did not 
feel that it was necessary to qualify the information you 
gave to  F Accounting Firm or even to refer to this matter 
in your Schedule B report. Is that correct? 
Actuary: 

Yes. 
Counsel: 

It appears to  me that the law required you to supply 
information which you did not with respect to plan term- 
ination priority category values. I t  appears to me that the 
Schedule B which you seemed to have relied upon also 
asks you point blank to  disclose any other information 
which should be disclosed to fully and fairly represent the 
actuarial position of the plan, and yet you made no refer- 
ence to the information which is clearly missing, or to in- 
formation which you have assisted in the preparation of; 
which is clearly misleading. It is for this reason that you 
and your fum are codefendents in this suit to recover the 
f' .a0 million it will take to supply the plaintives with 

5% of their accrued benefits, and to  pay for related 
damages and penalties. 

Do you agree with my summary? 

Actuary: 
No, I do not agree that the information we furnished 

is misleading. I believe the information was correctly des- 
cribed, and provided useful information relative to the 
value of benefits earned to date. No information was fur- 
nished as to what the participants would have been entit- 
led to if the plan had been terminated, and no such infor- 
mation was asked for. Even if such information had been 
furnished, there was nothing the participant could do 
about it. 
Counsel: 

What do you mean by the statement that "there was 
nothing the participant could do about it." 

Actuary: 
Even if some participants, or many participants, had 

been informed that in the event of plan termination they 
would have no values, there was nothing they could do to  
increase those values. The plan termination priority provi- 
sions are prescribed by law and may not be changed by 
either the participants or the plan sponsor. 
Counsel: 

An interesting point. Of course, if the participants 
realized they had no values, they could have insisted on 
more rapid funding so that their benefits could have been 
funded as well as the benefits in the higher priority 
groups, could they not? 
Actuary: 

Yes, that could have been done, however, it could be 
that the additional funding strain would have forced the 
plan sponsor to curtail or discontinue the plan. 

Counsel: 
Would you agree that this is a matter that might better 

be left up to the participants and their plan sponsor, after 
the participants have full information on the matter? 
Actuary: 

Perhaps. 



Counsel: 
There are other things that the participants could 

have done if they had realized the situaiion. For example, 
would it not have been possible to provide for benefit 
improvements in separate plans, so that the unfunded past 
service cost associated with these benefit improvements 
would not have been a drain on assets available to cover 
benefits previously provided under the plan? 
Actuary: 

Yes, that could be done, but it would only apply to 
fresh benefits, and the additional plans would involve 
additional red tape and additional expense. 
Counsel: 

Again, isn't the matter of the additional red tape and 
expense something for plan participants and the plan 
sponsor to work out between themselves after both have 
full knowledge? 
Actuary: 

Perhaps. 
Counsel. 

You say that this approach would be feasible for new 
benefits, however, would it not be possible to have bene- 
fits for different periods of service provided for under dif- 
ferent plans in order to  assist in isolating and protecting 
asset benefit ratios? 
Actuary: 

I've never seen that done, but I suppose theoretically 
it could be done. 
Counsel. 

You have heard of defined contribution plans? 
Actuary: 

Yes. 
Counsel: 

Would it not have been possible to change the plan to 
a defined contribution plan in which case assets once con- 
tributed for an individual would under no circumstances 
be made available to another individual until the benefits 
for the first individual have been satisfied? 
Actuary: 

A different kind of plan is always possible, but our re- 
port has to deal with the plan that is there. 
Counsel: 

No doubt that is correct. However, it would appear 
that your report should be as complete as required by law 
at the very least, and that if your report had been that 
complete, it might well have indicated serious short- 
comings.of the existing plan to participants so that they 
would have had a chance to  review and consider alterna- 
tives once they understood the shortcomings of the exist- 
ing plan. This is why I have summarized this portion of 
the testimony by saying that the participants have been 
misled and prevented from receiving information, evident- 
ly called for by the law, which would have put the situa- 
tion in a completely different light than the information 
they were given, and so allowed them to realize the de- 
sirability of considering alternatives. 

Counsel: 
Sir, you are the Administrator of the X Plan and have 

been for the past several years, is that correct? 
Administrator: 

Yes. 
Counsel: 

In accordance with the Pension Reform Act, one of 

the duties of your position is to retain an Enrolled 
Actuary. I believe the law says that such an actuary, 
must be retained, and I quote, "on behalf of the plan 
participant." Is this correct? 
Administrator: 

Yes. 

Counsel: 
And did you retain the actuary who preceded you on 

the stand as the Enrolled Actuary for X Plan each year 
for the past three years? 
Administrator: 

Yes. 

Counsel: 
Are you a fiduciary under the plan? 

Administrator: 
I don't know; probably. 

Counsel: 
I believe the Pension Reform Act requires that, and I 

quote from Section 404(a)(l) 
"a fiduciary should discharge his duties with respect 
to a plan solely in the interest of the participants and 
beneficiaries . . . and with the care, skill, prudence, 
and diligence under the cucumstances then prevailing 
that a prudent man acting in a like capacity and 
familiar with such matter would use in the conduct of 
an enterprise of a like character and with like aims." 

Is that true? 
Administrator: 

Yes. 

Counsel: 
Then you conduct your duties with respect to X Plan 

"solely in the interest of the participant". Is that true? 
Administrator: 

Yes. 

Counsel: 
Is it not also true that Section 104(b)(3) requires, 

and I quote: 
"Within 210 days after the close of the fiscal year of 
the plan, the administrator shall furnish to each 
participant, and to each beneficiary receiving benefits 
under the plan, a copy of the statements and 
schedules, for such fiscal year, described in sub- 
paragraphs (A) and (B) of Section 103(b)(3) and such 
other materials as necessary to fairly summarize the 
latest annual report." 

Administrator: 
I believe that is correct. 

Counsel: 
The reference to a requirement to  furnish each 

participant with information described in subparagraphs 
(A) and (B) in Section 103(b)(3) of the Act means that 
you must furnish participants, and I quote, "a statement 
of the assets and liabilities of the plan aggregated by 
categories and valued at  the current value . . ." and "a 
.statement of receipts and disbursements . . ." Is that 
correct? 
Administrator: 

Yes. 
Counsel: 

Did the summary statement which you were required 
to furnish to participants, and which you did furnish to 



participants, include a statement of assets and liabilities 
of the plan? 
Administrator: 

Yes. 
Counsel: 

Is it true that a plain reading of the statement would 
suggest that there are sufficient assets to cover 75% of 
the accrued benefits? 
Administrator: 

Yes, that is true. You will note, however, that the 
statement indicates that the value of benefits that you 
have referred to was determined on a plan on-going 
basis, and not on a plan termination basis. 
Counsel: 

Do you think participants understand that quali- 
fication? 
Administrator: 

I do  not know, but the qualification is there. 
Counsel: 

Is it true that the only information relative to assets 
in relation to benefit values available in your statement 
which you furnish to participants is this asset value, and 
liability for accrued benefits value, which, taken together, 
indicate that accrued benefits are 75% funded? 
Administrator: 

That is correct. 
Counsel: 

And you furnished the participants with no other 
information of this type; is that correct? 
Administrator: 

We did not forward information automatically other 
than the statement we were required to furnish. However, 
each participant is entitled to see the full reports rather 
than just the abstract forwarded to them, if they so 
desire. 
Counsel: 

You mean that a participant can write in and ask for 
the full report if he wants to. 
Administrator: 

Yes. 
Counsel: 

Did most of the participants do this? 
Administrator: 

No. 
Counsel: 

Did any participants write in? 
Administrator : 

A few. 
Counsel: 

When they ask for the full copies of the report, do 
the full copies of the report indicate what portion of the 
participant's benefits would be protected by existing 
assets if the plan were to terminate, or if a group were to 
be sold -off invoking Section 208 of the Pension Reform 
Act? 
Administrator: 

I believe not. 
Counsel: 

You "believe not"? Are you not sure? 
Administrator: 

To the best of my knowledge the information you 
refer to was not available in the full actuarial statement 
Counsel: 

1 see. Did you question the actuarial statement when it 
was made available to you? 

Administrator: 
No. I believed it to be prepared by a competent 

actuary. 
Counsel: 

Are you aware that Section 103(b) requires that the 
annual statement which you retained the actuary to 
prepare, to include the present value of all of the plan's 
liabilities for nonforfeitable pension benefits allocated 
by the termination priority categories? 
Administrator: 

Yes, however, the government has waived the neces 
sity to show this information, as it may pursuant to 
Section 104(a)(2)(A) of the Pension Reform Act. 
Counsel : 

You refer to the Secretary's authority to waive the 
requirement to prepare certain information. However, 
Section 104(a)(2)(A) permits waiver of this requirement 
only in such situations in which "he finds that . . . the 
interests of the plan participants are not harmed there- 
by." Is that correct? 
Administrator: 

I believe so. 

Counsel: 
In other words, the waiver you refer to is only valid 

if it doesn't harm the interest of participants. In any case, 
the waiver is only as to a requirement to show certain 
information. The Secretary's waiver doesn't prevent you 
from showing this information. Is that correct? 
Administrator: 

Yes. 
Counsel: 

In short, the law calls for a display of benefit security 
ratios by plan termination priority group, a display 
which would have shown 0% protection instead of an 
implied 75% protection for the plaintiff group. The law 
allows the Secretary to waive the requirement to show 
this information, but  the waiver is not valid if it would 
harm the interest of participants. As a fiduciary, you 
should understand the significance of this limitation. 
In any case, the law requires you to furnish to each and 
every participant not only the summary statement of 
assets, liabilities, income and disbursements, but also, 
and I quote again, "such other material as is necessary 
to fairly summarize the latest annual report." Do you 
agree that the statements I have just made are correct? 
Administrator: 

Yes. 
Counsel: 

As a representative of plan participants, do you agree 
that the actuarial statement would have been more 
informative as to the actuarial position of the plan with 
respect to the plaintiff group, had this benefit security 
ratio been shown? 
Administrator: 

With benefit of hindsight, yes. 
Counsel: 

I assume that as a fiduciary responsible for retaining 
an Enrolled Actuary, you are familiar with the standards 
of performance for Enrolled Actuaries as promulgated 
by the Joint Board for the Enrollment of Actuaries. 
One of these says, and I quote, "An enrolled actuary 
shall provide to the plan administrator upan appropriate 
request, supplemental advice or explanation relative to 
any report signed and certified by such enrolled actuary." 



Are you familiar with this requirement? 
Administrator: 

Not specifically, but 1 understand the general 
arrangement. 
Counsel: 

You say you understand; but did you ask the actuary 
for any additional information, such as an indication of 
the sufficiency of assets to cover plan benefits in the 
event of plan termination or a division of assets as a result 
of a group being spun off? 
Administrator: 

No. 
Counsel: 

Who appointed you Administrator of the X Plan? 

Administrator: 
The Administrative Committee of the Board of 

Directors of X Corporation. 
Counsel: 

It would appear that you have caused participants 
to be furnished with information as to assets and 
liabilities that leads them to believe that 75% of their 
accrued benefits is covered by assets. While this informa- 
tion was qualified to indicate that it was not applicable 
in the event of plan termination, there was no qualifica- 
tion indicating that it was not applicable in the event of 
a spin-off of a part of the group, and, in any case, no in- 
formation whatsoever was furnished to participants to 
indicate what would be the likely situation if one of 
these events occurred. You did not furnish this sup- 
plemental information despite the fact that the Pension 
Reform Act requires you to furnish such other material 
as is necessary to fairly summarize the latest annual 
report. You did not even request the actuary's annual 
report to include an indication of the liabilities by plan 
termination priority group, despite the fact that the 
Pension Reform Act calls for this information to be 
included in the annual actuarial report, and despite 
the fact that these standards of performance as promul- 
gated by the Joint Board for the Enrollment of Actuaries 
requires the actuary to provide the Administrator upon 
appropriate request, supplemental advice or explanation 
relative to any report signed or certified by such En- 
rolled Actuary. It would appear that you have not ful- 
filled all of your duties, and that the steps you did take 
resulted in seriously misleading participants in the plan. 
It is for this reason that you and the plan sponsor are 
codefendants in this suit. 

Counsel: 
Are you the independent qualified public accountant 

retained by the Administrator of X Plan? 
Accountant: 

Yes. 
Counsel: 

Section 103(a)(3)(A) of the Pension Reform Act 
requires the administrator to engage, and I quote, "on 
behalf of all plan participants, an independent qualified 
public accountant, who shall conduct such an examina- 
tion of any financial statements of the plan, and of other 
books and other records of the plan, as the accountant 
may deem necessary to enable the accountant to form 
an opinion as to whether the financial statements and 

schedules required to be included in the annual report 
by subsection (b) of this section are presented fairly in 
conformity with generally accepted accounting principles 
applied on  the basis consistent with that of the preceding 
year." Did you conduct such an examination for the 
financial statements of the X Plan as of December 31, 
1977? 

Accountant: 
Yes. 

Counsel: 
Then the information that assets amounted to 75% 

of the liabilities for accrued benefits, which information 
was shown in the financial statements of the X Plan, is 
information that was presented fairly and in conformity 
with generally accepted accounting principles? 
Accountant: 

Yes. 
Counsel: 

Did you audit the plan on  an ongoing basis or on a 
plan termination basis? 
Accountant: 

On an on-going basis. 
Counsel: 

Did you provide participants with any information 
as to what they might receive, or what portion of the 
benefits could be expected to  be funded on a plan shut- 
down basis? 
Accountant: 

No. 
Counsel: 

Did you provide them with any useful information 
as to what they may expect to receive in the event that 
the plan did not terminate, but assets had to be allocated 
because one group was spun off? 
Accountant: 

No, that would be a very specific situation not en- 
countered in the normal course of events, and so not one 
that we would frame the financial statements to meet. 
Counsel: 

When you show assets for the total plan in relation 
to what you construe to be liabilities for accrued benefits 
for the total plan, would you say that that tends to im- 
ply that the assets are available for distribution in pro- 
protion to the accrued benefits? 
Accountant: 

The financial statements do  not address that problem. 
We are only concerned with information for the entire 
plan and presented it in that manner. 
Counsel: 

But you agreed that you were retained by the Ad- 
ministrator on behalf of all plan participants to make 
sure the financial reports were presented fairly, did you 
not? 
Accountant: 

Yes. 
Counsel: 

Then surely the participants must be expected to 
derive some useful information from the relationship of 
assets and liabilities presented in the financial statement 
which you audited. Would you agree? 
Accountant: 

Yes. The statement indicated the adequacy of assets 
at the time the statement was prepared in relation to the 
value of all accrued benefits. 



Counsel: 
You don't feel that implies that the assets should be 

viewed by the participants as being available pro rata in 
proportion to the value of accrued benefits? 
Accountant: 

No. We are only concerned with position of the entire 
plan. 
Counsel: 

But if the position of the entire plan is useless in- 
formation to participants, and indeed misleads them 
significantly, then surely you must have a concern, since 
you have been retained on behalf of participants to 
present financial information fairly. 
Accountant: 

The information in these financial statements has 
been presented in accordance with generally accepted 
accounting principles as set forth specifically with 
respect to employee benefit plans in Opinion Y issued 
by the Financial Accounting Standards Board. 
Counsel: 

Ah, I see. There are specific procedures that you are 
to follow in auditing these financial statements, and they 
are established by the Financial Accounting Standards 
Board. Is that correct? 
Accountant: 

Yes, that is correct, provided that the detailed im- 
plementation of the procedure is as set forth by the 
American Institute of Certified Public Accountants. The 
statements in question have been prepared in accordance 
with detailed procedures set forth by the AICPA, which 
in turn are consistent with general procedures established 
by the FASB. 
Counsel: 

Is there ever a time when assets could be allocated in 
proportion to the value of accrued benefits? 
Accountant: 

I don't know. 
Counsel: 

But you don't know of any situation when they could 
be so allocated? 
Accountant: 

No. 
Counsel: 

1 maintain, sir, that there are no situations where the 
assets could be allocated in proportion to  the value of 
accrued benefits, and that presenting information which 
applies only to the entire plan and which has a com- 
pletely different character when applied to the individual 
participants in the plan is not useful information to the 
participants and, in fact, is designed to mislead them in 
iqterpreting the extent of their own benefit security. It 
is for this reason that you and your firm are codefendants 
in this case. 

* , *  * * * 
Counsel: 

It is my understanding that you are Chairman of the 
Financial Accounting Standards Board. Is that correct? 
Sr. Accountant: 

Yes. 
Counsel: 

It was the FASB which promulgated generally 
accepted accounting principles as applied to the audit of 
financial statements of employee benefit plans. Is that 
true? 

Sr. Accountmt: 
Yes. 

Counsel: 
I believe that in the course ot  preparing to issue an 

opinion relative to what constituted generally accepted 
accounting principles in the case of employee benefit 
plans that you commissioned a background statement to 
be prepared which was published in the fall of 1975, 
and which amounted to upwards of 300 pages. Is that 
true? 
Sr. Accountant: 

Yes. 
Counsel: 

It is my understanding that the FASB asked for 
written statements to be filed following the issuance of 
this background memorandum, and held public hearings 
relative to the background memorandum on February 
4 and 5, 1976 in New York City. Is that true? 

Sr. Accountant: 
Yes. 

Counsel: 
I believe the chairman of the FASB opened that 

meeting by saying, and I quote from the published 
procedings: 
, 'The task of the Financial Accounting Standards 

Board is to design statements that will best serve the 
needs of the users. In this instance, the primary users 
of the statements are the participants, and the'key 
issues are what basis assets should be shown on, and 
whether amounts relating to the payment of future 
benefits not yet due should be shown as a liability or, 
in contrast, whether assets not otherwise spoken for 
should be shown as a balance remaining, i.e., as an 
equity available to meet future benefit payments." 
Does this correctly summarize the goal of the 
Financial Accounting Standards Board in this 
situation? 

Sr. Accountant: 
Yes, that is a reasonable summary. 

Counsel: 
Turning to the final presentation which was made 

by a representative speaking on behalf of the AICPA, the 
proceedings indicate that the following statement was 
made: 

'The objectives of financial accounting for pension, 
plans are not uniquely different from those for other 
entities: to provide financial information useful for 
making economic decisions and evaluations. The 
financial statement should be useful to a plan's prin- 
cipal interested party, the participants, as well as to  
a sponsoring employer and administrator, in making 
such decisions and evaluations. The Division believes 
that the primary evaluation made by the participant 
is an assessment of the security of the benefits in the 
light of the resources which are available to the fund 
to  earn the benefits. Because the plan is established 
solely for their benefit, the fact that the participants 
(or parties representing the participants) are the 
primary users must never be overlooked." 
Would you concur that this statement by the AICPA 

agrees with the goal indicated by the Chairman of the 
FASB set forth at the beginning of the meeting? 
Sr. Accountant: 

Yes. 



Counsel : 
The AICPA's statement made at your public hearing 

goes on to say, and I quote: 
"Thus, to be responsive to the needs of these users, 
financial statements of the pension plan should 
account for the value of the plan as of a certain date, 
the amount of its obligations for earned benefits as 
of that date, and the changes in the value of such 
assets and in the amount of such earned benefits for 
the period ending on that date. This information 
would enable the participants to compare the assets 
of the plan with the obligation for earned benefits. 
The relationship of existing resources to earned 
benefits is a measure of the plan's status and progress 
towards its objective of providing for the participant's 
earned benefits." 
Do you agree with this position that it is the relation- 

ship of existing resources to the value of earned benefits 
which should be the measure of the plan status of pro- 
gress, which measure meets the goal of furnishing in- 
formation suitable for making economic decisions and 
evaluations by the primary users of the statement, name- 
ly, the participants? 
Sr. Accountant: 

The Financial Accounting Standards Board has taken 
a position that the relationship of assets of the plan to 
the value of earned benefits is a measure of the plan's 
progress towards its objective of providing for the partici- 
pant's earned benefits, and so is suitable for inclusion 
in the financial statement to be used by participants. 
Counsel: 

If you happen to be a participant whose benefits are 
not yet vested, and you have been given information that 
with respect to the plan as a whole the value of accrued 
benefits was covered to the extent of 75% by assets on 
hand, do you believe that information useful for making 
economic decisions and evaluations has been given to you 
if you later discover that if the plan terminated you 
would have no assets at all? 

Sr. Accountant: 
That is a speculative question. The FASB clearly felt 

that participants would be the wiser for understanding 
the extent t o  which the total earned benefits of the plan 
have been funded by assets that are available on the 
valuation date. The fiinancial statements are not prepared 
in contemplation of plan termination. 
Counsel: 

Ah, yes. I see that the AICPA closing statement at 
your hearings in New York said: 

"Plan financial statements should be prepared in 
accordance with the basic principles embodied in the 
conventional accounting model. Accordingly, the 
Division believes a concern philosophy should 
be inherent in any financial statement on employee 
benefit plans. To do otherwise would be inconsistent 
with the general understanding of the plan as an on- 
going activity existing for the benefit of its present 
and future participants for an indefinite period. A 
termination philosophy or basis would not allow for 
a measure of earned benefits consistent with the 
Division's response to lmplemental Issue B." 
I believe the reference to Implemental Issue B in this 

case is to the fact that the Accounting Standard Division 
of the AICPA recommended that the formal financial 

statement of the plan not simply show a balance available 
for future benefits on the liability and surplus side of 
the balance sheet, but rather should show an obligation 
for accrued benefits. 

I understand that the FASB's position is that the 
financial statements of the plan should be prepared as if 
the plan were on-going and not about to terminate. 
Suppose that the auditor knew the plan was going to 
terminate within a few months, would he then be re- 
sponsible for indicating how the assetlliability and the 
relationship would be affected by plan termination? 
Sr. Accountant: 

Yes, a financial statement should note events of 
significance which are imminent. 
Counsel: 

If plan termination were imminent, would you feel 
that participants who are not vested should be cautioned 
that they have no assets whatever standing behind their 
benefit, if that, indeed, is the case? 
Sr. Accountant: 

I don't know. We are concerned as auditors with 
the position of the entire plan, not with the position of 
each and every participant individually. 
Counsel: 

I can understand that your overall financial statements 
might not take up the position of each participant 
individually, but would you say that at  least your state- 
ments ought to be concerned with the position of the 
majority of participants? 
Sr. Accountant: 

We feel the fiinancial statements prepared in accord- 
ance with the principles we have set forth do present 
information that is useful for the majority of the 
participants. 
Counsel: 

I see. Then if the fiancial statements indicate that 
75% of the value of accrued benefits is funded by assets 
on hand, whereas, in fact, the majority of participants 
have no asset protection whatever for their accrued 
benefits, would you say that financial statement has been 
prepared in error? 
Sr. Acoountant: 

The financial statement does not address itself to the 
position of one or several or all of the participants. It 
attempts to show information that is useful for the entire 
plan, and therefore is of interest to the users of the 
statement. It is useful information to participants to 
know that 75% of the value of accrued benefits is covered 
by assets on hand, in comparison to 1Wo or 150%. 
Counsel: 

Useful in what way, sir? 
Sr. Accountant: 

This ratio indicates the security of benefits and the 
adequacy of funding to date. 
Counsel: 

But if the assets are nil for the majority ~f participants 
and therefore for the majority of the readers of the state- 
ment, surely, an indication that 75% of accrued benefits 
are funded is misleading or an outright error? 
Sr. Accountant: 

You keep referring to a situation that would take 
place in the event of plan termination, but financial 
statements do not contemplate plan termination. If a 
specific plan were about to terminate, special information 
would need to be prepared, which is not contemplated in 



the generally accepted accounting principles as set forth 
for the normal situation. 
Counsel: 

In other words, if the situation is special, then special 
information should be prepared? 
Sr. Accountant: 

The auditor will always take note of circumstances he 
feels are significant and need to be noted. 
Counsel: 

Suppose the plan does not terminate. Suppose the 
plan keeps on going, but one division or group of the 
corporation is sold off with the result that the assets are 
divided. Under these circumstances, is it not true that the 
Pension Reform Act calls for assets to be allocated 
as if the plan terminated, even though the plan itself 
does not terminate? 
Sr. Accountant: 

I'm not familiar with that part of the Pension Reform 
Act, but I believe it calls for participants both before 
and after such a merger or spin-off of assets to be entitled 
to benefits not less than those they would have been 
entitled to had the plan terminated at the time of the 
merger or spin-off. I don't believe that Section 208 
specifically refers to an allocation of assets. 

Counsel: 
But if the benefits are to be not less than those that 

would have been available if the plan had terminated 
for either group, then unless some special contributions 
are made at that time, does it not stand to reason that 
the assets must be allocated as they would have been 
allocated if the plan had terminated? 
Sr. Accountant: 

Perhaps so. 
Counsel: 

In short, if a group is sold off, and the pension fund 
is divided up at that time with a portion of the pension 
fund following the group that is spun off, then the 
assets must be allocated as if the plan had terminated, 
even though in fact it had not terminated. That is the 
actual situation at the X Corporation, is it not? 
Sr. Accountant: 

I understand that that is the case. 
Counsel: 

You say you are not specifically familiar with Section 
208 of the Pension Reform Act, however, is it not true 
that at  the hearings held by the FASB in February of 
1976 that an actuary who was a member of a number of 
actuarial committees cautioned the FASB in no uncertain 
terms that a disclosure of assets in relation to the value 
of earned benefits could, and 1 quote, "seriously and 
significantly mislead plan participants." In fact, he said, 
and again I quote, "Gentlemen, don't do that." Several 
actuaries testified at  these hearings and offered a variety 
of discouragements to providing information in the form 
that the FASB later decided upon. As far as I can tell, 
none of the actuaries spoke in contradiction to the views 
I just quoted. Do you agree that the FASB is aware of 
these views of the actuaries? 
Sr. Accountant: 

Yes, we were aware of concerns expressed by 
actuaries, but we were responsible by law to develop 
Generally Accepted Accounting Principles for employee 
benefit plans and we did this in the best way we knew 
how. 

Counsel: 
Recalling the quotation I made earlier from the 

AICPA testimony, they said that, "Plan financial state- 
ments should be prepared in accordance with the basic 
principles embodied in the conventional accounting 
model. Accordingly, the Division believes a going concern 
philosophy should be inherent in any financial statement 
on employee benefit plans." 

Now, sir, would you say that a conventional 
accounting model is designed to fairly present financial 
information to shareholders of a corporation? 
Sr. Accountant: 

Yes. 
Counsel: 

Would you agree that shareholders share alike? In 
other words, doesn't each share of stock have the same 
value as every other share of that class of stock, regardless 
of which shareholder owns the shares? 
Sr. Accountant: 

Yes. 
Counsel: 

Isn't it also true that the conventional accounting 
model does disclose major classes of securities and their 
outstanding amounts? In other words, if holders of 
preferred stock are unprotected as to dividends except to 
the extent that earnings are sufficient to cover interest 
due on senior obligations such as bonds, the conventional 
accounting model provides information that allows each 
priority class of security to determine their relative 
protection? 
Sr. Accountant: 

Yes. 
Counsel: 

In the case of a pension plan, all participants do not 
share alike. In fact, there are priority classes of partici- 
pants just as there are priority classes of securities in a 
corporation. Do you agree? 
Sr. Accountant: 

Yes, up to a point. However, your reference to 
priority classes of participants only refers to a plan shut- 
down basis, as far as I know. The financial statements 
do not address themselves to this. 
Counsel: 

Are you very sure? Would you really tolerate a cor- 
porate financial statement that did not disclose the debt 
equity relationship, i.e., that did not show the relative 
protection of bondholders by corporate net worth, in 
the event of corporate shutdown? 
Sr. Accountant: 

We don't view it in the light of corporate shutdown, 
but the information you refer to is available in corporate 
financial statements. 
Counsel: 

I submit, sir, that security holders and regulatory 
authorities would not tolerate a financial statement that 
failed to provide some indication of the ultimate pro- 
tection of that class of security. The goal of the FASB 
as stated at the beginning and the ending of public hear- 
ings was to prepare financial information that would be 
useful to plan participants in making economic decisions 
and evaluations. Accordingly, you must accept responsi- 
bility for your actions which clearly defeated this goal. 
You were warned in those hearings by actuaries that 
information in the form being considered, and which 
you later promulgated, could be seriously and significant- 



ly misleading to participants. Yet, you elected to promul- 
gate information in this form. Now we have a situation 
where the independent accountant must furnish informa- 
tion in t$e form you promulgated since he is required to 
furnish this information in accordance with generally 
accepted accounting principles. The FASB promulgated 
these principles, and so it would appear it must take 
responsibility for them. The situation where the majority 
of the participants have been led to believe that their 
benefits are 75% covered by assets, when in fact, there 
are no assets whatever standing behind their benefits, is 
one where the FASB with full knowledge of the potential 
difficulty, took it upon itself to establish rules that have 
led many thousands of participants to rely upon a 
security that does not exist. That is why each member 
of the FASB Board who participated in promulgating 
these principles, and the FASB Board itself, are co- 
defendants in this case. 

Counsel: 
Is it true that you are the President of the American 

Academy of Actuaries? 
Sr. Actuary: 

Yes 
Counsel: 

We have heard testimony from the actuary who acts 
as the Enrolled Actuary for the X Plan to the effect that 
he is a member in good standing of the American 
Academy of Actuaries. To your knowledge, is he such a 
member in good standing at the American Academy of 
Actuaries? 
Sr. Actuary: 

Yes, he is. 
Counsel: 

He has also testified that he has furnished information 
to the Administrator of X Plan, and to the Accountant 
to the X Plan which he knew would be used in a financial 
statement for the plan and in a summary plan description 
to participants. The actuary stated that he understood 
that this information would be used in a context which he 
did not himself have control over, and would not carry 
his signature or a reference to him personally as being 
responsible for the information as it was finally used. He 
indicated that this was general procedure for him, for his 
firm, and for actuaries in general in dealing with admin- 
istrators and accountants Do you agree with this 
position? 
Sr. Actuary: 

I agree that this is a procedure that is widely followed. 
Counsel: 

The American Academy of Actuaries has issued 
Guides to Professional Conduct and Opinions as to Pro- 
fesisional Conduct. Is that true? 
Sr. Actuary: 

Yes. 
Counsel: 

As I understand it, Guide 2(c) says that, 
'The member will recognize his ethical responsibil- 
ities to the person or organization whose actions may 
be influenced by actuarial opinions or findings. When 
it is not feasible for the member to render his opinions 
or findings directly to such person or organization, he 
will act in such a manner as to leave no doubt that he 

is the source of the opinions or findings and indicate 
clearly his personal availability to provide supplement- 
al advice and explanation." 
Is that the substance of Guide 2(c)? 

Sr. Actuary: 
Yes. 

Counsel: 
You have heard testimony from the accountant for 

X Plan, and we have heard positions put forward by the 
Financial Accounting Standards Board and the American 
Institute of Certified Public Accountants to the general 
effect that participants are the primary users of financial 
statements. Do you agree with this position? 
Sr. Actuary: 

Yes. 
Counsel: 

Then you agree that the participants are the persons 
most likely to be influenced by the financial statement of 
the plan? 
Sr. Actuary: 

I suppose so, although often they are influenced not 
so much directly and individually as by their advisors 
and representatives. 

Counsel: 
What do you mean by their "representatives"? 

Sr. Actuary: 
I refer particularly to governmental agencies which 

act as the participants' representatives, but I would also 
include persons responsible for administering the plan, 
particularly fiduciaries, since fiduciaries are charged with 
various responsibilities under the plan which they must 
exercise solely in the interest of plan participants. 
Counsel: 

What do you mean by "their advisors"? 
Sr. Actuary: 

I'm referring to their actuaries and attorneys. 
Counsel: 

Do you believe that the average participant has his 
legal counsel read the financial statement of the pension 
plan? 
Sr. Actuary: 

No, although the attorney for the group, if it is a 
bargaining group, might look at the financial statement if 
he were requested to do  so. 

Counsel: 
Do you feel that the typical participant is so 

represented by an attorney who is typically asked to read 
the financial statement? 
Sr. Actuary: 

Typically not. 
Counsel: , 

You refer t o  actuaries as advisors to the participants. 
What activities might these be? 

Sr. Actuary: 
Well, each pension plan has an Enrolled Actuary who 

is retained on behalf of participants. 
Counsel: 

In other words, you feel the Enrolled Actuary is an 
advisor to participants? 
Sr. Actuary: 

In a manner of speaking, he is, since it is hisjudgment 
that is used in arriving at cost methods and assumptions 
used to develop cost figures. 



Counsel: 
I see. As I understand it, though, the annual state- 

ment prepared by the actuary is not routinely given to 
plan participants, but is simply available if they request 
to see it. Is this true? 
Sr. Actuary: 

Yes. 
Counsel: 

On the other hand, the assets and liabilities portion 
of the financial statement for the plan overseen by the 
auditors is actually furnished to each and every partici- 
pant. Is that true? 
Sr. Actuary: 

Yes. 
Counsel: 

Then the only actuarial information which every 
participant is very likely to see is any actuarial informa- 
tion that may be included in the financial statement. 
Would you agree? 
Sr. Actuary: 

Yes. I guess that is true. 

Counsel: 
Then, if you feel that the Enrolled Actuary is an ad- 

visor to participants, would it not follow that he should 
pay particular attention to the actuarial information.that 
each and every participant will surely see, namely the 
statement of liabilities in the financial statement? 
Sr. Actuary: 

Certainly, the Enrolled Actuary will prepare any 
information going into the financial statement with 
considerable care. 
Counsel: 

Then surely, if this is the most important actuarial 
information, or at least the actuarial information that 
participants are most likely to see, the actuary, if he is a 
member of the American Academy of Actuaries, will be 
expected to follow Guide to Professional Conduct 2(c). 
Is that not tme? 
Sr. Actuary: 

The actuary is expected to follow all pertinent Guides 
and Opinions. In the case of audited financial statements 
of employee benefits plans, the Academy, and a number 
of individual actuaries have gone to considerable lengths 
to work with the accounting profession over a period of 
years to develop procedures that seem reasonable under 
the circumstances. 
Counsel: 
What seems reasonable under these circumstances to the 
Academy evidently does not mean following Guide 2(c) 
if it allows the procedure you have just described to be 
followed almost universally by actuaries. You agree that 
the actuarial information in the financial statement is 
the actuarial information most likely to be seen by 
participants, and yet you agree that this information is 
not signed by the actuary, is not furnished in the context 
designed by the actuary, and the participant is not made 
aware of who the particular actuary is that he could 
address questions to. Is that not true? 
Sr. Actuary: 

I don't believe that is entirely true. A participant is 
able to discover who the Enrolled Actuary is for each 
plan, so that the identity of the actuary is not a mystery. 
Counsel: 

I understand that Opinion A-3 has been issued by the 

Academy, and this Opinion refers specifically to Guide 
2(c) and expands upon it in specific situations. I quote 
from Opinion A-3: 

"An actuarial report is essentially a statement of 
actuarial findings, conclusions or recommendations 
resulting from the actuary's experience and judge- 
ment, applied within the framework of a particular 
set of facts and assumptions. In this Opinion, the 
term is intended to  include any communication (any 
communication, sir), certificate or report based, in 
whole or part, on knowledge which is peculiar to an 
actuary or where the reader of such communication, 
certificate or report may be influenced by the fact 
that the writer is an actuary. The term client is in- 
tended to include any person or organization for 
whom an actuarial report is prepared, and whose 
actions or decisions may reasonably be expected to be 
influenced by such report." 
Now, sir, Opinion A-3 goes on to state as its 

objective: 
'Any manner of transmittal of an actuarial report 

which involves the risk that the underlying facts and 
assumptions, and the limitations resulting from their 
use, are not fully communicated to the client involves 
a corresponding risk that the conclusions or recom- 
mendations may be misinterpreted or misapplied. It 
is important, therefore, that this risk be minimized or 
eliminated." 
Am I correctly quoting Opinion A-3 so far? 

Sr. Actuary: 
Yes. 

Counsel: 
Then for purposes of Opinion A-3 issued by the 

Academy of Actuaries, "any communication . . . based, 
in whole or in part, on  knowledge which is peculiar to the 
actuary" is the subject of Opinion A-3, and the purpose 
of Opinion A-3 is to minimize or eliminate the risk that 
the manner of transmittal of this actuarial information 
is such that there is a risk that the limitations of this 
information are not fully communicated to  the client, 
and so minimize the risk that the client misinterprets or 
misapplies the conclusions or recommendations inherent 
in the use of that information. Further, Opinion A-3 
uses the term "client" to mean any person or organization 
whose actions or decisions may reasonably be expected 
to be influenced by such a report for whom the actuarial 
report is prepared. 

In fact, in 1975, Opinion A-3 was expanded to say, 
quite specifically: 

'In any case, where figures or other actuarial informa- 
tion are incorporated in a document or other presenta- 
tion for which some person or some entity other than 
an actuary takes responsibility, the actuary should 
take all reasonable steps to insure (a) that the material 
is presented fairly and, in particular, that the implica- 
tions of the actuarial analysis are clearly stated and 
(b) that if only a part of the information is incor- 
porated, it is not presented in a way likely to give a 
misleading impression." 
Do you agree with what I have just said as representing 

the purpose of Opinion A-3? 
Sr. Actuary: 

Essentially, yes. 



Counsel: 
Amazing. Opinion A-3 seems crystal clear. Yet you 

say that the practice of furnishing actuarial information 
out of actuarial context,  and unsigned by the actuary, to 
be embodied in a report designed by nonactuaries to be 
furnished to third parties (in this case, participants) 
and I quote you, 'is a procedure that is widely followed." 
Do you not have any control over your membership sir? 
Sr. Actuary: 

We have a Professional Conduct Committee. 
Counsel. 

As to this practice which you say is widely followed, 
but which clearly contravenes your Opinion A-3, how 
many actuaries have you disciplined for following this 
procedure? 
Sr. Actuary: 

None. However, I think the point you make is rather 
technical. In any case, we have tried to negotiate with 
the accounting profession, for example, and simply have 
not won this point. 
Counsel: 

So you have abandoned your own guides to 
professional conduct, although you continue to publish 
them as being in effect. 

Are you really so sure this point is technical? 
Would you agree that an actuary following the pro- 

cedures we have been discussing, would be expected to 
be aware of the fact that the value of accrued benefits 
which he is furnishing to the administrator and the 
accountant will be set down in a financial statement and/ 
or summary statement to participants where it is quite 
likely to be compared to the value of current assets? 
Sr. Actuary: 

Yes. 
Counsel: 

Then you would agree that the actuary would 
typically be aware that the ultimate user of the financial 
statement of the plan, that is the plan participant, would, 
in all likelihood, infer from the assets and the liabilities 
the extent to which accrued benefits are covered by 
existing assets. For example, would you agree that the 
actuary in the case of X Plan could reasonably expect 
that participants would draw the conclusion that accrued 
benefits are covered by available assets to the extent of 
75%? 
Sr. Actuary: 

I don't happen to be that familiar with X Plan, but I 
agree with your general position. 
Counsel: 

Would you not concur that there is considerable risk 
of misinterpretation, if the only actuarial information 
routinely forwarded to participants indicates that their 
benefits are 75% funded when, in fact, the majority of 
participants have none of their benefits protected by 
assets in the event of any actual allocation of assets 
among benefits or participants? 
Sr. Actuary: 

I don't think the actuary in question intended to mis- 
lead anybody, or did mislead anybody about the nature 
of the information he furnished. He was asked to furnish 
specific information. He did furnish that information. 
As far as I know, the information was faithfully de- 
termined and furnished. 
Counsel: 

Surely Opinion A-3 and Guide 2(c) is not talking 

about information accurately prepared in faithful 
response to questions raised by the person causing the 
information to be prepared. Opinion A-3 refers to the 
combination of this information furnished by the actuary 
with other information and the total impact of all this 
information on the ultimate user of the information. 
Is that not true? 
Sr. Actuary: 

Yes. 
Counsel: 

Prior to the passage of the Pension Reform Act would 
you say it would be reasonable to state that most 
actuaries assisting in pension plans had, as their client, 
the plan sponsor? 
Sr. Actuary: 

Yes, that would be a reasonable statement. 
Counsel: 

Then, prior to the passage of the Pension Reform 
Act, these actuaries would look primarily to the needs 
and concerns of the plan sponsor, and only indirectly to 
the needs of the plan participants or others. Is that true? 
Sr. Actuary: 

That's probably a fair statement as well. 
Counsel: 

Now with the passage of the Pension Reform Act, 
the Enrolled Actuary is, for the first time, clearly retained 
on behalf of participants, not on behalf of the plan 
sponsor. Further, it would appear that both the law and 
Schedule B designed by the federal government to assist 
in implementing the law, call for the Enrolled Actuary, 
in addition to preparing certain stipulated information, 
to indicate in his annual statement "such other informa- 
tion as may be necessary to fully and fairly disclose the 
actuarial position of the plan." 

This sounds much the same as the requirement that 
accountants have to audit the financial statement of the 
plan, that is, not only to make sure that the stipulated 
items have numbers filled in on Form 5500, but also to 
make sure that certain information is prepared in accord- 
ance with generally accepted accounting principles. It 
would appear from testimony presented here that the 
Financial Accounting Standards Board and American 
Institute of Certified Public Accountants have spent 
considerable time in attempting to develop generally 
accepted accounting principles as they relate to employee 
benefit plans, and that they were spurred on in this effort 
by the advent of the Pension Reform Act. 

You have agreed that Enrolled Actuaries have a 
different burden of responsibility than was the case for 
most actuaries assisting pension plan sponsors before the 
advent of the Pension Reform Act. Further, the new 
law calls for response to a very specific question relative 
to full and fair disclosure that seems to have a great 
deal of importance. 

What has the American Academy of Actuaries done 
to guide actuaries in the preparation of a specific response 
to this specific question? 
Sr. Actuary: 

The Academy has developed a number of task forces 
to work with the government in various ways and on 
various matters. Among other things, the Academy has 
established a Principles and Practices Committee to assist 
the profession in delineating appropriate principles and 
practices. 



Counsel: 
Is there anything you can show me that indicates 

specific guidelines or even general guidelines, promulgated 
by the Academy or any agency of the Academy to 
actuaries to tell them how to answer the one specific 
question I refer to that is as to what constitutes full and 
fair disclosure of the actuarial position of the plan, to 
participants? 
Sr. Actuary: 

No, not yet. 
Counsel: 

1 would like to submit as evidence a letter dated 
October 24, 1975 addressed to members of the American 
Academy of Actuaries and signed for the Board of 
Directors of the American Academy of Actuaries by the 
then President, Thomas P. Bowles. The third paragraph 
of this letter reads in part as follows: 

"Enrolled actuaries will represent a significant group 
of actuarial practitioners. They will have a number of 
specialized needs for services, such as forums for 
discussion of problems, representation and the refine- 
ment of the regulations under the Act, information 
and education on the requirements and developments 
that apply to  the work and the means for accumulat- 
ing and disseminating useful statistics." 
The fifth paragraph of that letter reads in its entirety 

as follows: 
'The  essence of the report is a recommendation that 
the Academy move to meet the needs of all Enrolled 
Actuaries whether or not they are currently members 
of the Academy. The Academy is uniquely qualified 
to do this. Moreover, such an action is wholly in 
accord with the purpose of the Academy - to 
function as a single voice of all recognized actuaries 
in dealing with the State and Federal governmental 
and regulatory authorities in the United States." 
Does that indicate the position of the Academy with 

respect to Enrolled Actuaries? 
Sr. Actuary: 

Yes, the American Academy of Actuaries has taken 
action to  permit all Enrolled Actuaries to become 
affiliates of the Academy. 
Counsel: 

Evidently the purpose of doing this is to have the 
Academy act as the voice of all recognized actuaries and 
to assist Enrolled Actuaries with their specialized needs, 
for example, in the refinement of the regulations under 
the Act and the dissemination of information. Mr. 
Bowles' letter says that, "The Academy is uniquely 
qualified to do  this." 

That letter was dated October 24, 1975. It is now 
nearly three years later. Yet - you tell me that the 
Academy has not issued a statement as to generally 
accepted actuarial principles regarding what constitutes 
full and fair disclosure of the actuarial position of the 
plan to participants which is responding to a key question 
posed by the law and repeated in Schedule B. Why has 
the Academy been derelict in coming up with this in- 
formation despite the fact that it was so eager to have,all 
Enrolled Actuaries become affiliates of the Academy? 
Sr. Actuary: 

The American Academy of Actuaries has been work- 
ing hard in many ways for some time to assist the 
actuarial profession in meeting its professional responsi- 
bilities. In fact, this is the whole reason the Academy was 

started. However, you must remember that accountants 
have been dealing with problems of generally accepted 
accounting principles for many years, and that it took a 
great deal of time for their formal Opinions to gradually 
take shape. The American Academy of Actuaries is a 
much newer organization, and the problems to which 
you allude are much newer to the actuarial profession. 
Further, the actuarial profession is much smaller than the 
accounting profession which means that we have some- 
what less in the way of resources to fuel the special 
research needed. We feel we are making a reasonable 
effort to meet our responsibilities. 
Counsel: 

It would appear, sir, that members of your profession 
typically violate your Guide 2(c) and Opinion A-3, with- 
out the Academy intervening in a situation it evidently 
is well aware of. It would further appear that the 
Academy is astonishingly laggard in offering advice to its 
members on how to conduct themselves given the rather 
radically new relationship of actuaries to participants 
and the specific demand by the law for the Enrolled 
Actuary to furnish such other information as may be 
necessary to fully and fairly disclose the actuarial position 
of the plan. Despite Guide 2(c), the actuary apparently 
typically furnishes information to a second party for 
transmittal to a third party without making sure that 
this information is in the context designed by the actuary, 
and without having this information signed by the 
actuary. In the case here considered, the third party is not 
an expert, but just a great many plan participants whose 
expertise lies in areas other than pension plans, and who 
can easily be misled by information put before them. 
The American Academy of Actuaries has accepted some 
responsibility for all Enrolled Actuaries, by offering 
them one and all affiliation with the Academy. Yet the 
Academy has failed to insist that its members and 
affiiates follow guidelines it has issued, and it has failed 
to issue guidelines that assist specifically with the re- 
lationship established by the Pension Reform Act. 

Not only has the Academy failed to issue guidelines 
in certain key areas, but it has failed to cause its members 
to live up to Guides that have been published. 1 believe 
you have only seven Guides to Professional Conduct, 
and less than 20 Opinions to oversee. Yet you ack- 
nowledge that your own published Guide to 2(c) and 
Opinion A-3 are violated by practice that is widespread 
and that you have not attempted to discipline the 
actuaries involved. 

The area we are discussing is not a product or service 
that the consumer can readily evaluate by actual trial. 
We are talking about a complex area of considerable 
financial significance to participants, the effects of which 
may only be realized after many years. There is no one 
other than the actuary who stands in a position to as 
fully perceive and evaluate the actuarial position of the 
plan. The actuary stands virtually alone in making his 
judgment and rendering his opinions. Those who receive 
a statement in full or expurgated form are not in a 
position to evaluate his opinions. 

Given this special position of the actuary, the fact 
that the American Academy of Actuaries has vested 
certain actuaries with membership, and the fact that the 
Academy has published its acceptance of a leadership role 
for Enrolled Actuaries, it clearly is the responsibility of 
the Academy at the very least to make sure its members 



follow its published Guides and Opinions. Where wide- 
spread practice is to the contrary, the Academy must 
expect to be penalized if harm comes to participants. 

In this case, harm has come to many participants, 
harm that could have been avoided by the selection of 
an alternative plan design or funding vehicle. Such an 
alternative selection might well have occurred if plan 
participants and the plan sponsor had been kept informed 
of the volatility and exposure of benefit security ratios 
to increases in unfunded past service benefits arising, for 
example, fr6m salary increases or other improvements 
in benefits; and had been made aware of the long delay 
in allocation of any funding whatever to participants 
not yet vested, with the result, as in this case, that many 
participants, through no fault o r  action of their own, 

may receive nothing, even after years of service, despite 
the fact that there was neither a termination of the plan 
nor a termination of employment in the usual sense. 

The Academy has published its belief that it is the 
vehicle to educate, guide and speak for the Enrolled 
Actuary. Accordingly, you have taken responsibility to 
interpret what constitutes full and fair disclosure of the 
actuarial position of the plan, a determination which is 
uniquely that of the opining actuary. Yet you have been 
amazingly slow in providing guidance in this key area, 
and negligent in causing your published Guides to be 
followed. 

I t  is for this reason that you, each member of the 
Board of Governors of the Academy, in the Academy are 
codefendants of this litigation. 


