
- UNITED KINGDOM - 

1. The period of the last two years has been a time of 
intense activity for all consulting actuaries in the 
U.K. The previous National Report recorded that the 
membership of the Association of Consulting Act- 
uaries had grown from 98 to 110 members over the 
two years from 1972 to 1974. At the present time 
the number of Full Members of the Association is 
114 and there are 30 Associate Members, i.e. Mem- 
bers employed in fiums of consulting actuaries. The 
number of firms represented in the Association is 
now 13. 

2.  The work of the actuarial profession is, of course, 
greatly influenced by legislation concerned with 
insurance companies and with Pension Funds and 
that legislation is in its turn greatly affected by 
political factors. In February 1974 there was a 
General Election and a Labour Government was 
returned to power in place of a Conservative admini- 
stration. A further Election took place in October 
1974 and the Labour Government was reelected 
with a small overall majority. 

Over this period there has passed into Law the In- 
surance Companies Act 1974, the Social Security 
Pensions Act 1975 and the Policyholders Protection 
Act 1975. The purpose of the Insurance Companies 
Act 1974 was to consolidate the provisions of the 
Insurance Companies Acts 1958 to 1973. The pur- 
pose of the Social Security Pensions Act 1975 was 
to replace most of the provisions of the Social 
Security Act 1973 which related to State pensions 
and occupational pension schemes. The purpose of 
the Policyholders Protection Act 1975 was to pro- 
tect policyholders in the event of the insolvency of 
an insurance company carrying on business in the 
U.K. 

3. The previous National Report described the passing 
of the Social Security Act 1973 and explained that 
a State Reserve Fund was due to come into effect 
from April 1975. Occupational pension schemes 
providing 'benefits on an adequate basis would be 
able to be "recognised" and their members would 
not be required to contribute to the State Reserve 
Fund. In May 1974 the Labour Government an- 
nounced that the State Reserve Fund would not 
come into force from April 1975 and that a White 
Paper would be issued in due course outlining the 
Government's intentions in the field of Social 
Security legislation. The White Paper (Command 
5713) was published in September 1974 and pro- 
vided' for substantial earnings - related State pen- 
sions in addition to the flat rate State pension. 
Employers maintaining good occupational pension 
schemes would however be able to contract out of 
the major part of the earnings-related State benefits 
and contributions. 

4 .  The Social Security Pensions Act 1975 giving effect 
to the proposals of the Labour Gov-rnment passed 
into Law in August 1975 and the new Slate pension 
arrangements provided for by the Act come into 

effect in April 1978. State pensions under the new 
Act will consist of a flat rate component (currently 
£13.30 per week for a single person) and an addi- 
tional component related to a contributor's earnings 
between the base level and the ceiling. This addition- 
al component will be calculated at the rate of 1% 
per cent of such earnings for each year of the new 
Scheme with a maximum of 2 0  years counting 
for benefit. After the first 20 years the additional 
component will be based on a contributor's 2 0  best 
years. It is intended that the base level of earnings 
will be equal to the amount of the personal flat rate 
pension when the Scheme is introduced (i.e. current- 
ly £13.30 per week) and that the ceiling will be 7 
times this amount. However, pensions accruing each 
year will be revalued in line with the general level of 
earnings and after payment has commenced, in line 
with prices. These pensions are payable at the age of 
65 (men) and 6 0  (women). 

A widow over age 6 0  will receive the husband's 
rate of pension plus 1% per cent of the average of 
her own upper band earnings in her best 2 0  years for 
everv vear in the new State Scheme. If she is under . - 
age 6 0  and qualifies for full pension, she will receive 
the husband's rate of pension based on his best 2 0  
years 

5 .  Employers with satisfactory pension schemes will be 
able to contract out of part of the new State 
Scheme. To be contracted out the occupational 
scheme must satisfy two basic tests. In the rust 
place the Scheme must provide a pension at pension- 
able age which accrues at the rate of at least 1% per 
cent of fiial salary or average salary revalued in line 
with the general level of earnings. I t  must also pro- 
vide a widow's pension which accrues at the rate of 
at least 518 th~  per cent of final salary or average 
salary similarly revalued. In the second place the 
scheme must provide a guaranteed minimum pen- 
ion (GMP) which broadly speaking corresponds 
to that part of the additional component of the 
State Scheme which relates to the period of con- 
tracted out service. It must also provide a widow's 
guaranteed minimum pension payable on death be- 
fore or after retirement equal to one half of the hus- 
band's guaranteed minimim pension. 

If a member leaves service before reaching pension- 
able age the GMP and the widow's GMP provided 
by the scheme must continue to be revalued each 
year in line with the general level of earnings. 

6 .  If an occupational pension scheme is contracted out 
the contributions required to be paid to the State 
Scheme will initially be reduced by 7 per cent of 
upper band earnings (2% per cent from the employ- 
ees and 4% per cent from the employer). This abate- 
ment will be periodically reviewed. 

When an employee leaves contracted out employ- 
ment, an employer may pay a State Scheme prem- 
ium to relieve the occupational pension scheme 
of part or (in the first 5 years of membership) all 



of the liabilities for GMPs. Alternatively, the scheme 
may provide for the GMPs to be revalued at a fixed 
rate of 8% per cent per annum for each year after 
termination of service until pensionable age in which 
case no State Scheme premium is payable. 

7. If an employee is a member of a contracted out 
scheme the pension he receives from the State will 
be reduced by the amount of the GMP (or the wi- 
dow's GMP if applicable). Schemes will not have 
to pay increases on pensions in payment in respect 
of contracted out employees since the amount of 
the increases payable under the State Scheme will 
be calculated as if the employees had not been con- 
tracted out. 

Before a contracting out certificate is issued, the 
Occupational Pensions Board must be satisfied that 
the resources of the scheme are adequate. For this 
purpose they will rely on actuarial certificates, and 
such certificates wiU be required periodically to 
check that the resources continue to be adequate 
to meet the liabilities specified for contracting out 
purposes. 

8. The Association of Consulting Actuaries played a 
leading role in negotiations with the Government 
to secure terms for contracted out schemes under 
the Act that would be fair and reasonable. Individual 
members are now heavily involved in advising em- 
ployers on the provisions of the Act and helping 
them to decide whether or not to contract out. 
The 1973 Social Security Act provided for the com- 
pulsory preservation of pension benefits and these 
provisions were not repealed by the 1975 Act. They 
also are throwing much work on to consulting act- 
uaries, amongst others, at the present time. 

9. The 1975 Social Security Pensions Act also pro- 
vided that as from April 1978 the rules of occu- 
pational pension schemes must give equal access to 
membership to both men and women. Occupational 
schemes must therefore provide that the age and 
length of service needed for becoming a member 
is the same for both sexes and that the conditions 
governing compulsory or voluntary membership 
must apply equally to both sexes. 

The Secretary of State for Social Services has asked 
the Occupational Pensions Board to advise her of the 
further steps which are needed to implement the 
principle of equality of status for men and women 
in occupational pension schemes. The Association 
of Consulting Actuaries has submitted evidence to 
the Board on this matter and at the time of writing 
the Board's report to the Secretary of State is 
awaited. 

10. The previous National Report commented on the 
passing of the Insurance Companies Amendment 
Act 1973. Nearly all the provisions of that Act have 
been incorporated in the Insurance Companies Act 
1974 and a series of regulations have now been 
issued governing the detailed operation of the 
Act. Clause 15 of the Act provides that an actuary 
must be appointed to every life assurance company 

and for the notification of the appointment to be 
made to the Secretary of State. The Act also pro- 
vides for intensive supervision by the Department of 
Trade over the activities of all insurance companies 
in the U.K., life and non-life. Regulations already 
issued deal, inter a h ,  with the valuation and admis- 
sibility of assets and draft regulations have been put 
forward for discussion dealing with the valuation of 
liabilities. It is intended that the valuation of lia- 
bilities regulations will contain rules setting out the 
constituents of a minimum basis for the valuation 
of long term business. These proposals have been 
discussed at meetings of the Association of Consult- 
ing Actuaries and also of the Institute and the 
Faculty of Actuaries. 

11. The provisions of the Act and particularly those 
relating to the duties of the appointed actuary throw 
heavy responsibilities upon members of the pro- 
fession and particularly on consulting actuaries who, 
in the main, are concerned with the smaller and 
more recently established offices. The Institute of 
Actuaries and the Faculty of Actuaries issued in 
May 1975 a Guide to Actuaries in connection with 
their duties under the Act and this Guide has been 
the subject of considerable discussion at meetings 
of the Association and at the Institute and the 
Faculty. 

12. The failure of one life assurance company in 1974 
and the fiinancial difficulties of several others led to 
the passing of the Policyholders Protection Act 
towards the end of last year. It provides for the 
establishment of a Board whose powers enable them 
to protect policyholders of insurance companies in 
fiinancial difficulties and to impose a levy for this 
purpose on insurance companies carrying on general 
or long term business in the U.K. These proposals 
have encountered strong opposition from some 
insurance companies who felt that their policyhold- 
ers were being asked to subsidise those of other 
less sound insurance companies but the political 
pressures to legislate were too strong for this resist- 
ance to be effective. 

13. High rates of inflation, not matched by increases in 
investment yields, have presented considerable pro- 
problems for actuaries in the valuation of pension 
funds and to a lesser extent in the valuation of life 
offices. In July 1975 the Government introduced 
a voluntary pay policy under which increases in 
incomes were to be limited to £6 per week for 
the ensuing 12 months. The policy has had some 
success in bringing down the rate of inflation in 
1976 but it is not yet possible for investors to 
obtain a positive yield (net of inflation) in fixed 
interest stocks or in equity shares. Equally, it has 
become very difficult for employers to maintain 
the real value of pensions in course of payment 
except in the case of the public service where bene- 
fits are met directly from taxation. The consequent 
differences between the treatment of public service 
pensioners and of pensioners in the private sector 
have occasioned much controversy. Only if rates of 
inflation are substantially reduced is further social 
and economic progress likely in the U.K. 
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