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The U.S. actuarial consulting field during the past 
two years has expanded in both size and significance. 
About twenty-five percent of the members of the Society 
of Actuaries are in it.New avenues for independent actu- 
aries' attention are developing as the result of accelerating 
regulatory legislation, increased attention to liabilities 
covering many types of risks, and publicising financial 
reverses, even though they be temporary. 

Our report this year will concentrate on the varie- 
gated pattern of what pre-occupies the consulting actuary 
now - perhaps indicating what is likely to confront him 
in the near future. This range of activity along with a 
trend in the U.S. in many fields for organizations to seek 
outside advice and assistance emphasizes the consulting 
role of the actuary. 

After briefly recording happenings in several areas 
that affect consulting actuaries, a few professional matters 
will be mentioned. 

I. Private Pension Plans 
The Employee Retirement Income Security Act of 

1974 (ERISA) has undoubtedly been the headliner from 
the standpoint of most consulting actuaries. The objective 
of the legislation is to enhance benefit security under 
private pension plans in the United States by improving 
the equitable character and soundness of the plans. 

Standards are set for eligibility and vesting provisions 
as well as minimum funding to qualify for favorable 
income tax treatment. The conduct and responsibilities 
of "fiduciaries" (plan trustees, advisors, or others with 
discretionary authority or responsibility) are prescribed. 
There are elaborate reporting and discloslire requirements. 
A federally chartered Pension Benefit Guaranty Corpora- 
tion protects vested benefit pay-out in instances of plan 
termination. 

Understandably, such federal legislation, because of 
its scope and detail, has many inconsistencies, leads to 
much discussion of controversial points, and has neces- 
sitated almost continuous regulatory interpretation. The 
shared jurisdiction of the Department of Labor and the 
Department of the Treasury (Internal Revenue Services) 
is still subject to clarification. Plan terminations have 
risen dramatically, due in large part to the many ERISA 
requirements. 

A designation "Enrolled Actuary" has been created 
for those qualified to perform the actuarial work related 
to ERISA. A Joint Board for the Enrollment of Actuaries 
administers the experience and examination requirements 
for enrolling actuaries. The Enrolled Actuary designation 

is not automatic for members of any professional organ- 
ization such as the Society of Actuaries or the American 
Academy of Actuaries. As of July 16, 1976, there were 
2,378 Enrolled Actuaries. 

ERISA specifies that it is the Enrolled Actuary's res- 
ponsibility (1) to set actuarial assumptions which are 
reasonable in aggregate and which represent his best 
estimate of anticipated experience, (2) t o  review and up- 
date actuarial cost methods and asset valuation methods 
so as to comply with new minimum funding standards, 
and (3) to formally certify to the accuracy and reason- 
ableness of valuation results. He is likely to assist clients 
in the areas of plan amendments, disclosure reporting and 
setting up administrative procedures. 

Because of ERISA, self-employed persons may now 
deduct a maximum of $7,500 rather than $2,500 from 
their tax base for amounts placed in qualified retirement 
plans on their own behalf. Workers whose employers have 
no private retirement plan may make tax deferrable con- 
tributions of 15% of income, up to $1,500 per year, to an 
individual retirement account or annuity. Many small life 
insurance companies - in fact, large ones as well - are 
selling noticeably more annuity business. As a con- 
sequence, some consulting actuaries are involved in pro- 
duct development work where interest guarantees are 
important. Acknowledging demands for long-term in- 
terest guarantees is complicated by security laws and 
federal income tax regulations, as well as forecasting the 
future rate itself. 

11. -Public Pension Plans 
The Social Security Act has not had the spotlighted 

attention that ERISA has had since there have been no 
major revisions in the law since 1972. However, projecting 
unanticipated inflaton, unexpectedly high unemployment 
and lower national fertility rates in an ageing population 
lead to results that have elicited much discussion about 
the system's financial future. Social Security Administra- 
tion projections using current assumptions point toward 
alarming deficits. Expenditures by the System, currently 
at 10.7% of taxable payroll, are projected at 29% by the 
year 2050 under the present law. The Chief Actuary 
points out that the latter percentage would be about 
19% were it not for the "replacement ratios" (ratio of 
the initial benefit to earnings just prior to retirement) 
rising under inflationary conditions which are more 
apparent now than when the 1972 revisions in the Social 
Security Act were made. Amendments to change this 
effect are being proposed to Congress. 

State and local government employee groups 
(teachers, police, firemen, and other employees of states, 



counties and cities) may elect Social Security coverage, 
may have their own plans or have both. Inflationary 
pressures and budgetary planning have resulted in 
"electing out" of Social Security by many plans who 
have had that coverage. The consulting actuary is be- 
coming increasingly involved in such situations through 
being asked to analyze both current and future funding 
problems. More attention to funding of state and munici- 
pal plans is expected because increased pension costs are 
usually a significant budget item. 

111. Health Insurance 
Many proposals for broad National Health Insurance 

schemes are still under consideration by the Congress. All 
seek to change the health care delivery system in some 
way. Each is expensive from the taxpayer's standpoint. 
Each leads to  a different combination of public and pri- 
vate financing. 

Legislation in 1973 provided for establishing health 
maintenance organizations (HMO's) to encourage provid- 
ing basic and supplemental health services on a group 
practice of medicine basis. The HMO is intended to pro- 
vide quality medical treatment and preventative services 
on a fiscally sound basis as an alternate to standard fee- 
for-service reimbursement. 

Developments have not been as initially successful as 
some had hoped, but about 20 HMO's are fully qualified 
under the 1973 Act and in operation in several parts of 
the country. Federal appropriations and other legislative 
encouragement point to faster growth in the near future. 
Making a successful start requires greater expertise than 
was f i s t  envisioned. The actuary's role can be in costing, 
projecting financial results, prescribing reserves and pro- 
perly providing for other risks that may be involved. 
Proponents expect HMO's to flourish as a group medica! 
practice alternative to individual practice. 

Most insurance companies are critically appraising 
their health insurance business because financial results 
have been so unsatisfactory. Premiums for Accident and 
Health insurance, particularly on the group basis, have 
been more or less continuously reviewed for increase in 
recent years. Reserves have needed strengthening. Fore- 
casting is difficult because of changing political, as well as 
economic, conditions. 

Increasingly, direct marketing of Accident and Health 
insurance through newspapers and by direct mail is use'd 
as a means of cutting selling costs in order to reduce pre- 
miums. Different products, rates and techniques apply 
than for agent-sold business. 

Insurance Department regulation of health insurance 
premiums for non-profit service providers (such as Blue 
Cross and Blue Shield) has taken on the new dimension 
of public rate hearings. Consumer groups, sometimes for- 
tified by "public defenders," pit premium level considera- 
tion against reserve level and solvency considerations on 
a stage that usually involves one or more consulting 
actuaries. Keeping the "expert" role distinguished from 
an "advocacy" role is quite'a professional challenge to 
actuaries who participate. 

Accident and Sickness (weekly indemnity) experience 
during the recent recession has risen markedly because 

of longer duration of disability. Claim frequency, parti- 
cularly for short elimination periods of less than three 
months, seems to have remained fairly stable. These 
effects are somewhat the reverse of what was recorded 
under economic conditions of the 1930's. 

IV. Life Insurance & Casualty Insurance 
Overall, consulting activity related to the pension and 

health insurance problems described above overshadows . 
earlier predominate consulting on such matters as ad- 
justed earnings under "generally accepted accounting 
practices" (GAAP), life company formations and valua- 
tion standards. Nevertheless, those specializing in ad- 
vising life companies are seeing emphasis on expense 
control (and its interrelationship with special account- 
ing for interest and taxes), financial forecasting, and 
diversification of company endeavors through merges, 
discontinuing or adding new lines and new products in- 
volving preferential tax treatment. significant discussions 
between actuaries and independent auditors (accoun- 
tants) are taking place in efforts to make stock life in- 
surance company adjusted earnings (on a GAAP basis as 
contrasted to the statutory basis) more meaningful. 

A broad testing of the market for variable life insur- 
ance has been handicapped for several years by double 
jurisdiction of State Insurance Departments and the 
Securities and Exchange Commission. At the moment, 
regulations on sales load limitations and early year cash 
value requirements are pending with the SEC. Resolution 
of long-standing technicalities could broaden the appeal 
among companies for offering the benefit. Many believe 
that variable life insurance has considerable future 
possibility. 

A great amount of regulatory, attention has been 
directed to rates, reserves, and financial results (current 
as well as projected into the future) for non-life compan- 
ies. These are matters of public interest and concern be- 
cause of high claim awards for medical malpractice, auto 
accidents, products liability and any insurance where liti- 
gation is a possibility. Obviously some of the liability 
coverages mentioned are characterized by ultimate pay- 
ments many years in the future. There is some analogy to 
benefits payable at  death or for long-term disability pay- 
ments, but the added elements of unpredictable appear- 
ance of claims and arbitrary settlement amounts often 
force estimating with inadequate statistical bases. 

The questions that arise in this field call for specialized 
answers based upon expertise of a casualty actuarial back- 
ground. The independent consulting actuary often is 
called upon to analyze inadequate resewing as a separate 
project from analysis of rates. Rate statistics for non-life 
and non-health coverages are collected and analyzed 
primarily by central rating bureaus rather than by each 
individual company. Special programs initiated by State 
Government, such as compulsory insurance programs 
(no-fault auto, workers' compensation and risk partici- 
pation), require analysis and projections of costs by 
casualty actuaries. 

V.  Professional Aspects 
Beginning with 1975 life company statutory annual 

statements, a signed opinion by a "qualified actuary" is 



required with respect to reserves and other actuarial 
items. Also, the actuary may state any qualifications he 
considers necessary to amplify his or her opinion or to 
note aspects of the financial statement not considered 
to be sufficiently explained. 

Heretofore, only a written signature rather than a 
formal opinion has sufficed, emphasis being placed on 
the actuary's role as a corporate officer rather than as an 
independent professional. Regulators want to make the 
actuary more a part of the "early warning" system for 
detecting financial difficulty of an insurer. 

Some twenty-one states now have accreditation laws 
describing a qualified actuary in slightly different terms. 
The pattern is to prescribe membership in the American 
Academy of Actuaries or demonstration of actuarial 
compet&ce "to the satisfaction of the insurance commis- 
sioner." Assuring that actuarial services are performed by 
persons who by training and experience are familiar with 
insurance actuarial principles and practices requires in- 
creasing vigilance, both on the part of individual actu- 
aries as well as the Academy. 

The high level of activity indicated by the above re- 
ferences to recent happenings points to a greater degree 
of specialization for the actuary and puts him in the pub- 
lic view more than he has been. Thus, re-organizing 
within the profession is receiving considerable attention. 

The American Academy of Actuaries is striving to be 
the umbrella professional actuarial body in the eyes of 
the public, government, employers, educational institu- 
tions and prospective actuaries. Professional standards and 
specialty representation (including geographical) would 
be preserved by the six organizations* involved whose 
memberships overlap because of most actuaries being 
members of more than one. Earlier this year, the 
Academy set up a Washington, D.C. office with a full- 
time Executive Director and staff to deal with matters 
at the federal level and to help co-ordinate the work of 
actuarial committees. 

*The six organizations are (with their approximate 

professional membership as of the end of 1975): 

American Academy of Actuaries (3,500) 
Canadian Institute of Actuaries (1,150) 
Casualty Actuarial Society (675) 
Conference of Actuaries in Public Practice 
(585) 
Fraternal Actuarial Association (115) 
Society of Actuaries (5,400) 

The trend toward consulting in recent years is indi- 
cated by the table below: 

Analysis of Membership of Society of Actuaries 
By Type of Employment 

July 1, 1970 July 1,1975 
Type of Employment No. % of T. No. % of Total 
Consulting 680 19% 1,235 24% 
Insurance Companies 2,278 65 3,054 60 
Government 80 2 130 3 
Academic 46 1 59 1 
Other 126 4 112 2 
Retired 324 9 476 10 ---- 

3,534 100% 5,066 100% 

The following table which classifies consulting actua- 
rial organizations by size may be of interest: 

Members of American Academy of Actuaries 
Who Were in Consulting as of October 1, 1975 

Size, according to Number of Number of 
number of MAAA's Firms Actuaries 

1 (solo) 237 237 
2-5 (small) 60 170 
6-20 (intermediate) 14 183 
over 20 (large) 10 387 - - 

Total 321 977 

July, 1976. 


