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INTRODUCTION 
Australian consulting actuarial practices have grown 

rapidly in the past ten to fifteen years. Part of this growth 
has resulted from an increase in pension and super- 
annuation fund work; and part has been in the life in- 
surance field. There is no sign of a reduction in the amount 
of work arising in these traditional areas. 

At the same time, consulting actuaries have increas- 
ingly been involved in new developments. In the pension 
and superannuation fund area, the actuary is taking on 
a broader advisory role, expanding into employee benefits 
generally and providing a range of new services including 
investment performance measurement and pre-retirement 
counselling. In the insurance field, actuaries are entering 
general insurance, initially in connection with the 
estimation of claims on long-tailed business. However, 
the consulting actuary's role can readily be extended to 
the collection and analysis of relevant statistics and to 
the determination of premium rates. Further opportunities 
are available in the data processing field, which is 
expanding extremely rapidly. Actuaries in their own 
practices have developed computer related skills and 
these skills are in short supply in the data processing 
industry. Finally, due to his statistical training, the 
consulting actuary is able to apply statistical techniques 
to the solution of problems in businesses which are 
unrelated to the traditional area of insurance. 

Each of these developments offers a broadening 
in the scope of the actuarial practice. However, there is 
another opportunity on which I would like to focus: 
that is, the application of actuarial skills to the provision 
of corporate financial advice in a variety of businesses, 
with particular emphasis on the long term financial 
problems of those businesses. Businesses generally in 
today's complex corporate environment are increasingly 
having to make decisions based on an appreciation of the 
long term effects of those decisions; and an important 
part of that appreciation is an adequate understanding 
of the financial perspectives involved. 

The purpose of this paper is to discuss the potential 
contribution of the consulting actuary in the provision 
of financial advice to business. The paper f i s t  reviews 
the education of the actuary and his financial training. 
It then discusses some case studies in which my firm has 
been involved. The f i s t  three - a mining project, a 
construction project and a hospital redevelopment - are 
considered in some detail in order to illustrate the type 
of contribution which the consulting actuary is able to 
make. The remaining cases are presented in outline to 
provide an idea of the range of applications, rather 
than to give a detailed description of those applications. 
The paper then outlines some conclusions as to the role 
of the consulting actuary, based on lessons we have 
learned from our experience as set out in the case studies. 
A summary is presented in the final section. 

THE TRAINING OF THE ACTUARY 
While the course of study includes some statistical 

subjects, these are not uniquely actuarial. In fact, in 

some instances, students are given exemptions in these 
subjects because they have studied statistics to an equal 
or greater depth as a part of a university course. 

However, the study of compound interest is uniquely 
actuarial. The whole of the actuarial course is built on 
an understanding of the fundamental financial fact that 
money has a value dependant upon when it is paid or 
received. The time value of '  money becomes second 
nature to the actuary. 

The examinations then proceed to cover the principles 
of, and economic background to, investment. This 
broader coverage is then developed in the study of 
institutional investment. Although the purpose of a 
business is not wholly and solely the maximisation of 
profits for the shareholders, making a profit is a necessary 
part of survival. It is for this reason that the economic 
perspective is of paramount importance in the making 
of business decisions, and the actuary's training in invest- 
ment provides him with the necessary background to 
enable him to contribute to the decision making process. 

Finally, the examinations involve an indepth analysis 
of two major forms of business - the life office and the 
pension fund. In each case the emphasis is on the long 
term, perhaps to a fault. The student thereby meets 
many important financial concepts - risk and profit, 
financial stability, financial control, pricing, taxation, 
inflation, accounting methods, income and expenditure 
and cash flows. Long term projections are discussed as 
well as the structure and history of interest rates. Further- 
more, emphasis is placed upon such ideas as the 
capitalisation of future profits and the need to match 
assets to liabilities. 

In effect, the actuary in training is exposed to 
many of the major concepts associated with a long term 
rather than a short term view of the financial aspects 
of a business. The relevance of this training will be 
evident from a reading of the case studies which follow. 

A MINING PROJECT 
The first case considered is that of a mining project. 

Mining almost invariably involves large initial capital 
expenditure, followed by an extended period of mine 
operation. The life of the mine is determined by the size 
of the original ore body and the rate at which it is mined. 
Typically, the capital equipment required has a limited 
life and is likely to have only scrap value when the mine 
is worked out. Consequently, it is necessary for income 
during the life of the mine to cover operating expenditure 
and then to provide sufficient surplus to allow for a 
profit after writing off the original capital expenditure. 

The first step for a potential new mine is the original 
feasibility study. Such a feasibility study relies upon the 
expertise of a variety of technical people. Firstly, there 
is the geological analysis of the ore reserves which 
determines the amount of material which will be available 
over the life of the mine. Secondly, a marketing analysis 
is required to determine the quantities of material which 
can be sold and the price levels likely to be achieved. 



Finally, the mining engineers must estimate the 
capital cost of construction and the continuing costs 
of operation. All of these factors then need to be 
integrated into a financial projection. 

Our role was the co-ordination of the various input 
factors into one base case, which was internally consistent, 
and met with the approval of the contributing experts. 
The establishment of the base case required a set of 
logical rules to  ensure that it was internally consistent. 
Firstly, we decided that all information was to be provided 
at  constant prices as at a certain date. We then encouraged 
the forwarding of elementary assumptions rather than 
calculated results: for example, price per ton of product 
shipped rather than product sales revenue. We ensured 
that financial costs and depreciation were separately 
identified. Finally, we obtained appropriate rules for 
determining the amount of debtors and creditors and 
the valuation of inventory or stockpile. 

The completion of the base case required research 
into such areas as taxation, royalty agreements and 
anticipated loan agreements. 

The financial projection was organised about a base 
case at constant prices, and it was then possible to carry 
out sensitivity studies to measure the relative importance 
of such variations as an increase in capital costs, a delay 
in construction, a reduction in sales prices or an increase 
in operating costs. The effects of inflation were investi- 
gated by way of a breakeven analysis which showed 
the degree to  which sales prices would need to escalate 
in order to cover various levels of cost increases while 
still retaining profitability in money terms. 

The essential tool used in the above sensitivity 
analysis was discounted cash flow. Firstly, cash flows 
for the base case were adjusted to exclude borrowings, 
principal and interest repayments and the tax deduction 
flowing from the interest payments. In this way the 
evaluation was independant of the method of financing 
the project and no anticipated profit from gearing was 
included. The discount rate used was an effective after- 
tax rate and varied from 10% per annum to 15% per 
annum depending upon the purpose of the discounted 
cash flow and the conditions prevailing in the financial 
markets. The net present value was reexpressed as a 
value per share in order to assist presentation of the 
concepts involved. 

The original feasibility study was revised from time 
to  time as increased information became available. The 
changes in value per share could then be analysed into 
relevant components to assist in the appreciation of 
the financial effect of the changes in information. 

The feasibility study provided a financial basis for 
the making of many decisions. There were decisions 
related to physical alternatives such as whether to  
transport by road or rail, where to  locate processing 
plant - at the mine site or close to port facilities - 
and where to Locate port facilities. There were also 
financial decisions to be made concerning the structure 
and extent of borrowing, and the terms and conditions 
of further equity involvement. The financial projections 
provided the basis for submissions to institutions as 
well as for some joint venture discussions. Finally, they 
provided a basis for financial control and for long term 
operating decisions. 

Throughout the project the aim of the financial 
projections was to provide management with an under- 
standing of the various financial alternatives facing them. 
Our role was never, for example, to declare the project 
feasible or to advise that a particular decision should 
be taken. Our role was rather to educate management 
as to the long term financial consequences associated 
with various policy alternatives. 

The mining case illustrates the usefulness of dis- 
counted cash flow techniques in practical circumstances. 
Moreover, it illustrates the flexibility of presentation 
available to the actuary which arises directly from his 
depth of understanding of the applications of these 
techniques. 

A CONSTRUCTION PROJECT 
The next case illustrates an involvement of a very 

different kind. With the recent bout of inflation the 
construction industry has undergone major changes 
in the way long term contracts are arranged. Historically, 
it has been customary for a construction company to 
tender for a job at a fixed price. However, such an 
approach is no longer practicable for a large project 
which may take two years or more to complete. 

The contractor is able to estimate the cost of 
construction at prevailing prices, but he is unable to 
predict the effects of inflation on that estimate. 
Accordingly, it has become customary for contracts 
to include a clause relating to cost escalation (known 
in the industry as a 'rise and fall' clause). The rise and 
fall clause then sets out  the formula on which the con- 
tractor is to be reimbursed for cost increases. 

During the 1960's, for the typical large contract 
the increase in contract value was of the order of 5% 
to 10% for cost escalation. Such an increase was not 
extraordinary in comparison with increases due to  con- 
tract variations, averaging about 5%, and profit margins 
of 3% to 5%. However, during the 1970's it has been 
quite common for rise and fall to  be the major cost 
factor, being of the order of 30% or more of the original 
contract value. From this it is evident that small in- 
accuracies in the rise and fall formula can either double 
the contractor's profit or wipe it out entirely, depending 
upon whether the formula operates in his favour or not. 

The first rise and fall formulas adopted the crude 
assumption that increases in contract costs would be 
proportional to increases in labour costs. A common 
formula assumed that 40% of the contract price was 
fixed and that the remaining 60% varied with the increase 
in labour costs as measured by average wage rates in 
major wage agreements. ~bwever ,  it was found that the 
cost of materials increased at  a different rate from the 
cost of labour. Furthermore, the cost of labour did not 
depend entirely on wage costs, but also on the cost 
of fringe benefits. As a result, there was a move towards 
the adoption of a formula based on the following typical 
analysis of contract costs: 

4% fixed cost 
61% materials cost 
35% Labour cost 

The cost of materials index used was available from 
government statistics and various committees were set 
up to agree appropriate indexes for labour costs. 



However, having regard to the importance of rise 
and fall, the common formula approach has deficiencies 
for a large project. Firstly, the project may involve 
differing proportions of labour cost and materials cost. 
Secondly, the materials may differ in proportions used 
from the weightings involved in the published cost of 
materials index. It was on such a large contract that we 
became involved with a contractor re-negotiating his 
rise and fall clause with the government department 
for whom he was constructing the building. The aim 
of the exercise was to  determine a method of cost 
adjustment which satisfied two competing criteria: 

a) from the owner's viewpoint it was necessary to  
ensure that rise and fall was determined on an 
objective basis to ensure that the contractor was 
not remunerated on a cost plus basis. Thus the 
contractor would continue to be bound by his 
original tendered price, as adjusted. 

b) From the contractor's viewpoint, the method was 
required to compensate the contractor as closely 
as possible in line with his actual cost experience 
to insulate his profitability against the vagaries 
of an arbitrary rise and fall formula. 

Firstly, we analysed the original bill of quantities 
into labour and materials components within various 
work classifications (site establishment, earthworks, 
concrete and so on). The usage of materials was then 
further analysed into groups according to published 
statistical categories. Progress claims were also analysed 
into the various work classifications and the amount 
of cost adjustment was calculated accordingly. One of 
the major areas of difficulty was the proper allowance 
for contract variations, which required appropriate 
indexation. 

We carried out an analyses of the variations between 
the existing rise and fall formula and the proposed cost 
adjustment method, thereby setting out the areas of 
major importance. This analysis was similar to the analysis 
of surplus for a pension fund or life office, breaking the 
overall difference between actual and expected results 
into its component parts. The mathematical requirement 
of such an analysis placed it squarely into the actuary's 
province. Then, of course, the results could be readily 
presented in such a way as to illustrate the underlying 
process to the client, without involving him in the technical 
detail. 

The calculation of the amount of cost adjustment 
was carried out on a progressive month by month basis. 
As a result, the contractor had a continuous method of 
re-pricing the bill of quantities, and was thus able to  
institute a proper cost control procedure which related 
actual costs to budgeted costs as inflated by rise and 
fall. Thus the contractor was able to control construction 
costs on the contract using similar procedures to those 
which were applicable in pre-inflationary times. 

The re-negotiation of the rise and fall clause took 
place in a rational manner and the contractor was able 
to make reasonable gains. Furthermore, once the cost 
adjustment procedure had been defined, it no longer 
appeared overly complex to the contractor having regard 
to the amounts at risk. Accordingly, he is now able to 
negotiate an appropriate method of cost adjustment at  
the outset of new contracts based on his improved under- 
standing of the relevant factors involved. 

A HOSPITAL REDEVELOPMENT 
In this case, we were asked to carry out a feasibility 

study of a proposed redevelopment for a large private 
hospital. The proposed contractors had worked through 
a construction programme and various members of the 
hospital administration had translated the demolition 
and rebuilding programme into a corresponding plan 
showing bed availability from time to time. 

A hospital is not unlike a hotel in a financial sense. 
Income depends upon the number of beds available, 
the type of accommodation (and thus income per bed) 
and bed occupancy rates. Operating costs are largley 
independent of occupancy rates. By far the largest com- 
ponent of operating costs is wages and salaries, which 
depend on staff numbers. In practice, staff numbers 
cannot be varied in the short term, and therefore operating 
costs depend upon the number of wards open and thus 
the number of beds available. 

However, unlike the mining project, the major 
fmancial criterion was not return on investment or 
profit. The hospital is a charitable institution proposing 
to finance its rebuilding programme by way of long term 
borrowings. It was therefore necessary to ensure: 

a) that the hospital could continue to operate through- 
out the construction period; and 

b) that the new hospital could cover borrowing costs 
and capital repayments as well as its operating 
costs. 

The financial projection prepared as a base case 
required the following information: 

a) an estimate of capital information: 
b) a project timetable, including expenditure by periods; 
c) a plan of bed availability, by type of accommodation; 
d) an analysis of occupancy rates by type of accom- 

modation; 
e) a schedule of current charging rates; 
f) a schedule of other income by type, together with 

rules for future variation in that income, e.g. income 
from theatre fees can be expected to vary with the 
number of patients; 

g) wages and salaries; 
h) variations in wages and salaries at various stages of 

development; 
i) a schedule of other expenses by type, together 

with rules for future variations in those expenses; 
and 

j) details of available funds and future borrowing 
arrangements. 

We projected the cash flows for the operation of 
the hospital during the construction period at constant 
prices on a reasonable set of assumptions to serve as a 
base case. We then carried out sensitivity analyses using 
the rundown of existing cash resources as the financial 
criterion. 

We investigated the effects of a reduction in occup- 
ancy rates during the construction period, taking into 
account the flow on effects into other areas of income 
and expenditure. However, we assumed that staffing 
levels were related to the number of beds available and 
not to the number of beds occupied. We calculated the 
breakeven point for occupancy levels, which would cause 
a total rundown of cash resources. 



lntlation was found to have little effect on the 
financial stability of the hospital provided that increases 
in income matched increases in expenditure. As income 
increases were achieved by negotiation with health funds 
and Medibank, having regard to the experience of other 
hospitals, this was not an unreasonable conclusion. 

We also investigated the effect of a delay in con- 
struction and an increase in construction costs. Other 
cases examined related to alternative project timetables 
and to alternative finance arrangements. 

Thus the projections provided hospital management 
with an understanding of the long term consequences 
of various financial factors. In many respects, the hospital 
was not unlike any commercial enterprise, except that 
the appropriate financial criterion was survival rather 
than profitable survival. Accordingly, the hospital faced 
many commercial decisions and the financial projections 
provided an appropriate background to facilitate the 
making of those decisions. 

In the mining project it was appropriate for us to 
present the results of our projections in net present 
value terms based on discount cash flow techniques. 
For the hospital redevelopment the appropriate financial 
criterion was the rundown in cash resources. This contrast 
illustrates the versatility of presentation which the con- 
sulting actuary brings to the area of financial projections. 
The technique of discounted cash flow is second nature 
to the actuary and as a result, he is able to vary the form 
of presentation to suit the particular circumstances. 

FURTHER CASE STUDIES 

The remaining projects considered are not discussed 
in the same amount of detail as those above. Each one 
presented its own practical difficulties, but there were 
few theoretical differences. In general, the method 
adopted was to develop a financial projection and then 
to analyse risk by means of asensitivity analysis. However, 
this was not always the case, as we varied the approach 
to suit particular circumstances. 

A Retail Chain 

We were commissioned to carry out a financial 
projection for an expanding retail chain. The chain 
consisted of many stores operating independently, but 
drawing on regional warehousing facilities and using 
centralized administration. The chain was expanding 
and the new stores took a number of years to reach 
maturity. Accordingly, it was necessary to develop a 
method of projecting sales volume to allow for the 
new stores to be brought on stream. 

However, a more difficult problem was the proper 
allocation of overhead. The temptation is always to 
allocate overhead in proportion to revenue, but this 
method almost invariably penalises the successful 
operation and unduly favours the less successful. Where 
items of overhead could be associated with specific 
activities, cost could be apportioned appropriately - 
e.g., the cost of regional warehousing facilities were 
allocated according to the amount of stock drawn by 
particular stores from each regional warehouse. However, 
many overheads were not so readily allocated, and these 
costs, were allocated to stores on the basis of square feet 
of retail space. A realistic method of cost allocation 
was necessary in order to ensure that the projections 
were meaningful. 

The most important insight gained from these 
projections resulted form the quantification of the 
strain on profit brought about by the opening of new 
stores. 

A Property Company 

In this case, we became involved in obtaining long 
term finance for a large property company. Firstly, 
it was necessary to investigate the financial markets 
to determine the basis on which various institutions 
were prepared to provide mortgage finance. Of course, 
such a task was made easier by our experience as con- 
sulting actuaries with many of these same institutions 
as potential superannuation fund investment managers. 

The second part of the task involved the submission 
of proposals and the negotiation of the terms and con- 
ditions on the loans. Because lenders were more concered 
with the capital value of the assets, financial analysis 
was simplified and financial projections were not 
required. However, the evaluation from the client's 
point of view of alternative offers did involve some 
use of actuarial techniques. 

A Property Development 
A property developer approached us to carry out a 

feasibility study on a proposed development. His normal 
business consisted of purchasing a tract of land, sub- 
dividing and servicing it with roads and electricity and 
sewerage, then selling it on an individual block basis. 
The developer had a construction subsidiary which 
erected houses on some blocks prior to sale. 

The particular project on which were were con- 
sulted was a joint venture, with the joint venturer 
supplying the land in return for a fixed number of 
completed houses. The developer normally carried out 
his own feasibility studies based on a criterion of a 
minimum before tax return on investment. However, 
his criterion was unsuitable for the particular project 
as there was no initial investment in the purchase of 
land. 

We therefore compared the profitability of the 
joint venture project with that of a conventional project 
on a similar site. We allowed for a return on funds 
employed which was equivalent to his minimum accept- 
able return, and then compared the present value of 
surplus cash flows under the two alternatives. As a result 
of this approach, the developer was able to gauge whether 
it was feasible to utilise his resources (development 
skills, building manpower as well as financial resources) 
in the joint venture, or whether he should reserve them 
for a conventional project. 

Car Parking 
Over a long period we have been consultants to a 

car parking company. Car parks vary from temporary 
utilisation of potential building sites to the construction 
and operation of multi-storey car parks. Normally, a 
car park operator tenders for the management of a car 
park on the basis of a proposed rental, which may be 
based on differing formulas ranging from a fixed rental 
to the more complicated minimum rental plus profit 
share. 

Our typical roles has been to apply the principles 
of operation of a short term lease to the tendering for, 



and management of, a long term lease. Once again, it 
has been the actuarial background of taking a long term 
view which has been of assistance to the client. 

A Leasing Project 

One of our clients was given a proposal to purchase 
a leasing operaton. The proposal contained financial 
projections and our role was to analyse those projections. 
The project essentially involved the separation of fact 
from fancy in the presentation of profitability, and 
it was necessary to ensure that items of profit were 
not counted twice. For example, profit was declared 
and then reinvested. Profits emerging from that re- 
investment were included in the calculation of the return 
of the original investment. 

This projection was one of the many examples in 
which I have seen the abuse of a set of compound interest 
tables resulting in the presentation of information in a 
misleading nianner (not unlike some of the projections 
used by life insurance salesmen comparing policy 
proceeds under various alternatives with premiums paid, 
without regard to the time value of money). 

In the event, we prepared a revised set of financial 
projections, thus presenting our client with a proper 
basis for his decision whether to proceed with the 
proposal. 

Leasing a Jet 

For one company we were asked to compare various 
financing alternatives for the purchase or lease of the 
company's jet aeroplane. The company had been 
presented with various discounted cash flow comparisons 
of leasing alternatives. 

However, discounting had been carried out on 
after tax cash flows at a pre-tax interest rate. Therefore, 
the results were misleading. We found that the most 
appropriate financial criterion was the after tax cost 
of funds, although for presentation purposes we then 
grossed that rate up to express the result in pre-tax 
terms. 

Other Projects 

Other projects in which we have had a consulting 
role include the preparation of financial projections 
for a building society and for a wine producer. We were 
also involved in some depth with the valuation of a 
conglomerate as part of proposed takeover arrangements. 
We have taken part in the design of a profit reporting 
system for a money market operation and in the design 
of a leveraged leasing proposal. 

THE ROLE OF THE CONSULTING ACTUARY 

The above case studies illustrate the broad range of 
activities in which the application of actuarial skills is 
appropriate to the preparation of long term financial 
proiections, and the provision of corporate financial 
idvice. The case studies also provide- an outline of 
methods suitable to a variety of circumstances. From 
our experience in these areas we have arrived at certain 
conclusions as to the role of the consulting actuary. 

Analysis 

Whereas the consulting actuary is an expert in the 
pension and superannuation fields, he does not have 

this advantage in other business areas. Therefore, he 
must base his financial projections on an analysis of 
the existing business. Where possible actual experience 
should be analysed to provide a firm basis for under- 
standing the business from a financial point of view. 

What are the sources of income, and how do they 
vary? What are the costs of obtaining that income, and 
to what extent are those costs independent of income? 
and so on. The initial questions are largely those asked 
by an outside investment analyst, although there are 
real advantages gained from the analysis of management 
reports rather than published accounts. Answers to 
questions will undoubtedly give rise to inconsistencies 
and these inconsistencies need to be resolved. Perhaps 
the most difficult problem in this phase is to determine 
the depth of analysis required. 

The analysis stage requires client co-operation, 
and yet is the area where clients tend to show resistance. 
Normally, the senior financial executive understands 
the business thoroughly, and would typically prefer 
to specify a set of assumptions to be used in any financial 
projections. However, in many cases such a specification 
necessarily constrains the way in which the projection 
may be done. 

To resolve this problem we would normally ask 
the senior executive to introduce us to his staff for an 
initial period of research and self education. Such a 
proposal is acceptable because the senior executive is 
unlikely to have the timeavailable. 

We then analyse the existing business and develop 
our initial thoughts with the assitance of the staff before 
further in-depth discussions with the senior financial 
executive. 

The importance of a thorough analysis cannot be 
over emphasised. 

Preparation of Projections 
In house financial projections normally extend 

to the level of operating profit, allowing for items of 
income and expenditure which appear in the profit and 
loss account. It is then necessary to extend these pro- 
jections to the level of cash flow, making an appropriate 
allowance for interest and tax. Because interest, tax and 
cash flow are interdependent, this exercise can be quite 
complicated. However, the concepts involved are in 
many ways typically actuarial and this task provides a 
role for the consulting actuary which is both definite 
and useful. 

The financial projections should be developed 
with the need for sensitivity analysis in mind. Major 
variables should be identified at  an early stage so that 
provision can be made for varying the assumptions 
made. 

There are other requirements of any financial 
projections which need to be considered. The projections 
need to illustrate the effects of inflation without dis- 
torting understanding unduly. In many circumstances 
this is best done by using constant money values in the 
base case. The effects of inflation can then be considered 
as a separate excercise. The advantage of this approach 
is that figures in different years are comparable. However, 
the approach needs to be varied in some circumstances 
to provide necessary information, such as funding 
requirements. 



Finally, the projections should emphasise the time 
value of money. 

Sensitivity Analysis 

If a base case is prepared on a reasonable set of 
assumptions, an understanding of risk is best provided 
by means of  a sensitivity analysis. It is sometimes pro- 
posed that risk be allowed for by the application of 
probability distributions to  important assumptions. 
However, such an approach is not consistent with the 
normal decision making process. It also tends to  over- 
emphasise the importance of the financial projections 
and to discount the judgement of the decision maker. 

A financial projection without a sensitivity analysis 
relies too much on  the predictability of the future. 
However, at  the opposite extreme, an enormous number 
of cases run out  by computer and presented as a heap 
of  computer print-out usually promotes confusion. 
Particularly when a computer financial model had not  
been designed carefully, it will be found that results 
will often be  contrary to  common sense. The ease of 
changing assumptions and rerunning computer models 
exacerbates the  problem. 

The more relevant concept is that of breakeven. 
If variations in assumptions can be expressed in terms 
of a breakeven criterion, it will be possible for the client 
executives to  obtain a better understanding of the long 
term financial influences on  the business, and of the 
associated risks. 

Presentation 

Whether or  not financial projections are required, 
presentation is of paramount importance. The purpose 
of  financial advice is to  enable the client t o  make better 
decisions and therefore it is important that the client 
understands the advice. 

Bearing this objective in mind, it can be readily 
seen that complex financial projections are out  of place. 

The presentation of rcsults must be in terms with which 
the client is familiar, and, if practicable, sufficient infor- 
mation should be given to enable the client to  obtain a 
good impression of how the financial presentation works. 
He should be able to make his own calculations and 
arrive a t  his own conclusions on the basis of information 
provided. 

A presentation which encourages decision makers 
to  experiment and t o  calculate the effects of different 
assumptions has achieved its purpose. The decision 
makers will have a greater understanding of  a presentation 
which they can manipulate and will necessarily rely 
more on  the results of that presentation in arriving 
a t  their decisions. 

Summary 
The actuary is trained to  appreciate those financial 

concepts which are most relevant to  the making of long 
term business decision. Accordingly, I believe that there 
is a definite role for the consulting actuary in providing 
corporate financial advice. 

I have outlined some case studies above to  illustrate 
the broad areas in which the consulting actuary has a 
place, and based on the experience of my firm, I have 
set out the important elements of the actuary's task. 
I have emphasised the importance of a thorough analysis 
of  the existing business and of the meaningul presentation 
of  results. The other steps taken may vary according 
to  the circumstances of the case, but  it would often be 
necessary t o  prepare a financial projection and to  analyse 
the sensitivity of results to changes in major assump- 
tions. 

The actuary should be able to  bring a flexibility 
in approach to the task, and thus make a worthwhile 
contribution. If so, then the provisions of corporate 
financial advice may well become an absorbing part 
o r  even a major component of his consulting work. 


