
This report summarises the events of major concern 
to consulting actuaries in the United Kingdom since the 
preceding National Report was written in February 1976. 

Association of Consulting Actuaries 
There are now 126 Full members of the Association 

and 42 Associate members, i.e., actuaries who are in the 
employment of consulting actuarial firms. The previous 
numbers were 114 and 30 respectively. 

The Association has celebrated the Silver Jubilee 
of its foundation on 12th November 1951. 

Contracting out and solvency certificates 
Since we met at the Sydney Conference, consulting 

actuaries in the United Kingdom have mostly been 
preoccupied by the problems confronting their clients as 
a result of the enactment of the Social Security Pensions 
Act 1975. In brief, this Act introduces an earnings-related 
Social Security pension (addional to the flat rate, basic 
pension) as from 6th April 1978 but permits those 
private occupational schemes meeting certain minimum 
standards to  contract their members out of the earnings- 
related Social Security benefits. In that event both the 
member and the employer pay smaller contributions to 
the State Scheme. Not only does a contracted out scheme 
have to provide certain minimum levels of benefits but it 
also has to satisfy the Occupational Pensions Board, the 
statutory authority charged with supervising contracting 
out, that the scheme's resources are sufficient for its 
undertaking to pay at least the amount of pension which 
the member would otherwise have earned in the State 
scheme not to be in jeopardy. To this end, the Occu- 
pational Pensions Board require the actuarial adviser to 
certify that, in his opinion, the resources of the scheme 
are likely in the normal course of events to be sufficient 
over a period not exceeding five years to meet in full, 
in the event of the winding up of the scheme, any lia- 
bilities of the scheme in respect of any pensions in course 
of payment, the statutory minimum pensions payable or 
prospectively payable, any liabilities given a greater or 
equal priority in a winding up and any expenses of 
administration falling upon the scheme in a winding up. 

The implications of the wording of the certificate 
and some confusion over the priority to be accorded in 
some schemes to liabilities relating to service before the 
introduction of the earnings-related Social Security 
scheme have occasioned some concern and discussion not 
only within the profession but with lawyers too. The 
Institute of Actuaries and the Faculty of Actuaries in 
Scotland have felt constrained to issue advice delineating 
some of the considerations which the actuary signing such 
a certificate should have in mind. This is believed to be 
the f i s t  occasion on which those bodies have though it 
necessary to give advice of this character to actuaries 
advising on pension fund matters. It follows their action 
in giving similar advice to actuaries f u l f i n g  the statutory 
role of Appointed Actuary under the Insurance Com- 
panies Amendment Act 1973, as mentioned in the pre- 
vious National Report. 

Pensions and pay code 
As if the work of enabling clients to reach a decision 

to contract out and on the consequential matters should 
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they decide to do so were not sufficiently onerous, a 
dictum of the Department of Employment that all pension 
scheme improvements initiated after August 1975, other 
than the minimum necessary to comply with the contract- 
ing out requirements, should count against the pay 
increases which might be granted to employees without 
infringing the (non-statutory) Pay Code, continued in 
operation long after the date at which it was represented 
to Government that the timetable for contracting out 
would be seriously imperilled. Not until July 1977 did the 
Government concede that pension scheme improvements 
should not count against pay increases. 

Member participation in scheme management 

There was a considerable furore following the 
Government's publication in June 1976 of a White Paper 
concerning the role of members in the running of pension 
schemes. The major point at issue was whether, as the 
Government contended, 50  per cent of the membership 
of a committee of management and the trustee body of a 
scheme should be drawn from the trade unions with 
members in the scheme. It was pointed out that, national- 
ly, only one half of the labour force are trade unionists 
and that non-members and pensioners would be left 
without representation if the Government proposals were 
enacted. The Government appears to have remained 
unimpressed by the arguments but does not at the time 
of writing possess sufficient power to enact such legis- 
lation in the face of parliamentary opposition. 

During the year a group was established by the 
pension interests and the Confederation of British In- 
dustries to consider a guide which the Confederation 
had prepared on participation in pension scheme manage- 
ment. There is general agreement even by the Confedera- 
tion that such member participation is to be encouraged 
and that there is a need for training member trustees. 
Member participation will affect the way in which con- 
sulting actuaries' advice is presented to clients and there 
is scope for consulting actuaries to be involved in the 
training of trustees. 

Payroll tax 

As a fiscal measure, the Government raised the 
percentage of earnings payable by employers as a National 
Insurance contribution by 2 per cent of the earnings on 
which National Insurance contributions are based. This 
additional contribution is in no way designed to meet 
National Insurance liabilities but is effectively a payroll 
tax. 

Post retirement inflation proofing of pensions 

There has been considerable press correspondence 
on the subject of post-retirement inflation-proofing of 
Civil Service and public service pensions. After some 
vacillation, the Government decided that it could not 
repeal the Pensions Increase Act which provides for such 
inflation-proofing in the schemes for which it is respon- 
sible. There is now, as might be expected, pressure for 
such inflation-proofing of occupational scheme pensions 
in general. There has been found scope for differences of 
opinion on the extent to which such undertakings should 
be given and the circumstances in' which advance financial 
provision should be made and its extent. 



There has been further extensive press correspon- 
dence on the desirability or otherwise of funding pension 
scheme obligations in general. It is perhaps natural that 
with presssure upon company finances, the aguments of 
those who call for reduced funding of pension fund obli- 
gations should be beguiling. There is nevertheless a well- 
established view that on grounds of benefit security and 
sound company finance, pension obligations should be 
funded notwithstanding the difficulties which may be 
experienced, more particularly for those very funds whose 
basis of funding may have been exiguous in the past. Such 
difficulties have been accentuated by the further diffi- 
culty of obtaining a rate of return on investments which is 
sufficient to compensate for the decline in the value of 
money. 

Investment performance 
It has not yet been found possible to consolidate the 

investment performance measurement activities of the 
consulting actuarial firms. Commercial organisations also 
offer services in this area with varying degrees of expertise. 

Sex equality in pension schemes 
In response to a second consultative document 

issued by the Department of Health & Social Security 
(March 1977) on the subject of Equal Treatment for Men 
and Women in Occupational Pensions Schemes, the 
Association submitted its comments in June 1977. These 
may be briefly summarised as follows: 

Regret that most of the comments on the fust con- 
sultative document (August 1976) which were made 
by the Association and other informed bodies had 
been ignored in drawing up the second consultative 
document. 

That it was impracticable to achieve precisely equal 
treatment in other respects for so long as there were 
different State pension ages for men and women. 

That further legislation affecting pension schemes 
would be counter productive; it tended to dis- 
criminate against employers who had pension 
schemes. 

Legislation on pensions - however inappropriate - 
should not be enacted without a consensus view of 
its desirability by all political parties. It should take 
effect only after a sufficient interval t o  enable the 
affected parties to cope with the additional burdens. 

The least harmful legislation would be a general 
prohibition on discrimination in general terms with 
power to the Occupational Pensions Board to  
sanction it where it could be justified in specified 
circumstances. 

Accountants, Actuaries and pension outlays 

During the summer of 1977 the Govemment issued a 
Green Paper, that is one which is designed to give an 
opportunity for public discussion of issues upon which 
the Government has not made up his mind, dealing with 
the future of company accounts. One of the topics was 
the treatment of pension liabilities in company accounts. 
This is a matter which has been deliberated by the ac- 
countancy profession for some years with assistance from 
actuaries whenever the opportunity has arisen. The 
Association of Consulting Actuaries took the view that i t  

would be proper for representations in response to the 
Govemment's Green Paper to  be made by the Institute of 
Actuaries and the Faculty of Actuaries in Scotland on 
behalf of the profession rather than that the Association 
itself should give evidence. The Institute of Actuaries 
suggested to the principal accountancy body in the 
United Kingdom that it would be desirable if representa- 
tions could be made jointly. This approach has now 
been agreed. 

There is a strongly held view amongst consulting 
actuaries that the determination of the extent of un- 
covered pension fund liabilities is solely a matter for the 
actuary and that subject to that, he should co-operate 
with the accountant in establishing the extent to which 
pension fund outlays and provisions which are reported in 
the most recent of a series of accounts enable it when 
taken with its predecessors to show a true and fair view of 
the state of affairs of the company. That is to say, that 
there should be disclosure of any foreseeable likely 
discontinuity in pension fund outlays from year to year, 
but the determination of the alternative possible levels of 
outlay and their likely consequences is a matter for the 
actuary. That general view is shared by many accountants. 

Pensions Management Institute 
During the summer of 1976, the Pensions Manage- 

ment Institute was launched. This is an examining organi- 
sation established with a view to providing professional 
status for pension fund managers. Sponsorship and 
financial support was provided by the Association of 
Consulting Actuaries together with the bodies repre- 
sentative of pension funds, life offices, and pension 
consultants. The number of membership applications 
exceeded expectations and this organisation is now 
successfully established. 

Membership of the Occupational Pensions Board 

The Occupational Pensions Board which was esta- 
blished in 1973, for the first few years had 12 members of 
whom 6 were members of the actuarial professional with 
fust hand knowledge of pension fund matters. The 
Deputy Chairman was (and is) a consulting actuary. The 
Government decided in 1977 that one third of an enlarged 
membership should overtly represent employers' organi- 
sations and another one third should represent trade 
unions. Disquiet has been expressed that the effect of the 
changes will be to modify the role of independent experts 
on the Board and to cause a possible confrontation 
between the partisan interests of the other members. An 
indication of the dangers is provided by draft statutory 
regulations which would purport to give the Occupational 
Pensions Board the power to direct that any material 
change in the provisions of a pension scheme should form 
the subject of statutory consultation between trade 
unions and the management of the company sponsoring 
the scheme. There does not appear to be any power under 
the principal enactment for such a regulation to be 
adopted and representations to this effect have been made 
to the authorities. 

Institutional investment 

Early in 1977 a Commission was established under 
the Chairmanship of Sir Harold Wilson, the fomer Prime 
Minister, to review the functioning of financial institu- 
tions. The establishment of this Commission is generally 



believed to  have been inspired by a feeling that institu- 
tional investors are failing to make available the capital 
which industry needs. The Association of Consulting 
Actuaries submitted evidence, of which the general tenor 
was that there would be less difficulty in the provision of 
capital by pension fund trustees if they thought the 
permitted rewards of such investment were commensurate 
with the risks being undertaken. Trustees have neverthe- 
less felt able to invest large sums in ordinary shares, more 
particularly those of the larger companies, without 
betraying their trust to safeguard the assets and maximise 
the yield for the benefit of the trust participants; it has 
been less easy to do so in the case of smaller companies 
especially those with no proven record of success. Pre- 
liminary reports from the Commission indicate that it is 
not so much an inability of the institutions to provide 
capital, as an unwillingness of industry to ask for it, which 
is responsible for the lack of growth of capital investment 
in industry. 

UK actuaries and enrollment under ERISA 
Members of the Association of Consulting Actuaries 

are concerned that, with very few exceptions, U.K. 
actuaries who have applied have been denied enrollment 
under the United Stated Employee Retirement Income 
Security Act, on the grounds of their actuarial experience 
being such as not to "assure competence in performing 
the actuarial services required of actuaries by ERISA". 
Since ERISA was as new a piece of legislation to U.S. 
actuaries as it was to U.K. actuaries, there appears to be 
no justification for differentiating between them in 
relation to actuarial experience. When the legislation was 
enacted, no actuary had actuarial experience within the 
terms of ERISA, yet whilst U.K. actuaries with many 
years of pensions actuarial experience have been denied 
enrollment, many U.S. actuaries with far less experience 
and also faced for the first time with the new legislation 
were granted enrolled status. 

Regulation of life assurance liability valuation 
For those members of the Association engaged on 

insurance matters, 1977 failed to see the promulgation of 
the expected new regulations for valuing liabilities of life 
assurance companies, although regulations for the valua- 
tion and admissibility of assets are already in effect. 
The view is taken that the expected regulations are 
illconceived in that they attempt to achieve three objec- 
tives to satisfy which could well require completely 
different methods of operation: 
(1) a test of the continued ability of an office to meet 

its contractual liabilities over the years in the future, 

(2) to ensure that the office is conducted on such lines 
that it could meet all its obligations if no new 
policies were issued after the valuation date and 
inflation continued, 

(3) to facilitiate future conformity to EEC regulations. 
The prolonged absence of the expected regulations 

which are expected to require a more stringent basis of 
valuation than some companies might otherwise have 
adopted, is placing the Appointed Actuaries of such 
companies in a difficult situation. There are fears that 
U.K. politicians and civil servants will have more regard 
to conformity with EEC regulations than the future 
growth of life assurance companies and the prosperity of 
their policyholders. It is anticipated that their actions 
would lead to greater investment in fixed interest securi- 

ties and a diminution in the volume of genuine with-profit 
business, a procedure contrary to the interests of the life 
assurance industry and its policyholders. 

Standards for U.K. actuaries advising life offices 
overseas 

Attention was drawn in the previous National 
Report to the guide issued to Appointed Actuaries in the 
United Kingdom by the Institute of Actuaries and the 
Faculty of Actuaries Joint Committee on Financial 
Standards. Since then, the principal professional bodies 
have decreed that the principles applying to the Appointed 
Actuary of a life assurance company - a U.K. statutory 
position - should be applied in analagous situations 
overseas. 

Policyholders Protection Act 
The previous National Report drew attention to the 

provisions of the Policyholders Protection Act. Since 
then, the responsibility of an independent actuary to 
determine whether or not the benefits offered to the 
public by a failed insurer were "excessive" has caused 
concern. The meaning of the word "excessive" is unclear 
and the criteria by reference to which an actuary should 
form a conclusion whether or not benefits were "ex- 
cessive" have not yet been established. 

Registration of insurance brokers 
The Insurance Brokers (Registration) Act 1977 has 

established a body called the Insurance Brokers Registra- 
tion Council, with a view to registering, training and 
supervising the conduct of insurance brokers. It was 
feared at  first that this enactment might circumscribe the 
activities of consulting actuaries in engaging the services 
of insurance companies on behalf of their clients. Such 
fears have proved groundless as the Act does not prohibit 
non-registered practitioners from acting. It would clearly 
be inappropriate if professional practitioners such as 
consulting actuaries were to be made subject to control 
by such a body as the Insurance Brokers Registration 
Council. 

Code of Professional Conduct 
The efforts of commercial companies to secure 

public recognition for themselves as professional firms 
have continued. The line taken by the Institute of 
Actuaries is that an employed member of the Institute 
may advise his employer on the affairs of his employer's 
customer in the expectation that his advice will be made 
available to the company's customer. There is clearly a 
view amongst employed actuaries that they should be 
regarded as if they were advising their employer's customer 
directly just as if they were acting directly in a fiduciary 
and confidential relationship with a principal without the 
interposition of a third party between them. As the 
professional advisers constituting the membership of the 
Association of Consulting Actuaries are subject to certain 
constraints laid upon them by the Institute's Code of 
Conduct to which commercial employers of actuaries are 
not subject, it is regarded as fundamental that the dis- 
tinction between those who give advice directly and those 
who give it indirectly should be preserved. There is no 
suggestion that employed actuaries are necessarily techni- 
cally less competent than members of the Association, 
simply that they are not in the same position vis-i-vis 
the consumer. 
February 1978 


