
THE UNITED STATES OF AMERICA 

PROFESSIONAL DEVELOPMENTS 

The number of fully qualified actuaries in the 
United States has continued to increase. Membership 
in the Society of Actuaries increased from 5,400 at the 
end of 1975 to  6,100 at the end of 1977. In addition, 
the Casualty Actuarial Society has over 700 members 
and the Conference of Actuaries in Public Practice over 
600. The American Academy of Actuaries liberalized 
its requirements for admission to permit Enrolled 
Actuaries (actuaries enrolled by governmental agency 
to certify valuation results under ERISA) with no other 
qualifications to be admitted as "Affiliates". At the 
end of 1977, there were 3,500 members and 600 
affiliates in the Academy. 

In March, 1978, the Joint Board for the Enroll- 
ment of Actuaries (the official U.S. agency authorized. 
to enroll actuaries) announced final regulations regarding 
the disciplining and the expulsion of members. Essentially, 
the new rules permit the Joint Board to  disenroll or 
suspend membership, if an actuary fails to  discharge 
his duties under ERISA, files false financial statements, 
knowingly makes false representations, willfully violates 
IRS regulations, or has engaged in contemptuous conduct. 

Current discussions are being held among the various 
actuarial organizations regarding the possibility of re- 
organizing the profession within the United States along 
the lines of a national body comparable to  the Canadian 
Institute of Actuaries to handle relations with the 
government, accountants and other groups and an 
international body such as the Society of Actuaries as 
a professional organization to encourage research, 
education and the like. The discussions to this date 
include the Academy, Casualty Society, Conference 
of Actuaries in Public Practice, Fraternal Actuaries 
Association and Society of Actuaries. The American 
Society of Pension Actuaries, a growing and substantial 
organization of insurance salesmen specializing in pension 
products, may or may not be included in any such a 
reorganization, but they have been recognized by the 
Joint Board and have representatives on the various 
advisory bodies. 

GROUP LIFE AND HEALTH INSURANCE 
The Employee Retirement Income Security Act of 

1974 (ERISA) set certain requirements for health and 
welfare plans; namely, the establishment of the trust, 
the setting out of plan provisions in a written document, 
and fiduciary responsibilities regarding the assets. ERISA 
by its terms preempts state law and as a result, some 
organizations have tried to avoid the state regulation 
of life and health insurance by setting up trust funds 
and operating under the ERISA framework. This matter 
is being discussed at the Federal level and undoubtedly 
will be cured by regulation or legislation. 

In the past, group insurance programs have operated 
on either a contributory or non-contributory basis. 
Where employee contributions exceeded total premiums 
net of experience refunds on accumulated-todate basis, 
it has been customary for the insurance carrier to retain 
the excess contributions as a credit to be applied to future 

experience deficiencies. Under ERISA, this may not 
be possible and there have been some instances where 
major employers have decided to  return the excess of 
employee contributions over the claim cost in cash to 
the contributing employees and exemployees in pro- 
portion to the amounts contributed by them. Further, 
the use of such group life insurance surplus to offset 
medical insurance deficits may be a problem in the 
future. 

The Administration has proposed t o  Congress a 
general cut in personal and corporate income tax rates 
to  offset the effect of inflation and has included in 
the package several reforms having a bearing on group 
life and health insurance. The Administration has 
proposed that a l l  employer payments to  survivors of 
deceased employees should be taxed as income to the 
survivors. At present, the first $5,000 of such payments 
is tax exempt. The Administration has proposed that 
health and welfare plans should be qualified by IRS as 
not discriminating in favor of highly compensated 
employees, officers or stockholder employees. Under 
this proposal, plans would be required to  demonstrate 
that economic benefits granted to the lowest paid are 
comparable to  those granted to the prohibited group. 
In the event a plan is disqualified, highly compensated 
employees, officers, and stockholder employees would 
be subject to income tax on the amount of employer 
premium under the Plan. 

CASUALTY INSURANCE 
The Bureau of Health Insurance of the Department 

of Health, Education and Welfare has issued a revision 
to  the Medical Provider Reimbursement Manual permitting 
hospitals which choose to self-insure professional liability 
insurance to include this as a reimbursable expense 
under Medicare if an independent actuary provides an 
annual certification of the self-insurance fund. This 
has led to  considerable activity among actuaries con- 
sulting on casualty insurance in the setting up of self- 
insured arrangements. 

IRS has recently issued a rule limiting, in some 
circumstances, the amount of deduction a company 
can take on insurance premiums paid to a captive 
insurance company. Hereafter, the deduction may be 
limited to that portion of the premium not retained 
by the captive and to the actual losses paid by the 
captive. It is expected that there will be some trading 
of casualty insurance where one major company insures 
its casualty business with the captive of another in ex- 
change for that company's casualty business being placed 
with its own captive company. 

In addition to  a moderate trend toward self-insurance 
in Workers' Compensation, the trend toward larger 
benefits continues. Indeed, despite inflation, maximum 
benefits today are probably at more realistic levels than 
they have been in many years. Finally, there is a proposal 
being considered that would require casualty insurance 
companies to have their statements valued and attested 
to  by casualty actuaries and if this should come to  pass, 
there will be a considerable demand for casualty actuaries 
in the consulting field. 



PRIVATE PENSION PLANS 
Regulations under ERISA are now about two-thuds 

completed. Extremely lengthy and complex regulations 
have been developed for determining credited service 
under pension plans for the purposes of eligibility, vesting, 
and benefit accrual. Rather extensive regulations have 
been completed on the preparation of Summary Plan 
Descriptions for employees, annual reports to  the Depart- 
ment of Labor and IRS, employeis' securities and real 
estate held by a pension fund, the exemption of 
insurance agents and brokers, some fiduciary responsi- 
bilities, joint and survivor options and minimum 
participation standards. In addition, the Cost Accounting 
Standards Board has issued regulations for the adjust- 
ment and allocation of pension cost under cost plus 
government contracts. The PBGC, the government agency 
which insures covered employees against loss of benefit 
on termination of private retirement plans, has increased 
its insurance premium for $1 per covered participant 
per year to $2.60 and the contingent employer liability 
insurance program, which would have been in effect 
September, 1977, has been deferred indefinitely for 
further study along with the multi-employer plan ter- 
mination insurance. 

RELATIONSHIP WITH THE ACCOUNTING 
PROFESSION 

For the past several years, the relationship between 
the accounting and actuarial professions in the United 
States has been somewhat less than ideal. To begin 
with, there are some natural areas of conflict arising 
out of the responsibilities of the two professsions and 
the problems are complicated by the fact that three 
of the "Big Eight" accounting firms in the United States 
have established actuarial departments or working 
relationships with a selected firm which puts them 
squarely in the actuarial business. Close relationships 
develop between accounting firms and their clients, and 
serious competitive problems can be created for the 
independent actuarial firms whose clients use accounting 
firms who have their own "actuarial department". 

There are a number of areas of professsional dis- 
agreement due to  the overlapping of the responsibilities 
of the two professions. In an attempt to  avoid open 
confrontation on some of these issues, the American 
Academy of Actuaries and the American Institute of 
CPA's established a liaison committee to meet two or 
three times a year with the objective of arbitrating problem 
areas between the two professions, and to advise each 
other candidly of any activities which might impinge 
upon the those of the other. This liaison committee at 
least has permitted a fairly open line of communication 
between the two professions - although in some situations 
the end result is an agreement to disagree. 

For many years the reserves for the larger insurance 
companies have been calculated by a staff actuary and 
for the small companies, who have no staff actuary, 
by a consulting actuary. Many of the states now require 
that the reserves be determined by a qualified actuary, 
accompanied by an opinion signed by such a qualified 
actuary. Until the advent of generally accepted accounting 
principles (GAAP) for life companies a few years ago, 
there was no requirement for audits of publicly-held 

companies. Now stock life insurance companies are 
generally required to f i e  a GAAP statement with the 
SEC and this has brought the accountants squarely 
into the middle of the picture. 

In the United States, the SEC has insisted that 
any financial statement of a publicly held corporation 
must be audited by an independent party. Since the 
reserves for most large life insurance companies are 
calculated by staff actuaries, the SEC simply will not 
accept the opinion of the staff actuary as to the validity 
of the reserves, but rather insists that some outside party 
give such an opinion. Since the larger insurance companies 
resisted the idea of having to hire a consulting actuary 
to come in and review their reserves, the opinions on the 
GAAP statements for a life company in total fell to the 
accounting profession. Therefore, the accountants now 
take overall responsibility for the entire GAAP statement 
of a life company, including the actuarial reserves. 

In practice, these auditing firms either rely on their 
own staff actuaries - for those firms that have them - or 
often will call in consulting actuaries if the reserves for 
the company have been calculated by a staff actuary. 
For small insurance companies, if the reserves have been 
calculated by an actuary who was independent of the 
insurance company, then the accounting firm will 
usually accept the actuary's certification if they are 
satisfied with the apparent qualifications of the indepen- 
dent actuary. In any case, this has put the actuary in a 
position of being somewhat subservient to the accoun- 
tant who is looking over his shoulder and has a chance 
to second-guess him. This procedure has worked fairly 
smoothly, except where the auditing firm has its own 
staff actuaries and uses its leverage with the company 
to try to replace the consulting actuary with the auditing 
firm's own staff actuary. This gives rise to questions 
as to whether the review of reserves by such an 
accounting firm can be truly deemed "independent", 
and there is a very lively discussion of this matter 
currently underway in the United States before both 
the SEC and Congress. 

In the pension area, prior to ERISA, Opinion No. 8 
of the Accounting Principles Board set forth the basis 
for the determination of pension costs being charged to 
a company's books. This required that the auditor review 
the actuarial determinations in sufficient detail so that 
he could give his approval to include certain actuarial 
figures in the financial statements. Most accounting 
firms have limited this to  a rather cursory overview of 
the actuarial assumptions and have relied heavily upon 
the qualifications of the actuary involved. Even though 
the accountant still has the responsibility for reviewing 
the work of the actuary, the procedure has worked 
fairly smoothly in most situation. 

ERISA established two important functions for 
the auditors with respect to pension plans: 

(a) Every financial statement of a benefit fund must 
be audited. 

(b) Every annual financial report is required to be 
prepared with an opinion by a qualified account- 
ant. 

With respect to the f i s t  point, there is a considerable 
difference of opinion even within the accounting pro- 
fession as to  what the audit of the fiancial  records of 



a pension plan should entail. Some fums insist that 
this must include a thorough review of the actuarial 
assumptions and methods as well as pure financial 
entries. The confusion was not helped when the Labor 
Department issued regulations in interpretation of a 
section of ERISA stating that, to the extent the financial 
statement of the plan is already subject to an audit by 
a state or federal agency, then there is no need to get a 
separate audit opinion. This eliminates the need for 
audit where the assets are held by a corporate trustee 
or insurance company and takes care of most of the 
pension plans in the United States. Thus by this regulation, 
the accounting profession was almost wiped-out of 
its basic audit responsibilities in respect to ERISA. 
This has led the accountants to wonder what they are 
supposed to audit and perhaps it even strengthens their 
argument that they should be auditing the actuarial 
work since they must audit something. The result of 
all this is that the actuarial firms have been plagued 
with increasing demands for great quantities of employee 
data, detailed descriptions of the actuarial assumptions 
and their justification, along with that of the actuarial 
methods being used. Many actuaries feel that this is an 
unwarranted intrusion into their responsibility under 
ERISA, which requires the actuary to give his opinion 
on the actuarial assumptions and methods. 

Another ERISA requirement relates to the pre- 
paration of a financial statement which, as part of the 
annual report, goes to the plan participants. ERISA 
sets forth the specific items of information to be included 
in this financial statement, all of which are pure asset 
items. However, ERISA also states that such financial 
statements should be prepared in accordance with generally 
accepted accounting principles. This latter provision 
has now led to another conflict over the responsibilities 
of the two professions. The Financial Accounting 
Standards Board (FASB), a semi-autonomous creation 
of the accounting profession, has responsibility for 
establishing accounting principles in the United States. 
Despite a great deal of evidence that Congress never 
intended that the financial statement should include 
actuarial values, the FASB has tentatively concluded that 
the financial statement must also include a presentation 
of some type of actuarial liabilities in order to be com- 
plete. In an exposure draft released last spring, FASB 
proposed to include a value of "accumulated benefits" 
which would be based on actuarial assumptions pre- 
scribed by the Pension Benefit Guaranty Corporation 
for terminated plans. While FASB intended this to 
represent the accrued obligation for a plan on the basis 
of going plan assumptions, the proposed assumptions 
clearly relate to a plan termination situation. 

Both plan sponsors and the actuarial profession 
have objected strongly to many aspects of the FASB 
proposal and the result is that the proposed implemen- 
tation date of December, 1977, has been postponed. 
However, the FASB is under increasing pressure to 
finalize a statement on the accounting principles to be 
used to prepare financial statements for defined benefit 
pension plans and is even now moving ahead with all 
due speed in an attempt to complete it. 

The Academy of Actuaries has taken two fundamental 
positions; namely, (1) annual financial statements should 
not include the actuarial liabilities since this was clearly 
not intended by Congress, and (2) the responsibility 

for the determination of actuarial values lies with the 
actuary and the actuarial basis should not be prescribed 
by an accounting body. While it is still to early to predict 
exactly what will come out of all this, it is likely that 
financial statements prepared pursuant t o  ERISA will 
be required to have some type of statement of actuarial 
liability included. On the other hand, there is some 
hope that the determination of such actuarial value 
will lie in the hands of the actuary and not be based 
upon conditions and assumptions set by the accounting 
profession. 

There is one key element in the relationship between 
accountants and actuaries in the United States which 
may be different than that which exists in other countries. 
The SEC and the investing public insist upon "clean 
opinions" on financial statements and are highly sus- 
picious of any qualification or reliance on other parties 
expressed in the auditors' opinion. Anytime an auditor 
must express reliance on another party or expert in his 
opinion paragraph, it becomes a "qualified opinion". 
While the auditor is allowed to rely upon experts in 
areas such as actuarial matters, appraisals of oil reserves, 
etc., he must form his own conclusions as to the validity 
of the results presented by the expert and form his 
own judgment on those results. This means that the 
accountant to protect himself must dig fairly deeply 
into matters which are prepared by other experts. One 
key to eliminating some of these areas of conflict 
between accountants and actuaries would be a relaxation 
of this rule to allow accountants to rely upon experts 
and so state their reliance without reducing the credibility 
of the opinion. Efforts are now being made along these 
lines. 

SOCIAL SECURITY 
The Social Security Amendments of 1977 went 

a long way toward solving the system's projected financial 
deficits, but in the process may have made unintended 
changes in the balance between public and private pensions 
in the United States. 

The Social Security system is on a pay-as-yougo 
basis with small trust funds that act as buffers between 
current income and disbursements. There is one fund 
for each of the four major programs - Old-Age and 
Survivors Insurance, Disability Insurance, Hospital 
Insurance and Supplementary Medical Insurance. The 
first three of these are compulsory programs supported 
by equal taxes on employees and employers and by 
interest earnings on the trust funds. The fourth program 
is voluntary and at the present time is supported 30% by 
premiums and 70% by general revenues. 

Based upon the economic and demographic con- 
ditions prevailing in the mid-1970's, the system before 
the 1977 amendments was projected to be in deficit 
in both the short run and the long run. In fact, all of 
the trust funds were expected to  be exhausted by the 
mid-1980's. The short-run problem can be traced to the 
simultaneous existence of high rates of inflation and 
unemployment, coupled with higher than anticipated 
expenditures for disability insurance and rapidly increasing 
hospital costs. The long-run problem is the result of 
the over-indexing built into the benefit formula in 1972 
and of the aging of the population brought about 
by the abnormally high birth rate following World War I1 
and the abnormally low birth rate in the mid-1970's. 



The 1977 amendments made three changes that 
significantly reduced both the short-run and long-run 
deficits. The first change involved a revision in the benefit 
formula. The automatic adjustment process that was 
adopted in 1972 used a single table of Primary Insurance 
Amounts for both active and retired participants. An 
individual's benefit was determined from the table based 
upon his or her Average Monthly Wage and both the 
benefit and the table were increased periodically for 
increases in the cost of living. This method would have 
produced stable replacement ratios (i.e., benefit as a 
percent of final pay) if the rate of increase in the cost 
of living was roughly half of the rate of increase in 
average taxable wages, but instead produced increases in 
replacement ratios under the conditions that actually 
occurred after 1972. The replacement ratios projected 
under the most likely economic assumptions increase 
from 46%in 1977 to 70% in 2050 for workers with median 
earnings, from 58% to 106% for workers with low 
earnings and from 33% to 48% for workerswith maximum 
earnings. 

The 1977 amendments "decoupled" benefits for 
active and retired workers. The benefits for retired 
workers will continue to be increased periodically for 
increases in the cost of living. Benefits for active 
workers, however, will be determined by an independent 
formula applied to average indexed monthly earnings, 
which are actual earnings for any given year increased 
in proportion to the increase in average taxable earnings 
for all covered workers. The benefit formula will be 
kept current by indexing the breakpoints, but other- 
wise will not be adjusted for changes in the cost of 
living. The new method of calculating benefits is expected 
ultimately to produce replacement ratios of 54%, 42% 
and 28% for workers with low, median and maximum 
earnings, respectively. 

The second change in Social Security related to the 
wage base used for contributions and benefits. Since 
1972, the wage base has been increased automatically 
for increases in the cost of living. The 1977 amendments 
substituted ad hoc increases for the automatic increases 
for 1979 through 1981. The effect of the change is to 
increase the percentage of earnings subject to tax from 
85% to 91% of total payroll in covered employment. 

The third change was an increase in the rate at 
which the Social Security tax is levied. The tax rate 
under the law before the 1977 amendments was scheduled 
to increase to 6.05% in 1978, 6.30% in 1981, 6.45% in 
1986 and 7.45% in 2011. Under the amendments, the 
tax rate is increased to 6.13% in 1979 and in five steps 
thereafter to 7.65% in 1990. The amendments also 
provided for a return to the former practice of taxing 
self-employed individuals at one-andane-half times 
the employeeemployer rate and reallocating the taxes 
between the OASI, DI and HI programs. 

While the overall effect of the amendments was 
to reduce benefits and increase taxes, there were three 
areas in which benefits were improved. First, the amend- 
ments provide that remarriage of widows and widowers 
age 60 and over will not reduce benefits, and the marriage 
requirement for the divorced spouse's benefit was reduced 
from 20 to 10 years. Second, the increase in benefits 
allowed for delaying retirement beyond age 65 was in- 
creased from 1% to 3% per year up to age 70. Third, the 
amount that a retired person can earn without having his 
or her benefits reduced was increased in steps from 
$4,000 in 1978 to $6,000 in 1982 and the age at which 
earnings are ignored was reduced from 72 to 70 beginning 
in 1982. In the future, the test will apply annually, except 
in the year of retirement. Before the amendments, the 
retirement test was indexed from $3,000 in 1976. The 
test was applied both on an annual and a monthly basis, 
so that an individual could earn more than the exempt 
amount without losing benefits, if all of the income 
was earned in a few months of the year. 

During the deliberations that led to the 1977 
amendments, two issues received particular attention. 
The fust related to the method of financing Social 
Security. In choosing to increase both the tax rate and the 
wage base, Congress specifically rejected funding any 
part of OASDI from general revenues. While the changes 
resulted in a rough balance of revenues and expenditures 
for the remainder of this century, they do leave the 
system with a long-run deficit of 1.45% of taxable 
earnings, most of it in the HI program. Further, the 
effect of the changes is to increase sharply the tax burden 
of middle and upper income people, self-employed 
individuals and two-income families and some feel it 
will place a substantial fiscal drag on the economy. Thus, 
whether future increases will be allowed to take effect 
as scheduled, or whether some element of general revenue 
financing will be introduced, remains to be seen. 

The second issue that Congress discussed, but did 
not resolve in adopting the 1977 amendments, was the 
question of universal coverage and the proper integration 
of Social Security with other public and private pensions. 
The amendments provide for a comprehensive study of 
making Social Security mandatory for all employees of 
Federal. state and local governments and non-profit 
organizations not currently covered by the system. 
Beginning in 1983, Social Security dependents benefits 
payable to a spouse or surviving spouse will be reduced 
by any public retirement benefit resulting from the spouse's 
employment. The President is authorized to enter into 
bilateral agreements providing for limited coordination 
of the U.S. Social Security system with systems of other 
interesting countries. Finally, as a part of his tax reform 
package, President Carter has proposed sweeping changes 
in the rules under which private pensions are integrated 
with Social Security. Thus, it seems likely that the issue 
of coordination of benefits will receive increasing attention 
in the years ahead. 


