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Introduction: 

Comprehensive legislation has been introduced recently 

covering pension plans including a Statutory Minimum 

Funding Standard. 

Actuaries . have played a significant role in the 

development of the legislation and the Society of 

Actuaries in Ireland has a nominee on the newly 

established Statutory Pensions Board. 

The purpose of this Paper is to give some background to 

the matters which were considered in the drafting of the 

Funding Standard, to set out some of the professional 

issues which we have had to consider as a result of the 

legislation and to give some views on its likely impact 

on future consulting issues and on the development of 

our profession in Ireland. 

Background: 

Pension Plans in Ireland have developed broadly along 

the same lines as in the UK with the important 

exception that we missed out (thankfully) on the 

numerous legislative changes in the UK in the 70's and 

80's affecting pension schemes. 



Pension plans are still principally of the defined 

benefit kind with pensions linked to final pensionable 

salary. The majority are funded with benefits held in 

trust to pay future benefits. 

Larger pension plans have assets in segregated 
portFolios and are usually funded on the basis of 

actuarial advice. We do, however, have a high 

percentage of small companies, many of which make 

pension provision for their employees through the medium 

of pension schemes operated by an insurance company. A 

significant number of these schemes are not subject to 

actuarial advice and make no allowance for future salary 

increases. 

There has been little or no State intervention in 

pension matters. Existing legislation was principally 

limited to setting down maximum limits for approvable 

benefits. The State provides basic scheme benefits at a 

subsistence level and there is no pay related pension 

scheme. 

New legislation: 

Given the long absence of legislation in the pensions 

area it was probably not surprising that when 

legislation finally came, it had to be very 

comprehensive to deal with a number of matters where 

attention was long overdue. The matters covered by the 

new legislation, Pensions Act 1990, are as follows:- 

- The establishment of a Statutory Pensions Board. 



The compulsory preservation and transferability of 

pension entitlements of members of occupational 

pension schemes who change employment. 

Revaluation of preserved benefits arising from 

defined benefit schemes. 

Minimum Funding Standard for defined benefit 

schemes. 

Disclosure of information to scheme members. 

The clarification of pension scheme trustee duties 

and responsibilities. 

The implementation of the principle of equal 

treatment of men and women in occupational pension 

schemes (scheduled for implementation on 1st 

January 1993). 

Prior to the enactment of this legislation, an initial 

Board prepared a number of major reports and the 

legislation incorporates most of the Board's 

recommendations. This Board included representatives 

from Trade Unions, Employer Organisations, the self- 
employed, representatives from the professions including 

the Society of Actuaries in Ireland and representatives 

from key Government Departments were also involved. 

The Statutory Pensions Board is also organised broadly 

along the same lines. 



Funding Standard issues: 

Whilst there was no evidence to suggest that members' 

pension rights were at risk in a significant number of 

schemes, some cases did arise in recent years where on 

wind-up, members' rights had not been protected. 

Inevitably, these cases received wide publicity in the 

media and increased the demand from Trade Unions and 

others for legislation to protect members' pension 

rights. 

In the circumstances it was an issue which was very 

carefully considered by the Board and it may be of 

interest to give some background to their consideration 

of this matter including whether the Funding Standard 

should be on a compulsory or voluntary basis. 

The principal arguments for a Statutory Minimum Funding 

Standard were that it would enhance the security of the 

promises made, notably in the event of discontinuance 

and would reassure members that their pensions were at 

least adequately funded to a specified minimum level. 

It should control employers from making unreasonable 

promises which they were unlikely to be able to fund to 

the required standard. It should also curtail 

discretionary action of trustees and employers where 

such action might jeopardise the security of the members 
and also ensure that the recommendations of the Actuary 

when the fund has fallen below the Minimum Standard, 

would be implemented. 

The arguments against the imposition of a Statutory 

Minimum Funding Standard were that it would be counter- 



productive and result in the wind-up of a number of 

existing pension funds or, at least, the re-structuring 

from defined benefit to defined contribution. I t  might 

also discourage employers from setting up new schemes or 

improving existing schemes ('employers in Ireland are not 

legally obliged to operate pension schemes). There were 

concerns that the policing of the Funding Standard would 

add to bureaucracy with inevitable cost additions and it 

would create special problems for small insured plans. 

The next issue which was considered was the scope of the 

Funding Standard. For example, should the Standard 

apply to rights already accrued or to future service 

only. Who should pay the additional costs involved - 
employer or member or both? What time scale should be 

allowed during which to conform to the Minimum 

Standard? 

A key consideration was whether the Standard should be 

compulsory or voluntary. Would a voluntary recommended 

Minimum Funding Standard operate in practice? Would it 

help if a voluntary scheme was supported by the 

compulsory disclosure to scheme members of the level of 

funding relative to this voluntary Standard? 

There ,was general agreement on the Board that the 

introduction of a voluntary code would add little to the 

present security of pension rights. In particular, it 

was felt that in those cases where a Minimum Funding 

Standard is most needed that a voluntary code would most 

likely be ignored. 

Disclosure would obviously be a key component of any 



Standard but would it be enough on its own? Whilst it 

would allow scheme members or their representatives to 

monitor the solvency of their own pensions schemes, it 

was felt that it would be too dependent on the 

negotiating power of the members and particularly in 

employments where staff were not organised it would be 

ineffective. (This is likely to apply in small 

companies.) 

Statutory K3 Punding Standard - S- of T-: 

The Actuary will be required to certify, approximately 

at 3 year intervals, the solvency position of defined 

benefit schemes. 

The initial Certificate must certify that a scheme has 

sufficient resources to cover 100% of pensions in course 

of payment, benefits in respect of transfer payments 

received from another scheme and benefits accrued under 

the scheme rules in respect of service after 1.1.1991 

subject to a minimum of preservation rights contained in 

the Act (broadly based on service post-1.1.1991 as a 

proportion of total service times total expected 

pension) including revaluation. Revaluation is to be at 

the rate of increase in the consumer price index, 

maximum 4% p.a. 

After meeting the priorities listed above, and the 

estimated expenses of winding up the scheme, the 

Certificate will also have to state the percentage of 

cover given by the remaining resources for benefits 

accrued under the scheme rules prior to 1.1.1991 - there 



is no statutory revaluation required in respect of pre- 

1.1.1991 service. If this cover is less than 100% the 

Certificate must state the percentage cover available 

and this must be at least maintained during the next 10 

years, as a minimum, and 100% must be achieved at the 

end of this period and thereafter. 

A scheme which fails to comply with the Standard set out 

above must submit a funding proposal, certified by the 

Actuary, to rectify the position over the next 3 years 

and in the absence of this, the Board may require 

benefits for active members to be reduced and the 

members notified. 

The matter of self-investment was also considered and 

regulatiolis have been issued which requires the Actuary 

to exclude self-investment or concentration of 

investment to the extent of any amount in excess of 20% 

of total assets. Self-investment covers securities, 

land and property owned, occupied or used by the 

employer or affiliated employer. 

Detailed regulations dealing with Disclosure require 

that members have access, on request, to periodic 

actuarial reports issued from 1.1.1991. This is in 

addition to the Actuarial Funding Certificate which will 

be issued as part of an annual trustee report to each 

member. 

Requirements in respect of defined contribution schemes 

are less onerous and do not have any requirement in 

respect of Actuarial Certificate or periodic 

valuations. 



The majority of pension schemes will have sufficient 

resources to more than adequately meet the Funding 

Standard requirements and will also be able to fully 

cover pre-1.1.1991 accrued rights. There will, however, 

be exceptions to this including small schemes which have 

not been subject to actuarial supervision. Whilst the 

legislation allows 10 years to fully cover the pre- 

1.1.1991 accrued rights, the lower percentage cover will 

now have to be disclosed to members (probably for the 

first time) and this could prove a sensitive issue 

between employers and members, represented by their 

Trade Unions. 

Actuarial issues: 

Following the introduction of the legislation, the 

Society established a working group to examine the Act 

in detail and consider its implications for Actuaries. 

There were matters which would need clarification and it 

became clear that we would have to prepare Guidance 

Notes for our members. These will be the first Guidance 

Notes to be issued by the Society. Currently members 

have regard to the Institute and Faculty notes where 

these have application for Ireland. 

One of the first issues which we considered was the 

degree of professional judgement to be allowed to the 

Actuary in completing the Funding Certificate. 

Should we restrict the exercise of professional 

judgement and set out a closely prescribed basis? Would 

this not assist in achieving reasonable consistency 



between Actuaries. It is not inconceivable that an 

Actuary's Certificate will be subjected to a second 

actuarial opinion. The employer may not be satisfied 

with the solvency level disclosed if this is less than 

100%. The members, through their Trade Union 

representatives may seek a second actuarial opinion in 

certain circumstances. 

We would wish to avoid, if possible, public argument 

between Actuaries on the choice of a valuation basis for 

the completion of a routine Certificate. Even from our 

limited exposure to SSAP 24 (most Irish companies have 

derogation until 1993) various surveys have commented on 

the .wide range of bases used by Actuaries in the 

preparation of information for company accounts and this 

has ' not gone unnoticed by the users of accounts 

including the financial media. 

A prescribed basis might also be of help to those 

members with less experience. It was also appreciated 

that the Funding Certificate could come under 

considerable scrutiny when a scheme is wound-up. 

On the other hand, pension schemes have different 

features and there would be a need to retain flexibility 

to deal with differences, some of which we could not 

foresee but will arise in practice. It would be 

difficult to devise a prescribed basis to satisfactorily 

cover all possible situations. 

The exercise of professional judgement is an important 

part of the professional codes of the actuarial bodies 

of which we are all members, either the' Institute or 



Faculty of Actuaries. There would have to be strong 

reasons for diverging from this approach in preparing 

our own Guidance Notes. 

There was also some concern that if we were to limit the 

professional judgement of our members this might 

possibly create a precedent which would be used 

subsequently by legislators and others in future 

legislation/regulation. There was no enthusiasm amongst 

our members to be consigned to the role of "number- 

crunchers". 

The working group has not yet completed the Guidance 

Notes (December 1991). It is virtually certain that 

the Guidance Notes will allow a wide measure of 

professional judgement to be exercised by the Actuary. 

However, the Society has recognised that it has a major 

role in educating our members so that they are in a 

position to operate the new Standard to the highest 

professional standard. 

The working group has made a number of major submissions 

to the Board which will involve some changes in the 

legislation. Some of the submissions have already been 

accepted. The submissions were necessary to seek 

clarification, remove ambiguities and, in some cases, 

it was clear that the detail of the legislation did not 

adequately reflect its intention. The Board has also 

accepted the Society's draft for the Funding 

Certificate. 

One major submission involving a change in the Act, 

will, if accepted, result in the Act over-riding the 



requirement in some Scheme Rules to use insurance 

company non-profit deferred annuities to secure wind-up 

benefits. The cost of the guarantee in non-profit 

annuities reduces the underlying yields, there is no 

market in annuities linked to consumer price inflation 

etc. and there are therefore practical problems as 

certification is on the basis of a notional wind-up. 

Exposure Drafts have been delayed pending the outcome of 

our submission. 

The preparation of Guidance Notes has raised a number of 

practical. issues. Should they be mandatory, best 

practice or advisory? Does the constitution of the 

Society have adequate powers to issue these and for the 

subsequent supervision of our members? The Society's 

legal advisers are currently undertaking this review. 

It has also prompted us to review the existing notes 

prepared by the Institute/Faculty and whether our 

members need any clarification/confirmation of their 

application for Ireland. In recent years, the U.K. 

Guidance Notes seem, necessarily, to be aimed towards 

addressing their own legislation. 

These developments are therefore prompting some change 

in our relationship with the U.K. Institute and Faculty. 

However, as we are relatively small, with 120 resident 

actuaries in Ireland, it is unlikely in the foreseeable 

future that the Society would be capable of conducting 

our own professional examinations. 

We do not as yet have any system of continuing 

professional education. Increasing regulation and 

legislation which we must take into account in our 



professional work, reinforces the need to put such a 

system of education into place. 

Despite commercial pressures, the different consulting 

firms are co-operating with each other by sharing the 

burden of participating in the working groups, both in 

the Society and on the Board, and are prepared to 

exchange information on practical issues arising. We 

are co-operating on the education of our membership, 

both by way of Society meetings and newsletters. For a 

membership of a relitively small size, it is important 

that this co-operative effort be continued into the 

future . 

The new legislation has given us the opportunity to 

heighten the profile of the profession in Ireland. 

There has been regular contact with Government 

Departments at senior level. The Society also has in 

hand an active public relations programme to promote its 

activities. We are probably now at the stage where we 

have sufficient actuaries to meet the basic needs of the 

traditional employers, insurance companies and 

consulting firms, and we need to create new career 

opportunities for our growing membership. 

Consulting issues: 

Defined contribution schemes are now becoming more 

common, particularly for new schemes being established. 

A number of existing schemes which are small in size are 

being changed to a defined contribution basis. While 

this development is not entirely due to the ,pensions 



legislation, the less onerous requirements for defined 
contribution schemes is a factor. So far, there has 

been little evidence of existing large defined benefit 

schemes being switched to defined contribution. There 

is no evidence of schemes being wound-up as a result of 

the legislation. 

The requirement to at least maintain the existing 

solvency level (where this is below 100%) will focus the 

mind of trustees and their advisers on the need to adopt 

a suitable investment policy. Investment strategy has 

become a normal consultancy issue in recent years at 

least for the larger schemes and this will add an 

additional dimension to this work. 

More attention is now being paid by employers to the 

content of routine triennial valuation reports in view 

of wider availability to members. A consequence is that 

separate schemes are being set up for senior staff with 

a view to retaining confidentiality on a different 

benefits structure etc. 

The Funding Certificate represents a further addition to 

the list of actuarial calculations which already 

includes periodic valuations to conform with trust deed 

requirements, the provision of annual information for 

the purpose of company accounts; SSAP 24 and FAS 87 

and submissions to the Revenue for the payment of a 

special scheme premium both to establish that it is 

approvable and its tax treatment. A consulting issue 

which can arise in our discussions with the employer and 

its advisers is reconciling the valuation bases used for 

these different calculations and explaining any 

difference in approach. 



Conclusion: 

The new legislation is an important development for 

pension Actuaries in Ireland. It has provided a 
challenge and also the opportunity to widen the scope of 

our consultancy advice. It has pushed forward in a 

number of ways the development of our profession in 

Ireland. It has had more far-reaching impact than 

originally envisaged and I have little doubt that it has 

still some more surprises in store for us. 


