
ACCOUNTING FOR PENSION COSTS 
by Howard Gracey (UK) 

Introduction 

1.1 In the United Kingdom there has, up to  the present 
time, always been a very close relationship between 
the item of pension expense included in a company's 
accounts and the actual contributions made to a 
self-invested fund or  the premiums paid to an 
insurance company. The Accounting Standards 
Committee which is responsible to the various 
accountancy bodies, has been studying the sub- 
ject of  "Accounting for pension costs in company 
accounts" for the past two years and a draft expo- 
sure draft has been expected for some time. Unfor- 
tunately, the publication has been delayed and in 
these circumstances this present paper is being 
prepared without a knowledge of its final recom- 
mendations. It is the hope of the Accounting Stan- 
dards Committee that the draft will be made avail- 
able before we meet in Vienna and, in these circum- 
stances, I will issue a brief summary for distribution 
at the time or seek the opportunity to  outline its 
contents in the debate. 

1.2 In this paper I shall consider, first, the freedom en- 
joyed by the actuary in determining his basis for the 
valuation of a pension scheme and the setting of 
contribution levels and the statutory constraints 
placed upon him, before dealing with current prac- 
tice in relation to the associated costs in a company's 
accounts. 

Legislation - The Inland Revenue Superannuation 
Funds Office 
2.1 Pension legislation had been relatively sparse until 

the 1970's when three major acts were passed within 
the space of 5 years which have dramatically altered 
the scene. Even so their interference upon an actu- 
ary's responsibilities has been relatively small. This is 
perhaps just as well because of the variety and com- 
plexity of modern schemes, of which a large propor- 
tion provide pensions (and lump sums by way of 
voluntary partial surrender) based on  earnings in the 
years immediately prior to retirement. Career 
average schemes and defined contribution schemes, 
are, however, still very much in evidence and the 
provision of lump sums on death in service, pensions 
to widows (and increasingly to  widowers and other 
dependants) and the granting of increases to pen- 
sions in course of payment at differing levels, all 
combine to  increase the variety. 

2.2 However, schemes have several features in common 
if they are to enjoy the various tax advantages 
available, most of  which are granted under the terms 
of the Finance Act 1970. In the first place, to  
qualify a scheme mcst generally be established under 
an irrevocable trust. The Revenue explain in their 
notes that "these words d o  not  mean that the 
scheme must necessarily be operated b y  means of  a 
formal trust deed, but that policies (or other assets) 
must be set aside to provide relevant benefits for 
employees, and must be held by a trustee or trustees 
who may be, or include, the employer on trusts 
which ensure that, except as to any residual surplus, 

or in certain circumstances where reimbursement is 
appropriate, they are not available to  the employer". 
The underlining is my own, but I believe that  i t  is this 
alienation of the accumulated pension scheme assets 
from those of  the reIated company which has led 
under responsible stewardship b y  trustees and 
prudent assessment by previous generations o f  act- 
uaries to  the relatively strong funding position of  so 
many schemes today. 

2.3 Maximum levels of benefit are specified if a scheme 
is to  be approved for tax purposes, b u t  these limits 
need not  concern us in the present context .  The  
actual tax relief takes threee forms; income and gains 
derived from the scheme's investments are free o f  
tax, member contributions (up t o  15% of their 
remuneration) are allowed in full as a n  expense in 
their own tax assessment and the Company's contrib- 
utions to the scheme are also allowed a s  an expense, 
o r  expense of management, in its assessment. It 
is in connection with this latter concession that  a 
restriction is imposed. 

2.4 The Revenue's practice notes explain that  "it is 
a condition of approval of a scheme tha t  the  employ- 
er must contribute to  it"; such contributions, 
however, must not be mere tokens o f  insignificant 
amounts, but  the Revenue will take into account  
contributions paid to any other scheme for the same 
employees. Subject to  this "the amount  and timing 
of the employer's contributions are matters for him" 
provided that "contributions must be  reasonable in 
amount and not  excessive in relation t o  the  benefits 
provided". 

2.5 In order to  supervise its reponsibilities for self ad- 
ministered schemes under this last proviso, the  
Revenue requires copies of  all actuarial reports t o  
be  submitted t o  it for scrutiny. They comment  tha t  
"if the scheme provides benefits representing a 
stated proportion of  the employees' average o r  final 
remuneration, reasonable estimates of  future in- 
creases in remuneration may be taken into account  
by the actuary when calculating t h e  future lia- 
bilities of  the scheme and the contributions requir- 
ed". Most consulting actuaries would adopt  this 
approach, although the extent of the  advance provi- 
sion for future salary increases will vary according 
to  both the actuary's views of the future and t h e  
company's and the members' ability to  meet the  
resultant contributions. It should be  noted tha t  the  
inclusion of an allowance for future salary increases 
is not mandatory, though few consulting 
actuaries would totally ignore this liability entirely 
when selecting their basis. For those schemes which 
have pension increases (either at a guaranteed fixed 
rate or linked to a price index) included in their 
rules, it is customary for the actuary also t o  make 
suitable advance funding arrangements and these are 
also allowed by the Revenue. 

2.6 It will be appreciated that against this  background 
considerable assets have been accumulated for many 
schemes, and i t  has often proved possible for actuar- 



ies, using a variety of funding methods and assump- 
tions, to be able to  maintain contributions at  a 
reasonably constant percentage of the members' 
aggregate earnings over a number of  years. It may 
come as a surprise to  some readers to  learn that  over 
the last ten years, for several schemes the reason for 
contribution increases has been rule changes result- 
ing in benefit improvementsrather than inflation - de- 
spite the high rates of recent years! 

2.7 Another encouragement to  actuarial prudence is 
given by the Revenue in connection with the value 
placed o n  assets where they state that "no objection 
will be raised to  reasonable~reserves against such con- 
tingencies as depreciation in the value of  invest- 
ments". Whilst, for some funds, actuaries will use 
the  book value or  market value of  a scheme's assets 
in their valuation because they deem it appropriate 
having regard to the value they place on  the  liabil- 
ities, many consulting actuaries would use a separate- 
ly assessed value when advising a self-administered 
scheme. The approach used involves the  projection 
of the scheme's investment income into the  future 
using assumptions consistent with the assessment 
rates of salary increase; such projected income is 
then discounted to  the valuation date at  the same 
rate as is used to value the liabilities. By these means 
random fluctuations in market values, which are so 
irrelevant t o .  the long term investment of  a pension 
scheme, are, ignored and consistency of  treatment is 
sought for assets and liabilities from'one valuation to 
the next .  . 

2.8 The legislation which I have described above relates 
to self-administered schemes and correspondingly 
wide discretion is allowed for insured schemes. For 
these schemes, actuarial reports d o  not have t o  be  
lodged if it is established that the premiums for the 
insurance contract take account of any fortuitous 
surplus which may arise. There are, of  course, far 
more insured Schemes than self-administered ones, 
although many are for only a few lives. The advance 
provision for future salary increases also varies con- 
siderably, but  for this type of scheme the funding 
levels achieved will often only take account o f  sal- 
aries earned u p  to the valuation date.  

2.9 The Revenue, however, impose one important con- 
straint when a contribution to a scheme is deemed 
not  to  be an ordinary annual contribution assessed in 
the manner described above, but  what is termed a 
"special contribution". The Revenue may treat this 
as payable in instalments over a number of  years 
when granting tax relief o n  the company's expenses. 
Special contributions may be made t o  provide for 
such items as back service, augmentation of  benefits, 
or a valuation deficiency, but  special contributions 
which d o  not  exceed the ordinary annual contribu- 
tions are generally regarded as 'normal' and allowed 
in full in the year in which they occur. It should be  
noted that the restriction does not prevent the pay- 
ment of  special contributions to  a scheme by a com- 
pany, but  the Revenue only allows the tax relief over 
a number of  years, if such a payment is made. The 
period of  respreading is dependent upon the  size of  
the special contribution in relation to  the  normal 
ones, but  it is not usually more than a very few years. 
In effect, therefore, this restriction o n  contributions 

is not the restraint upon funding for past service 
liabilities as it might at first appear. Quite the oppo- 
site may, in fact, be the case because employers are 
encouraged by the fact that the tax relief is allowed 
over such a short period and several special contribu- 
tions of  considerable magnitude have featured in the 
press in recent years. These are the exceptions, how- 
ever, and the more usual approach is to fund for past 
service deficiencies over a number of years; although 
quite often ten or  twenty years may well be used 
rather than the somewhat longer period common 
elsewhere. 

Legislation - The Occupational Pensions Board 

3.1 It will be seen from the previous section that the Fi- 
nance Act and the Revenue are concerned primarily 
with maximum benefits, contributions and funding 
levels, because of the tax reliefs which are granted to 
approved schemes. The other two pieces of legis- 
lation, the Social Security Act 1973 and the Social 
Security Pensions Act 1975, and the Occupational 
Pensions Board, on  the other hand, have an impact 
upon minima. The former Act requires benefits to 
be provided for employees who leave service early 
(having completed 5 years service and attained age 
26) calculated according to the same formula as 
would have applied to them had they remained to 
their normal retirement age, but  using only salary 
and service prior to  leaving. This has only a small im- 
pact upon funding targets and need not concern us 
further in this paper. 

3.2 The Social Security Pensions Act 1975 established 
from April 1978 the new earnings related State Pen- 
sion and permitted employers to 'contract-out'their 
employees provided their pension scheme was ade- 
quate for the purpose. Needless to say, the Act re- 
quires such schemes, which cover over a third of the 
employed persons in the country, to  provide bene- 
fits which must not be less than certain criteria to  
ensure that the employees concerned d o  not suffer 
by being 'contractedaut'  of the State scheme. 
Happily the complex benefit structure need not con- 
cern us further in this paper, but it is worth noting, 
in passing, that under the Act the State has promised 
to  grant full cost o f  living pension increases on that 
part o f  a contractedaut  employee's scheme pension 
that he would have received had he participated in 
the State Scheme. Of particular relevance to our dis- 
cussion is the requirement of the Act designed to  en- 
sure that contracted-out employees d o  not suffer 
because their pension scheme does not have ade- 
quate funds. 

3.3 Section 41 of  the Act places the responsiblity for 
ensuring that a scheme's resources are sufficient 
when'it states:- 
"For an occupational pension scheme, other than a 
public service scheme, to be contractedaut  the Occu- 
pational Pensions Board must be satisfied that the 
resources of  the scheme are sufficient: 

(a) for meeting from time to time all claims in 
respect of  guaranteed minimum pensions so 
far as  falling to  be met ou t  of  those resources, 
having regard to  the expected extent of the 
scheme's resources and its other liabilities at  



any time when claims may be expected to  arise; 
and 
for paying state scheme premiums in respect o f  
all persons at any time entitled to ,  o r  having ac- 
crued right t o ,  guaranteed minimum pensions 
under the scheme; and 
for meeting in full, in the event of an immediate 
winding up, the liabilities accorded priority in 
accordance with section 40 ( 3 )  above and the 
expenses of administration so far as those ex- 
penses are payable o u t  of the resources of the 
scheme. 

The way the Board has sought to  meet its responsi- 
bility is interesting and may well be helpful as a pre- 
cedent in our discussions with accountants. The 
Board has called for actuarial certificates of solvency 
under which the actuary is basically required to  cer- 
tify that, in his opinion, the resources of the scheme 
are likely to be adequate to meet the prescribed 
benefits and State scheme premiums during the en- 
suing 5 years should the scheme be wound up. Al- 
though difficulties have been encountered in the act- 
ual wording of  the certificates, it is important to  
note that the principle has been accepted by the 
Board that the actuary signing the certificate is re- 
sponsible for choosing the basis he uses to  satisfy 
himself as to the sufficiency of  the resources. No 
attempt has yet been made, and we hope it never 
will be made, to set a minimum valuation basis for 
this purpose. 

It is my firm belief that the encouragement that ex- 
ists in our legislation for funding by way of tax re- 
liefs, is far more effective in achieving generally good 
standards of funding than the rigid approach of a stat- 
utory minimum valuation basis. The latter approach 
all too  often encourages companies to  op t  for fund- 
ing at the prescribed minmum and that would cer- 
tainly not be in the interest of a large number of em- 
ployees who currently enjoy the security of  a well 
funded pension scheme. 

Pension Schemes - Relationship between auditors 
and actuaries 
4.1 Although the actuarial and accounting bodies have 

never formally agreed a division of responsiblities, 
there has developed a close working relationship 
between firms and individual actuaries and auditors. 
For the most part, auditors have accepted that 
actuaries are responsible for the funding of  pension 
schemes and until relatively recent years, few en- 
quiries were received from them regarding actuarial 
reports. The rampant inflation of 1974 and the 
decline of stock market values caused many audi- 
tors to ask if their clients' funds were still solvent. At 
that time, my firm instituted a series of meetings 
with the leading firms of auditors in the U.K. and we 
d$ussed two distinct questions to which they 
required answers, namely :- 

(i) 

(ii) 

In the current situation d o  you,  as actuary, 
recommend the continuance of the present con- 
tribution rates; if not  what changes d o  you 
recommend? 
If the scheme were to be wound up imrne- 
diately, would it be  possible to  realise all the as- 

sets and to purchase benefits for members equal 
to their accrued rights (i.e. having regard to 
their salaries and service up to  that date) from 
an insurance company without the company 
having to make any further contributions? If 
not, what is the capital value of the moral (if 
not legal) obligation upon t h e  company? 

agreed to  furnish the auditors with statements 
covering these two items each yea;, even if we only 
carried out  triennial valuations, b u t  of course we re- 
served the right to  carry out  a valuation before giving 
a certificate in cases where the security was marginal 
or in those few cases where a capital value was re- 
quired. It is pleasing to report that  other firms have 
adopted this approach and that some insurance com- 
panies have also agreed to supply similar statements 
where required. 
One welcome development in the U.K. has been the 
publication of  annual reports for members by the 
trustees of pension schemes. In the  more informa- 
tive of these, the accounts are bound alongside the 
trustees own comments and the scheme's statistics. 
the investment manager's report o n  the year and the 
Latest actuarial valuation report (or statement for 
intervaluation years.). This practice, which avoids 
the former desire of some auditors to summarise 
the valuation report in the notes to the accounts, 
has the added advantage that  the actuarial report and 
the auditor's report can stand side by side without 
any need for determining 'reliance'. 

It would be wrong to  create the impression that the 
practice I have just described is generally accepted 
for all schemes in the U.K., but  it does represent the 
standard achieved by what we hope will, in this con- 
nection at least, be the trendsetters. Even so, auditors 
often complain that they experience considerable 
difficulty in obtaining adequate actuarial inform- 
ation for many schemes - notably insured ones where 
there may be an intermediary who is not an actuary. 
Often, when they d o  ultimately get details for such 
schemes, they find these are obviously 'second-hand' 
comments on  actuarial matters and,  on  occasions, 
the basis used hardly seems to b e  prudent to the 
lay-mind. I have great sympathy with the auditors 
in these circumstances and I am doing all I can to 
help promote the concept of  full actuarial reporting 
being made available to  trustees and auditors for all 
schemes. 

Some auditors feel it is encumbent on them to refer 
in their certificate, to  the fact that the accounts (and 
actuarial report) give a "true and fair view" of the 
state of the fund. This approach would appear to  
give the auditor a supervisory role over the act- 
uary's report and, consequently, i t  is one which we 
do not encourage. Even so, it must be recognised 
that it is in everyone's interest that  auditors should 
urge trustees to obtain the relevant actuarial reports 
on their schemes. Many of the leading firms of audi- 
tors now accept that because pension schemes d o  
not come within the jurisdiction of the Company 
Law, they are not tied to  the defined audit require- 
ments and therefore they believe that they do not 
have to give a "true and fair view" certificate. In 
these cases, alternative wordings ate used. One al- 
ternative view has been expressed b y  auditors to the 



effect that if a trust deed defines the responsiblity o f  
the auditor in terms which do  not use the word 
'audit' then a 'true and fair view' certificate need not 
be given, bu t  where 'audit' is used, then such a certi- 
ficate is necessary. If this view were t o  prevail, it 
would be interesting t o  see if actuaries would press 
for changes t o  trust deeds and if trustees would 
acquiesce. 

It is pleasing t o  be able t o  report that in this whole 
area o f  pension scheme funding there is close co-oper- 
ation between actuaries and auditors. For example, 
the Institute of Accountants has run, for several 
years, a course o n  the audit o f  pension schemes 
and I have been involved to give an actuarial input 
on  each occasion; this has been a fascinating ex- 
perience of growing mutual understanding. In a 
more general way, it is quite common for client, 
auditor and actuary to meet t o  discuss a valuation 
report so that the full implications o f  the funding 
assemptions can b e  understood; these discussions 
clearly have even greater importance in relation to 
the impact o n  company accounts which is dis- 
cussed in the  following section. In conclusion, it 
is gratifying t o  be able t o  record that auditors have 
never at tempted t o  set either the method of funding 
or any of  the  actuarial assumptions; the task would 
be so complex that it would, in any case, be virt- 
ually impossible to achieve a basis which would be 
equitable t o  all schemes, bearing in mind the variety 
of benefits and funding levels that exist. We hope 
that the  present division of responsiblities which 
has evolved pragmatically may continue so that the 
actuary is left as unfettered as possible in the fulfil- 
ment o f  his professional tasks. Clearly the highest 
professional integrity and efficeiency will be ie- 
quired t o  justify this responsiblity. 

Company Accounts 

5 .1  In the previous paragraphs I have referred at some 
length t o  the contributions and levels of funding of 
pension schemes. This is particularly important in 
relation t o  the item for pensions expense in a com- 
pany's accounts because, as explained in paragraph 
1.1, in this country there has always existed a close 
relationship between the amount actually paid to the 
scheme (or the insurer) and the amount  recorded in 
the company's books. 

5.2 The present interest of auditors in the subject of ac- 
counting for pension costs, probably has several con- 
tributory causes. Among these may be that inter- 
national companies increasingly have pension schemes 
in many different countries and it is evident to their 
auditors that very different funding standards are 
being set and achieved. Also, as  accounting firms 
themselves become international, there is an in- 
creasing awareness of legislation passed elsewhere 
and of the action of auditors in other countries 
(particularly, dare I say, the United States!); we 
would hope that U.K. auditors will not follow all 
the examples set overseas, but clearly they have been 
influenced t o  take a detailed look at the position for 
themselves. 

been the drastic changes in contributions which have 
occurred o n  occasions despite the funding approaches 
described above and the discovery by companies 
after taking over new subsidiaries, that their pension 
schemes were relatively 'underfunded'by comparison 
with their own schemes, with a consequent need for 
additional contributions. Whatever the reasons, how- 
ever, the auditors are now making a thorough study 
of the subject and it is pleasing to be able to report 
that even before the draft exposure draft has been 
published, there has been full consultation with act- 
uaries and the pension industry at all stages. 

5.4 1 am not qualified to explain fully the various prin- 
ciples adopted by auditors, but I understand that 
their particular requirements as far as they affect 
pension expense items are:- 

(i) identified prospective liabilities should be fully 
disclosed, 

(ii) credit should only be taken for sure assets, 
(iii) as far as possible figures shown in accounts 

should show the true trends. 

It is this latter point which causes particular diffi- 
culties to the auditor and I quote from an early draft 
of their exposure draft - 

"The accruals concept of accounting requires 
that the cost of providing an employee's pension 
should be written off over his working life by 
appropriate annual charges. It is therefore un- 
satisfactory for pension costs t o  be accounted 
for either by making provision for pension ben- 
efits only at the date of retirement o f  the em- 
ployee (i.e. terminal funding) or by charging 
the profit and loss account with pension 
payments as they are made (i.e. pay-as-you-go)." 

5.5 Clearly pension scheme contributions assessed on  the 
conservative lines outlined earlier in this paper, 
need cause little concern to auditors because they are 
likely to remain relatively stable percentages of earn- 
ings; it is therefore appropriate for auditors to use 
them for expenses in the company accounts without 
any need for special comment. 

5.6 On the other hand, problems do arise where con- 
tributions have been kept to a minimum possibly be- 
cause the company concerned cannot afford those 
recommended, o r  more likely, when they represent 
premiums paid to an insured scheme, which have 
been kept down by intermediate advisers competing 
for the business. In these cases the cost may be ex- 
pected to rise in relation to salaries, even though the 
change may be deferred a number of years. One 
approach being suggested is that in these cases a 
'normal cost' should be shown in the company ac- 
counts and reserve accumulated equal to the excess 
over the actual contributions paid to the scheme, 
the object being that the Company's accounts would 
relfect the full normal cost of pension accrual even 
if this exceeds the actual funding payments. I believe, 
however, that there are consdierable disadvantages 
to this approach, but  before considering them I re- 
fer t o  a related problem for the auditor seeking t o  
reveal trends. 

5 .3  However, probably among the major contributory 5.7  If a company pays a large 'special contribution' to  
factors as  far as U.K. auditors are concerned, have its pension scheme, this clearly must be disclosed as 



such or  the trends will be seriously distorted. How- 
ever, auditors have been trying to  examine the effect 
of such payments by considering the use of the de- 
vice referred to in the previous paragraph; in this 
case the expense item would again be the normal 
contribution and a credit would be  included in the 
notes equal to the difference. 

5.8 There are, I believe, several problems in the adop- 
tion of  this approach - 

(i) the excess of a special single contribution over 
the normal contribution is not a company asset, 
but  part of t h e  totally separate trust fund;  
equally, the additional reserve has no meaning 
unless a payment has to be paid to  the pension 
scheme if the company is would up;  

(ii) there are tax implications because of  the nature 
of the reliefs granted; 

(iii) it begs the question of what constitutes a nor- 
mal contribution. 

5.9 This last point needs some explanation, although I 
do not  believe this is the place for a full debate o n  
this particular detailed aspect of the subject. In the 
U.K. we have a long established practice of  funding 
for initial and past service deficiencies either by lump 
sum payments, but more commonly by amortization 
contributions over a limited number of  years. In 
these circumstances, contribution rates defined by 
reference to  future service or accruing service are 
clearly inadequate for use as a normal contribution. 
Furthermore, if a lump sum is paid by a company, 
it may be to  cover the full capital value of improve- 
ments in benefits in respect of prior service or ,  at  
the other end of the spectrum, it may be a contri- 
bution to improve the funding standards resulting 
from a change in the actuarial basis. Clearly the im- 
pact of such a variety of payments upon future con- 
tirubtions can be considerable and I believe that the 
best course is for company auditors to include in the 
accounts the actual payments made. This should be 
coupled with a note in the accounts which should 
be supplied by the actuary, explaining what the effect 
(if any) upon the trend of contributions experineced 
in recent years is likely to be in future by the pay- 
ment of such a lump sum. 

5.10 Probably more serious, however, and of  a wider ap- 
plication, is the case where contributions are paid 
at the lower end of the spectrum. It would be clearly 
undesirable for auditors to  have t o  obtain a second 
opinion to  monitor contribution rates and,  in these 
circumstances, they are dependent upon the ori- 
ginal actuary to quote a normal contribution. This 
would seem to create all sorts of problems where an 
intermediary is involved who is seeking to  reduce the 
company costs because, clearly, any alternative 
figures quoted will show u p  the difference. 1 believe 
that, rather than leave the auditors to  specify a basis 
and funding method o n  which they would wish nor- 
mal contributions to  be assessed, we in the actuarial 
profession can help them most by seeking to  ensure 
that, as far as possible, trustees all receive actuarial 
advice, both as to the recommended level of  con- 
tribution and whether, in the actuary's opinion, 
changes are likely in the foreseeable future and,  if 
so, in what direction. 

5.11 It would seem that the annual statement which we 
currently give and the approach used by the Occu- 
pational Pensions Board in obtaining certificates 
from actuaries for contracted-out schemes, could 
we:! be extended to  provide the sort of information 
which is most helpful to  a company auditor. Such a 
certificate could specify the level of contribution 
recommended, whether there is a moral o r  legal 
obligation upon the company t o  make special con- 
tributions (probably by way of amortization, but  not  
necessarily so), the effect of any special contributions 
which have been paid in recent years upon contrib- 
utions and the  likely trend of contributions in fu- 
ture years. In particular, the  actuary should state in 
simple terms whether the contribution rate is likely 
to rise or  fall over the ensuing 5 year period. This is, 
of course, only a personal view and we will have to  
wait until the accountants come forward with their 
draft exposure draft before we know to what extent 
they have adopted the representations which have 
been made to  them by the various actuarial and 
pensions bodies. 

International Companies 

This paper would not be complete without a word 
on the consolidated accounts of companies with over- 
seas subsidiaries. The existence of  pension schemes 
with very different locally assessed funding levels 
has already been noted in paragraph 5.2 and some 
auditors have become worried that  the consolidated 
accounts could show a misleading picture because 
they are adding 'apples t o  pears' as far as pension 
expense is concerned. This doubt becomes apparent 
when the scheme is funded locally either wholly or 
in part by company reserves, but  it is not as valid if 
the local scheme is established as an alienated trust 
fund. If there is no pressure upon the local subsid- 
iary to hold reserves to justify the local funding lev- 
els, surely reserves in world-wide accounts are hard- 
ly called for? The real question is, if the local sub- 
sidiary were closed or sold, would any payment be 
required from the parent company? Only if the an- 
swer is affirmative can an additional reserve in the 
parent's books be fully justified. 

The standardisation of valuation method for a pen- 
sion scheme throughout the  world has the appear- 
ance of tidiness for an international company, but  
when one  reflects o n  the meaning of the consol- 
idated figures, one is left with many unanswered 
questions. For example, if the level of funding ob- 
tained in an alienated trust fund were well in excess 
of the level required on  the standard method chosen, 
this would lead to a credit in the world-wide books 
which might be used to  match u p  with a shortfall in 
reserves in an unfunded scheme elsewhere. Clearly 
this sort of situation could be very misleading to 
the potential shareholder or investment analyst. 

The approach suggested in paragraph 5.11 goes a 
long way toward meeting these problems; the ex- 
pense item in the consdidated accounts would be 
the sum of the locally assessed and paid expenses. 
It would be possible to  obtain the certificate for 
each country from the local actuary using an appro- 



priate method and basis for that country. The amal- 
gamation of  these certificates into a single statement 
for inclusion in the notes to the accounts is then a 
simple process and produces results which, in my 

opinion, give the shareholder and investment analyst 
better information than the more objective but hypo- 
thetical consolidated figures on  a single worldwide 
basis. 


