
Pension Funds 
There have been no changes in the major laws 

affecting private pension funds during the last two years. 
The Internal Revenue Service has issued proposed re- 
gulations which would set standards for the methods 
used to value assets for private pension plansand standards 
for reasonable funding methods, and has issued a revenue 
ruling requiring the inclusion in the plan document of 
the factors used for optional benefits. 

Briefly, the proposed asset valuation regulations 
will probably mean the abandonment of book value for 
actuarial valuations. Various market value averages or 
formula methods stemming from market value will be 
accepted, provided those values can exceed current 
market value by as much as they might fall short of 
current market value. In other words, symmetry of 
the asset valuation method both above and below market 
value would be required. 

The proposed regulation on reasonable funding 
methods would prohibit methods characterized by a 
rapidly accelerating rate of contribution such as the 
unit credit funding method based on accrued benefits 
applied to a final pay pension plan. Allocations of 
benefits based on service would be permitted but a 
projection of benefits under the unit credit cost method 
together with an allocation based on compensation 
earned during each year would not be permitted. The 
regulation would prohibit "open group" methods and 
cost methods under which actuarial gains or losses could 
develop in a year in which all actuarial assumptions are 
exactly realized. Reasonable funding methods must not 
anticipate the affiliation with the plan of future partici- 
pants. Pre-retirement ancillary benefits may be costed 
on a one-year term funding method only if the cost of 
such benefits is less than 5% of total plan costs or, 
alternatively, if the costs exceed 90% of the cost that 
would have been developed under the basic funding 
method. A number of funding methods and procedures 
specifically approved or recommended by the American 
Academy of Actuaries will not be accepted by IRS 
under the proposed regulations. 

The IRS has issued a regulation requiring the in- 
clusion in the pension plan document of the tables or bases 
used for determining all optional benefits even where 
such optional benefits are actuarial equivalents. Alterna- 
tively, the plan document may specify the interest basis 
to be used such as the prime rate or the rate on govern- 
ment bonds maturing in 15 years, etc. It is likely that a 
change in factors that would result in a decrease in the 
benefit payable under a particular option will be con- 
sidered a reduction in plan benefits and the amount 
receivable under that option on the old basis on the 
date of change in factors will probably be required as a 
minimum benefit for that option. 

Federal legislation covering state and local govern- 
ment plans (somewhat comparable to ERISA) has been 
proposed but nothing has been enacted. 

A President's Commission on Pension Policy was 
established in February of 1979 with instructions to pro- 
vide an overview of all existing private and public retire- 

ment, survivor and disability programs, to assess the 
abilities of existing programs to meet future needs, to 
devise a national policy on retirement which could be 
used as a guide by all programs, and to propose such 
reforms as may now be needed to meet national policy 
goals. Of the eleven Commissioners, none are actuaries 
or actively employed in the pension field. Seven are 
lawyers by way of educational background. Three are 
former legislators, one is an accountant and one is a 
union officer. Only William Greenough, former Chief 
Executive Officer of Teachers Insurance and Annuity 
Association, has had practical experience with retire- 
ment benefits and his former company markets primarily 
money purchse pension plans to  the academic staffs of 
colleges and universities. The Commission has issued a 
"briefing booklet" setting forth press clippings, bio- 
graphies, the research agenda, and the legislation. The 
Commission has issued working papers on such subjects 
as "Private Pensions and Capital Formation", "Social 
Security and Capital Formation: The Fund Controversy", 
a technical paper "Funding Issues and Modern Growth 
Theory", "Pension Policy - Taxation Issues and 
Questions", "Varieties of Retirement Ages", etc. Public 
hearings have been held on such matters as retirement 
ages, disability benefits, the role of public and private 
systems and savings, integration of private plans with 
Social Security, income adequacy, tax treatment of 
pension contributions and benefits, pension income and 
coverage of women and minorities, ownership, control 
and management of pension fund assets, universal Social 
Security coverage, funding and financing issues, dis- 
ability issues, etc. The Commission is expected to com- 
plete all of its work by February, 1981. By that time 
their conclusions on the adequacy of benefits, how well 
the present system is working, required reforms and 
various Commission recommendations will have been 
released in the form of individual single-issue documents. 
Most of the 1979 and early 1980 period will be taken 
up with public hearings and research, and most of the 
releases from the Commission with their recommend- 
ations are expected in the latter half of 1980 and early 
1981. 

There is a continuing pressure in the U.S. to elimi- 
nate distinctions in benefits based on sex. Originally the 
courts found that the requirement of different contri- 
butions for the same benefit would violalte laws pro- 
hibiting discrimination on the basis of age, sex, race, 
religion or national origin. In recent years matters have 
begun to move even faster in the direction of preclud- 
ing the use of sex-based mortality tables for early retire- 
ment benefits, actuarially equivalent options, etc. At the 
moment the matter is still not completely settled but 
the preclusion of age as a cost factor may well be next. 

In the Fall of 1979 the auto industry concluded 
negotiations for a new set of pension benefits which d o  
not break the pattern of the past of pro-~iding an in- 
creased scale of fixed benefits for employees retiring 
during the current Agreement. The Union had indicated 
that a major bargaining issue would be the indexing of 
benefits for retirees based on cost of living. Indexing 
of this sort was not achieved. 
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Pension Benefit Guaranty Corporation 

The Pension Benefit Guaranty Corporation, set up 
under ERISA' was required by ERISA to develop arrange- 
ments directly or with private insurers to provide insur- 
ance against the contingent liability chargeable to a plan 
sponsor upon termination of a retirement ~ l a n .  The 
PBGC has-not been able to make any arrangement with 
private insurers and after extended study is now con- 
vinced that such contingent liability protection is essen- 
tially uninsurable. The PBGC is expected to set out its 
recommendations for a revision in liability which would 
impose on each employer an obligation to continue 
funding vested benefits at time of plan termination 
except for employers in bankruptcy. ERISA establish- 
ed a separate guaranty fund for multiemployer plans but 
with the proviso that coverage would not be effective 
until July 1, 1979 except for unusual cases accepted by 
the PBGC. After careful study, the PBGC concluded 
that the coverage as spelled out in ERISA would not be 
feasible and legislation delaying the effective date of 
multiemployer coverage and calling for a redesign of 
the coverage has been passed. It is expected that multi- 
employer coverage on a limited basis may be effective 
in 1980. 

Accounting for Pension Costs and Liabilities 

The Financial Accounting Standards Board (FASB) 
has proposed that generally accepted accounting prin- 
ciples in the area of pensions should include a standard 
form of reporting to plan participants with respect to the 
present value of accrued benefits, identifying separately 
those benefits which are vested or nonforfeitable. Signi- 
ficant changes in the present values arising from events 
such as plan amendments or changes in actuarial assump- 
tions must also be quantified. 

This accounting requirement is proposed to be 
effective for reports covering plan years commencing 
after December 15,1980. 

In addition FASB has proposed some interim 
changes in the disclosure of pension costs and liabilities 
by companies to their stockholders. Here also it is pro- 
posed that the reporting should include the present value 
of accrued and vested benefits and the market value of 
assets. Because this comparison necessarily involves 
a market valuation of the present value of vested 
benefits the accounting proposals include a description 
of the manner in which the interest assumption should 
be determined. Thus no interest assumption is laid down 
but a process of arriving at an appropriate rate, having 
regard to the disposition of assets and the expected future 
investment return on the present portfolio of assets is 
described. 

Further accounting standards are expected in this 
area including the following: 

- Whether the unfunded pension liabilities 
(however measured) should be featured in 
the corporate balance sheet. 

- Whether future salary increases should be 
reflected in determining the present values 
of accrued and vested benefits. 

Actuaries and corporate financial officers are 
much concerned in these matters and further develop- 
ments are awaited with interest - although it may be 

three years or more before the issues concerning reporting 
to stockholders are resolved. 

Employee Benefits 

There have been two major developments during the 
last two years which affect employee benefits. 

Several years ago the Supreme Court ruled in a 
landmark case brought against the General Electric 
Company that an employer who provided disability 
benefits that excluded pregnancy-related disability did 
not discriminate on the basis of sex because the dis- 
abilities actually covered under the plan were applicable 
equally to male and female participants. In 1978, Congress 
enacted legilsation requiring that absences due to preg- 
nancy should be treated for all purposes as being identical 
to absences due to disability. The law took effect in 
April, 1979, and for the first six months no reduction 
in benefits under any program would be permitted to 
offset the added costs. Many employers operate programs 
which provide for extended benefits during pregnancy- 
related absences (such as hospitalization protection which 
would cover the costs related to the delivery) while not 
extending similar coverage to other employees terminat- 
ing service. These employers were not permitted to cut 
back on pregnancy benefits but were supposed to ex- 
tend similar benefits to other individuals separating from 
service in a similar condition. In the long run the benefits 
provided in case of disability, hospitalization, etc., must 
make no distinction as between pregnancy and other 
disability. 

In late 1978, Congress passed an Age Discrimination 
in Employment Act which raises the minimum mandatory 
retirement age from age 65 to age 70 and which requires 
the provision of employee benefits after age 65 on a basis 
comparable to those before age 65 with benefit reduc- 
tions being permitted only if such reductions can be justi- 
fied by actuarial cost differentials. Pension plans are af- 
fected by the law but the implementing regulations would 
permit employers to stop pension accruals at age 65 under 
def ied  benefit plans or under defined contribution plans 
which are the prime source of retirement income (sup- 
plementary defined contribution plans such as employee 
thrift and savings plans must continue to provide for 
accruals). 

The regulations implementing the Pregnancy Discri- 
mination Act and the Age Discrimination in Employment 
Act have been issued in proposed form by the Depart- 
ment of Labor. On July 1, 1979, administrative respon- 
sibility for these regulations was shifted from the Depart- 
ment of Labor to the Equal Employment Opportunity 
Commission, which has informally indicated that the final 
regulations will be much stricter than those proposed by 
the Department of Labor. 

Social Security 

There have been no major legislative changes in the 
last two years affecting the Social Security system. The 
1977 legislation, however, set out an escalating scale of 
maximum incomes subject to Social Security tax along 
with an increasing scale of Social Security tax rates appli- 
cable thereto in each future calendar year. The increase in 
Social Security taxes has caused substantial problems and 
the legislators have received a significant amount of mail 
complaining about the heavy taxes. The matter is under 



current review in Congress and a value-added tax has been 
suggested as one possible way of taking over the heavy 
burden of Social Security taxes. At the same time, legis- 
lation is being considered which would tighten the con- 
ditions under which disability benefits are made available 
so as to prevent situations where the disabled receive 
greater income than their average earnings while working. 

The exclusion of virtually all federal government 
employees (except for the military) and of certain other 
groups has also become a cause of concern because of the 
inequalities of taxation and the opportunity for windfall 
benefits for those who participate in the system for a 
shorter period than normal - all o f  which adds to the tax 
burden for contributors. 

The Social Security Advisory Council, a public panel 
which reviews the program every four years, has again re- 
viewed the operations of the Social Security program and 
published its recommendations. These include financing 
hospital benefits with general revenue rather than the 
payroll tax, rejecting value - added tax financing, taxing 
one-half of Social Security benefits received by future 
retirees, and extending Social Security coverage on a 
mandatory basis to all future federal, state, and local 
government employees and employees of non-profit 
organizations. Another public panel, the National Com- 
mission On Social Security, was established by the 1977 
legislation to undertake a comprehensive review of the 
program. Its final recommendations are expected to be re- 
ported to the Congress and President in January 1981. 

Life Insurance 

In general, insurance companies in the United States 
have continued t o  prosper. The increase in the interest 
rate earned on their invested assets has more than offset 
the increase in expenses caused by  inflation. Mutual insur- 
ance companies increase their dividends from time to time 
to reflect the higher interest earnings. In spite of the in- 
crease in the dividend scales for permanent types o f  insur- 
ance policies, there has been a gradual shift in the market, 
with term insurance capturing a larger share. In addition 
to the normal insurance market, insurance companies 
have entered the market o f  providing investment only ser- 
vices, primarily in regard t o  the investment o f  pension 
fund assets. They have been competitive in this market 
and are currently attracting substantial sums of money t o  
invest. 

In the individual policy market a major marketing 
effort is being made to sell corporate owned life insur- 
ance. The approach is made o n  the basis of providing large 
amounts of life insurance, o r  deferred compensation bene- 

. fits, to key corporate officers and funding the insurance 
through the purchase of individual life insurance policies. 
With the high interest rates being earned by the insurance 
companies and passed along in the form of dividends, and 
the high tax rates of corporations, a program can be de- 
signed which will look attractive. Often the only loss anti- 
cipated on these programs is the loss o f  interest on the 

money transferred t o  the insurance company. A substan- 
tial number o f  U.S. corporations have purchased this type 
of insurance o r  are contemplating such. 

In the state regulation of insurance companies, the 
major areas which have changed have t o  do  with policy 
language and disclosure of information t o  insureds. Sev- 
eral states have passed or  are contemplating passing laws 
which have the intent o f  making insurance policies more 
readable. The readability o f  a policy is judged based o n  a 
Flesch test score. The Flesch test attempts t o  measure 
readability based on  the length of  sentences, number o f  
syllables in words, punctuation, etc. The acceptance o f  
these policies by  the public and the courts is unknown at 
this time. 

A number of states have passed regulations governing 
information which must be supplied to new insureds o f  
individual policies. These regulations are considered by  
most consumerists not t o  go far enough in controlling the 
information provided t o  insureds. 

The Federal Government has started to show an in- 
terest in the insurance business. There have been several 
prolonged committee hearings and major studies per- 
formed at the Federal level. Rulings have come ou t  re- 
garding age discrimination in insurance. Other areas under 
investigation are discrimination by race and sex, with ap- 
plication bo th  t o  life and casualty insurance. The Federal 
Trade Comnlission recently published a report highly cri- 
tical o f  the insurance industry and has suggested that if 
the various states d o  not take appropriate steps t o  im- 
prove upon the information provided to consumers, that 
some Federal standards will be sought. Federal laws may 
be enacted to cover specific areas or the McCarren- 
Ferguson law may be repealed. The McCarren-Ferguson 
law is the  law which allows insurance companies t o  trans- 
act commerce across state lines without being subject t o  
Federal regulation. If this law is repealed, almost all insur- 
ance companies would become subject t o  Federal regula- 
tion. Due to the slowness of the states t o  take corrective 
action, it would appear that the Federal Government will 
begin to exert control over insurance companies in the  
long run. 

Professional Matters 
Late in 1978 the American Academy of Actuaries, 

by vote of the membership, extended full membership in 
the Academy t o  all Enrolled Actuaries. Two written 
examinations are required t o  attain the Enrolled Actuary 
designation. The Enrolled Actuaries' examinations have 
been co-sponsored by  the Society of Actuaries and the 
American Society of Pension Actuaries. The content o f  
the Enrolled Actuaries' examinations appears to be 
shifting away from general actuarial mathematics and 
practice and towards examination on the minutiae o f  
federal reporting under ERISA, government regulations, 
etc. Membership in the Academy has also been extended 
to Associates of the Society of Actuaries and to Asso- 
ciates of the Casualty Actuarial Society. 


