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I. INTRODUCTION

by life insurance companies, a significant minority of the mem-

bership is engaged in public practice as consulting actuaries.
This minority has been increasing steadily and there is good reason to
expect the trend to continue.

When the Society of Actuaries came into being twenty-five vears ago,
by the merger of the Actuarial Society of America and the American
Institute of Actuarics, 7 per cent of the active members of the new body
were in public practice. Currently nearly 25 per cent are so engaged
{Table 1). It may be of some interest to note that the number of members
of the Society now engaged in the consulting field is about the same as
the total number of members of the Actuarial Society of America, the
larger of the two antecedent bodies, at the time of the merger.

This growth in relative importance of the segment of the Society’s
membership engaged in public practice warrants a review of the consulting
actuarial field. Accordingly, this paper will endeavor to describe the con-
sulting segment of the actuarial profession as it now exists in the United
States and Canada, the environment in which it has developed, and some
of the unresolved problems and possible future developments that the
authors perceive.

What is a consulting actuary? For the purposes of this paper the term
“consulting actuary”’ refers to any actuary who provides actuarial cal-
culations, opinion, or advice to a public for compensation and who is a
member of at least one of the following organizations:

3- LTHOUGH most members of the Society of Actuaries are employed

Society of Actuaries

Casualty Actuarial Societv

Conference of Actuaries in Public Practice
Fraternal Actuarial Association

Institute of Actuaries

Faculty of Actuaries

Canadian Institute of Actuaries

American Academy of Actuaries

417



418 CONSULTING ACTUARIES IN CANADA AND THE U.S.—1974

The question of the extent to which the public interest might properly
require that standards of education, experience, and conduct should
limit the right of an individual to hold himself out to the public as a
qualified consulting actuary will be considered later.

In both the United States and Canada most consulting actuaries work
either primarily or exclusively in connection with employee benefits plans,
principally pension plans. In addition, however, a substantial amount of
consulting actuarial work is done for insuring organizations of various
types. Some consulting actuaries also do some work in the following
areas, which, although still relatively minor, appear to be increasing in

TABLE 1

MEMBERS OF THE SOCIETY OF ACTUARIES IDENTIFIED AS
CONSULTING ACTUARIES AND BROKERS*

FELLOWS ASSOCIATES ToTaL
YEAR
No. ¢, of Totalt No. % of Totalt No. % of Total
19350, ....... 44 79, 31 89, 71 79,
1953...... .. 56 8 35 11 11 9
1963..... ... 170 15 152 18 322 16
1973...... .. 474 23 461 25 935 24

* 1950 figures tabulated from [950 Year Book; 1953 figures from table “Analysis of Membership by
Type of Employment,” first published in 1969 Year Book; 1963 and 1973 figures tabulated from List of
Members by Business Connection (Society of Actuaries) for those years.

t Except for 1950, retired members and those with no known business connection are excluded from
totals in determining percentages,

importance: financial projections, noninsurance problems involving prob-
ability and interest calculations, management consulting where actuarial
knowledge is useful, systems analysis and computer work, and actuarial
evidence in court cases.

The needs which give rise to the use of consulting actuaries may be
either temporary or ongoing. Temporary needs for the services of con-
sulting actuaries may arise:

1. During the developmental pertod of a new kind of insurance entity when
the number of organizations recognizing the need for actuarial services may
exceed the number of available actuaries with appropriate education and
expericnce. This was the situation during the early stages of development
of legal reserve life insurance and appears to be the current situation in the
United States with respect to various types of health insurance organizations.

. When a newly organized company enters a developed line of insurance.
Characteristically sucl companies rely upon the service of consultants until
thev are large enough to employ full-time, in-house actuaries.

(38
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3. When established insurance companies are faced with peak work loads or
need assistance with specialized problems, for example, assistance with the
problems of entering a new field, such as group insurance.

4. When an employver wishes an independent investigation or review in con-
nection with his emplovee benefit program,

Organizations regularly requiring actuarial services may rely upon con-
sultants in the following circumstances:

1. Where the operation giving rise to the need for actuarial services is peri-
pheral to the user’s main business, for example, valuation of pension funds
and guidance in connection with self-insurance.

2. Where the user desires or needs an independent appraisal and certification of
the actuarial items in financial statements, for example, certification of re-
serves for a publicly held stock life insurance company.

II. SOME CURRENT CHARACTERISTICS OF CONSULTING FIRMS

In order to describe better how the consulting segment of our pro-
fession is organized and operates, the authors distributed a questionnaire
to consulting actuarial firms in the United States and Canada. This ques-
tionnaire was sent to each firm with offices in these countries that the
authors were able to identify as employving one or more actuaries who
were members of the Canadian Institute of Actuaries, the American
Academy of Actuaries, or one of the four bodies that sponsored the
organization of the American Academy of Actuaries. Usable responses
were received from 243 actuarial firms emploving 1,123 actuaries.

Well over 80 per cent of the firms to whom questionnaires were sent
responded, and these firms probably account for over 90 per cent of the
consulting actuaries practicing in the United States and Canada. Some
idea as to the representativeness of the survey results can be gained from
the comparisons (Table 2) between the number of consultants reported
as such in the yearbooks of certain organizations and the number of mem-
bers of these organizations represented by the survey responses. The
comments in the following paragraphs are based upon these survey
responses.

The distribution of firms by country and size group is shown in
Table 3. The size categories are referred to as “solo practice,” for firms
involving only one actuary; “‘small,” for firms with two to five actuaries;
“intermediate,” for firms with six to twenty actuaries; and “large,” for
firms with more than twenty actuaries.

Fifty-five per cent of the respondents to the questionnaire were in solo
practice, while an additional 32 per cent were in the small category. The
remaining 13 per cent, with six or more actuaries apiece, were almost
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evenlv divided between the intermediate and large categories. As might
be expected, the seventeen large firms, with an average of thirtv-six actu-
aries per firm, employ a substantial proportion (53 per cent) of the total
number of consulting actuaries.

The size profile differs noticeably between the United States and
Canada. A smaller proportion of the consulting firms in Canada are in
solo practice than is the case in the United States. This may be due par-
tially to the lesser importance in Canada of actuarial consulting work for

TABLE 2

NUMBERS OF CONSULTING ACTUARIES REPORTED IN RESPONSES TO SURVEY
COMPARED WITH AVAILABLE TOTALS FOR INDICATED
ACTUARIAL ORGANIZATIONS*

A. Members of Society of Actuaries
1. Included in survey:

United States. ... ... ... ... ... 780
Canada. .. ... ... 156
Total. ... 936

2. Classified as consulting actuaries as of July 1, 1973, in 1974 Vear Book 929
B. Members of American Academy of Actuaries resident in U.S.

1. Included insurvey . . ... ... 748
2. Classified as “‘consulting and insurance brokers (U.S.)” in September
12, 1973, List of Members by Business Connection. ... ... ... ... 812

C. Members and students of Canadian Institute of Actuaries resident in
Canada

1. Included insurvey. .. ... ... .. 156
2. Classified as consulting actuaries as of October 17, 1973, in CIA
Yearbook. ... .. ... . . 144

* Survey responses reflect status at time of responses—roughly May and June, 1974, Other numbers are
as of dates indicated.

insurance companies. On the other hand, there are proportionately fewer
large firms in Canada but proportionately more intermediate ones. One
might speculate that this is simply a result of the smaller population in
Canada.

About one-third of the Canadian consulting firms, employing about
one-half of the consulting actuaries in that country, are firms that are
affiliated with or subsidiaries of United States or United Kingdom
organizations (Table 4). No parallel to this exists in the United States.
It should be observed that, for convenience, any firm that had actuaries
resident in both the United States and Canada was counted as a firm in
both countries without regard to whether the Canadian operations were,
in fact, conducted through a separate corporate entity.




CONSULTING ACTUARIAL ORGANIZATIONS CLASSIFIED BY SIZE AND COUNTRY

TABLE 3

UNITED STATES

PERCENTAGE DISTRIBUTION OF

UNITED STATES Canspa AND CANADA NUMBER OF ACTUARIES
NO. OF ACTUARIES
No. of No. of No. of No. of No. of No, of
Firms Actuaries Firms Actuaries Firms Actuaries U.s. Canada Combined
1 (solo practice). ....... 127 127 6 i) 133 133 13% 4% 12%,
2-5(small).......... ... 68 200 10 27 78 227 21 17 20
6-20 (intermediate). . . .. 7 55 8 91 15 146 6 58 13
Over 20 (large)...... ... 160 585 1 32 17 617 o0 21 55
Total.............. 218 967 25 156 243 1,123 100% 100%, 100%,
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Most consulting actuarial firms are organized as corporations. In
Canada, 85 per cent of the responding firms are in corporate form. The
substantially lower percentage for the United States (52 per cent) is
attributable mainly to the relatively large number of solo practice firms
in that country and the fact that about two-thirds of such firms are sole
proprietorships. The partnership form of organization is relatively un-
common in both countries.

This survey confirms statistically the common understanding that most
consulting actuarial firms and most consulting actuaries work with pen-
sion and other employee benefits programs (Table 3). Forty-two per cent

TABLE 4

CANADIAN CONSULTING ORGANIZATIONS CLASSIFIED BY SIZE
AND LOCATION OF CONTROL

AFFILIATED WITH OR
WaoLLY OWNED BY
CANADIANS SUBSIDIARIES OF
U.S. or U.K. F1rus
No. oF ACTUARIES
Firms Actuaries Firms Actuaries
No. No. % No. No. a
T(solo)................. S 5 6% 1 1 19,
2-5(mall).......... ... 8 23 30 2 4 5
6-20 (intermediate) . ... . .. 4 49 64 4 42 33
Over 20 (large)........... 0 0 0 1 32 41
Total.. ............ 17 77 100%, 8 79 1009,

of the responding firms (51 per cent of the actuaries) substantially confine
their practice to this field, while an additional 31 per cent of the firms
{41 per cent of the actuaries) practice in the fields of both employee
benefits and insurance. While no precise figure is available, there is reason
to believe that at least one-third and perhaps as much as one-half of the
activity of these combination firms is in the field of employee benefits.
One might reasonably presume, then, that at least two-thirds, and prob-
ably more, of the work of consulting actuaries in the United States and
Canada is in the employee benefits field.

An appreciable proportion of firms (18 per cent) are engaged in con-
sulting in the insurance field only. By and large these are relatively small
firms, most of them being in the solo practice category (Table 6), and,
in the aggregate, accounting for only 5 per cent of the total number of
consulting actuaries.

Twenty per cent of the firms offering consulting actuarial services
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either have some other principal business or are controlled by an organiza-
tion that has some other principal business. As shown in Table 7, this
characteristic is relatively more common among intermediate and large
firms than among small and solo practice firms. Forty-one per cent of the
large firms and 25 per cent of the intermediate firms are subject to such

nonactuarial control.

TABLE 5

CONSULTING ACTUARIAL ORGANIZATIONS CLASSIFIED BY FIELDS OF PRACTICE
AND BASES OF COMPENSATION AND COUNTRY

Bases OF COMPENSATION

Fees and
FieLDS OF PRACTICE Fees Only Commissions Total
No. of No. of No. of No. of No. of No. of
Firms Actuaries | Firms Actuaries | Firms | Actuaries
Employee henefits only:
US.. ... 52 323 39 172 91 495
Canada. ...... . ..... .. 5 6 6 72 11 78
Total............... 57 329 43 244 102 573
Employee benefits and
insurance:
S 52 368 9 14 61 382
Canada. .. .... ... .... 10 48 4 30 14 78
Total .. ... ... ... 62 416 13 44 75 460
Insurance only:
1S 38 48 N 6 43 54
Canada. .. .... 0 0 0 0 0 0
Total. . ...... ... .. .. 38 48 5 6 43 54
Computers:
TS 11 22 0 0 11 22
Canada............... Q0 0 ] 4] 0 0
Total.. . ..... .. .. ... 11 22 0 0 1 22
Miscellaneous
S 12 14 0 0 12 14
Canada............... 0 0 0 0 0 Q
Total............. .. 12 14 0 0 12 14
All fields:
US... ... ... 165 715 53 192 218 967
Canada. .............. 15 54 10 102 25 156
Total .. ....... ... .. 180 829 63 294 243 1,123
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TABLE 6—CONSULTING ACTUARIAL ORGANIZATIONS CLASSIFIED BY FIELDS OF PRACTICE, SIZE, AND COUNTRY

S1ze oF ACTUARIAL ORGANIZATION

FieLps 0F PRACTICE 1 Actuary 2-5 Actuaries 6-20 Actuaries Over 20 Actuaries
No. of No. of No. of No. of No. of No. of No. of
Firms Firms Actuaries Firms Actuaries Firms Actuaries
Employee benefits only:
S 46 34 08 3 25 8 326
Canada................... 5 2 4 3 37 1 32
Total................. .. 51 36 103 6 62 9 358
Employee benefits and
insurance:
US. .. 28 21 65 4 30 8 259
Canada................... 1 8 23 5 54 0 0
Total................... 29 29 88 9 84 8 259
Insurance only:
US.. . 36 7 18 0 0 0 0
Canada................... 0 0 0 0 0 0 0
Total................. .. 36 7 18 0 0 0 0
Computers:
LS. 6 5 16 0 Q 0 0
Canada................. .. 0 0 0 0 0 0 0
Total................... 6 5 i6 0 0 0 0
Miscellaneous:
US. 11 1 3 0 0 4} 0
Canada................. .. 0 §] G Q 0 4] 0
Total. ... ............. 11 1 3 0 0 [4] 0
All fields:
D 127 68 200 7 55 16 585
Canada................... 6 10 27 8 91 1 32
Total 12 7_ = -~—:q" r _-—74 - —7—_.-, cam —_




TABLE 7

NUMBER OF CONSULTING ACTUARIAL ORGANIZATIONS CLASSIFIED BY SIZE,
COUNTRY, AND REPORTED PRINCIPAL BUSINESS OF FIRM {OR OF PARENT

ORGANIZATION IF FIRM IS CONTROLLED BY OTHER ENTITY)

Principal Business of Firm 1 Actuary Acfl::ries Aci;izz:')ies zzz;rzizs Total
Actuarial:
US.o 104 59 6 10 174
Canada.............. 5 10 5 0 20
Total.............. 109 64 11 10 194
Insurance sales:
Seoo 7 1 0 3 1
Canada.............. 0 0 2 1 3
Total.............. 7 1 2 4 14
Computers:
S 4 5 0 0 9
Canada.............. 0 0 0 0 0
Total.............. 4 5 0 0 9
Benefit plan
administration:
S 2 2 1 0 5
Canada.............. 1 0 0 0 1
Total.............. 3 2 1 0 6
Financial:
US.. oo 3 2 0 0 5
Canada.... ..... .... 0 0 0 0 4]
Total.............. 3 2 0 0 5
Accounting:
Seo 1 0 0 2 3
Canada.............. 0 0 1 0 1
Total.............. 1 0 1 2 4
Management consulting:
Soo 3 0 Q 1 4
Canada.............. 0 0 0 0 0
Total.............. 3 0 0 1 4
Miscellaneous:
S 3 4 0 0 7
Canada.............. 0 0 0 0 0
Total.......... .... 3 4 0 0 7
Total:
US.. oo 127 68 7 16 218
Canada.............. 6 10 8 1 25
Total . ......... 133 78 15 17 243

425
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The relationships involved are quite varied, as are the mechanisms
that have been developed in at least some of these firms to protect the
actuaries involved in the exercise of their professional duties and
judgments.

The most common principal business where such nonactuarial control
exists is insurance sales. Several organizations in this category are fairly
substantial in terms of the number of actuaries emploved. Judged by
number of firms, computer services is the next most common nonactuarial
business, but most of these organizations have only a few actuaries,

Perhaps the type of nonactuarial affbliation or control that has aroused
the most interest among consulting actuaries is that involving accounting
firms. While the survey includes only four such situations, two of these
are classified as large actuarial firms, and one is of intermediate size.

Among the other areas of nonactuarial affiliation or control are benefit
plan administrators, management consulting firms, investment firms, and
insurance holding companies.

Most consulting actuarial firms are compensated on a fee-only basis.
However, 43 per cent of the firms that confine their practice to the em-
ployee benefits field do receive part of their compensation from commis-
sions. For many such firms, commissions constitute probably a small and
diminishing proportion of their total income for consuiting actuarial
services. Surprisingly, five of the forty-three firms that restrict their prac-
tice to the insurance field state that they receive part of their compensa-
tion from commissions as well as from fees.

III, PROFESSIONAL ORGANIZATIONS AND THE CONSULTING ACTUARY

The professional needs of consulting actuaries are, in some areas,
identical with those of actuaries employed by insurance companies. In
some other areas there is a difference in emphasis, while in still others
consultants have unique needs. By anqg large these needs are met by the
existing major actuarial bodies on this continent. The Society of Actu-
aries and the Casualty Actuarial Society, within their respective fields,
serve the educational and examination needs of all actuaries of both the
United States and Canada. The American Academy of Actuaries and the
Canadian Institute of Actuaries are designed to serve uniquely national
needs, such as those of dealing with regulatory bodies. The Conference
of Actuaries in Public Practice was organized to serve certain needs of
consulting actuaries that, at the time of its organization, were not ade-
quately served by other bodies.

All actuaries must have a good command of the mathematical and
statistical tools used in making actuarial calculations. The actuary also
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must have the analytical ability toderive and interpret pertinent informa-
tion so that these calculations will serve properly the purposes for which
they are intended. In addition, the actuary should be familiar with the prec-
edents and practices in the areas in which he applies his expertise. Both
consulting actuaries and insurance company actuaries have relied and,
doubtless, will continue to rely primarily upon the Society of Actuaries
and the Casualty Actuarial Society for training in these areas.

These organizations, because of the relatively small size of the pro-
fession, have borne the major burden of developing and maintaining the
body of knowledge used for the education of actuaries. This has resulted
in the development of a unique and effective educational and examination
program for the training of those entering and for the continued educa-
tion of those who are already in the actuarial profession.

Because both the Society of Actuaries and the Casualty Actuarial
Society are international organizations, the function of representing the
interests of actuaries in achieving legal recognition of the profession is
handled more appropriately by bodies that are national and that encom-
pass all or substantially all professionally qualified actuarics practicing
in the respective countries. Consultants, perhaps even more than actu-
aries employed by insurance companies, are vitally concerned with the
problems of legal recognition of their profession. Consequently, all con-
sulting actuaries practicing in Canada are members of the Canadian
Institute of Actuaries, while most consulting actuaries practicing in the
United States, if they can meet the experience requirements, are members
of the American Academy of Actuaries.

To a very substantial degree, man’s quest for financial security through
insurance and pension programs is dependent upon the mathematical
calculations of actuaries. But more importantly it is dependent upon the
judgment and integrity used by these actuaries in selecting the various
probabilities and factors upon which their calculations depend. Conse-
quently, the actuarial profession is charged with a high degree of public in-
terest. It is particularly appropriate, therefore, that those actuaries who
hold themselves out to the public as consulting actuaries not only should be
qualified to do so through appropriate education, training, and experience
but also should be subject to an appropriate code of professional conduct.
This code should be susceptible of enforcement and actually enforced,
when necessary, by appropriate disciplinary procedures. This, of course,
is the situation that exists not only for the Society of Actuaries but also
for its companion organizations—the Casualty Actuarial Society, the
American Academy of Actuaries, the Canadian Institute of Actuaries,
the Conference of Actuaries in Public Practice, and the Fraternal Actu-
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arial Association. All have adopted substantially identical guides to pro-
fessional conduct, and their bylaws do indeed make provision for appro-
priate disciplinary procedures.

The guides to professional conduct and the various opinions thereon
apply equally to all members of the several actuarial organizations. A
consulting actuary offers professional actuarial services directly to the
public, and therefore many of the provisions in the guides have particular
relevance to him. In his work with clients, he exposes the entire profession
to the public and accordingly has a special responsibility to be concerned
about not only his own reputation and honor but also those of the actu-
arial profession as a whole.

The guides and opinions obligate him to be sensitive to questions such
as conflict of interest, qualification to do the work requested, unfair or un-
professional promotion, competent work, and full disclosure of methods,
data, and assumptions used in his reports. They were designed to meet the
unique conditions surrounding actuaries and particularly consulting actu-
aties in the United States and Canada: that is, the prevalent corporation
structure of the firm and frequent affiliation with businesses such as
brokerage and accounting. These opinions are reviewed constantly and
revised to meet new conditions.

The one professional body on this continent organized specifically for the
purpose of representing the interests of consulting actuaries is the Con-
ference of Actuaries in Public Practice. The Conference was organized in
the same year as the Society of Actuaries. The reasons for its organization
were stated by Edward D. Brown, Jr., A.5.A., one of the charter members
of the Conference, at a Society meeting in Denver in May, 1951, as
follows: “The basic purposes of the Conference are 10 have an organiza-
tion through which consulting actuaries may meet to discuss their prob-
lems, to establish certain standards to be observed in public actuarial
practice, to cooperate in every possible way with the Society of Actuaries
and local actuaries’ clubs, and to educate the public to the value of
actuarial service.”

It is worthy of note that only five of the seventy-seven charter members
of the Conference were members of the Society, and that there were only
seventy-five members of the Society who at that time were identified as
consultants. With the passage of time and the increase in the numbers
of consulting actuaries this situation has changed materially. Currently
53 per cent of the members of the Conference are also members of the
Society (Table 8). Membership in the Conference is not restricted to
those who are consultants (government actuaries may qualify for any
class, and company actuaries may qualify for the Associate class of mem-
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bership), so that not all Society members who are also members of the
Conference are consulting actuaries.

Despite the substantial increase in the number of Society members
who are members of the Conference, probably less than 30 per cent of
the consultants who are members of the Society are also members of the
Conference. Undoubtedly the substantial experience requirements of the
Conference! have served to hold down the number of consulting actuaries
who are members of both the Society and the Conference.

While the Conference of Actuaries in Public Practice is not, itself, an
examining body, for all practical purposes an actuary can, at this time,
become a member of the Conference only if he is a member of the

TABLE 8

ANALYSIS OF MEMBERSHIP OF CONFERENCE OF ACTUARIES IN PUBLIC PRACTICE
BY STATUS IN OTHER ACTUARIAL ORGANIZATIONS (SPRING, 1974)

NONMEMBERS OF SOCIETY
MEMBERS OF SOCIETY .
WHo ARE T
OTAL
Crass oF CONFERENCE CONFERENCE
MEMBERSHIP , MEMBER-
Members of Not SRIP
Fellows Associates Members of
Academy
Academy
Fellows........... 101 58 102 3 264
Members. .. ... ... 31 26 32 1 9%
Associates......... 51 21 85 29 [ 186
Combined. .... 183 105 219 33 5490

American Academy of Actuaries. In turn, an individual currently can
become a member of the Academy only by meeting the examina-
tion requirements set forth in the Bylaws of the Academy. The in-
direct effect of this provision is to require that any new member of
the Conference, other than one admitted to the Academy under its
grandfather provisions (which expired in 1970), must have demonstrated
his educational qualifications by meeting the examination requirements
of the Academy.

! The current requirements for admission to the Conference include an experience
requirement for Fellowship of “not less than twelve years of experience in responsible
actuarial work, not less than five of which have been in full-time consulting practice
or in full-time work as an actuary of a federal, state, or local governmental unit.”
For the Member category the experience requirements are five vears of responsible
actuarial work, three of which must have been in consulting or government employ-
ment, while the Associateship category has simply a requirement of five years of
experience in responsible actuarial work.
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When the Conference of Actuaries in Public Practice was organized,
the statement was made that the “Society of Actuaries [did not] devote
any special attention to the consulting field.” This, no doubt, was a fair
description at that time, since both the control and activities of the
Society, by and large, reflect the fields of interest of the membership.
With the increase in the relative numbers of consultants in the Society,
the attention given to subjects of interest to consulting actuaries has,
indeed, increased—doubtless to the benefit of all members of the profession.

Representation of the unique interests of consultants at the policy-
making level of the Society has also increased. Special care has been taken
for a number of vears to insure reasonably proportionate representation
in the election of officers and members of the Board of Governors of the
various geographic and occupational classifications within the member-
ship of the Society. Overall this process has been successful at the Board
level, but not until the proportion of consultants became relatively sub-
stantial did this process come close to being effective at the officer level.
This may be due, in part, to the relatively small number of consultants
who have participated in the past in those Society activities that normally
lead to the participants being favorably known to the membership at
large. This circumstance is a natural result of the relatively small size of
the professional staff of the average firm offering consulting actuarial
services. There are obvious difficulties involved for members of the
Society in such smaller firms in devoting the time necessary to participate
in the activities of some of the more demanding Society committees,
notably the Education and Examination Committee. Despite this handi-
cap, it is interesting to note that about 16 per cent of the members of
the Education and Examination Committee are with consulting firms
and about 18 per cent of members of other Society committees are with
consulting firms.

IV. DEVELOPMENTS INFLUENCING GROWTH

The dramatic increase in the number of consulting actuaries during
the past twenty-five years has been due in large part to the growth during
this period in qualified pension plans and to the boom, at least in the
United States, in the organization of new life insurance companies.

The tax shelter given to both employer contributions to and investment
earnings of qualified pension plans, combined with labor union pressure
and wartime excess-profits taxation, gave a substantial impetus to the
adoption of pension plans in the United States. Self-insured pension plans
became increasingly popular for a variety of reasons, including the rigidity
of insurance company mechanisms, the inflexibility of insurance company
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investment policies, the fallure for many years of insurance companies
to reflect investment performance on new moneys, as well as the additional
costs, such as premium taxes and commissions, of insured plans.

These aspects of insured plans were capitalized upon by financial insti-
tutions competing for the management of pension funds. The opportuni-
ties and demand for consulting actuaries increased in step with the in-
creased popularity of self-insured pension plans and the increased volume
of pension plans in general. Some degree of polarization developed for
economic reasons between consulting actuaries, who tended to be identi-
fied with self-insured plans, and company actuaries, who, of course, were
identified with insured plans.

The consulting actuary’s involvement with pension plans is influenced
by the problems that the employer or plan trustees face in complying
with pertinent statutes. In the United States the primary statutory re-
quirements have grown out of the tax laws. Substantial additional com-
pliance problems, with which consulting actuaries inevitably will become
involved, will result when pension reform legislation is enacted in the
United States.

The war and postwar growth in pension plans in Canada and the
relative popularity of self-insured plans paralleled those of the United
States, with some differences. There were comparable tax shelters, union
pressures, wartime excess profits tax, and so forth. In Canada, however,
the tax shelter extended to employee contributions, and registered retire-
ment savings plans perhaps had a greater influence on pension develop-
ment there than H.R. 10 plans had in the United States.

However, two other developments in Canada had a marked effect on
pension development, and both occurred at about the same time in the
mid-1960’s. These were the start of the Canada and Quebec Pension
Plans and the enactment in four Canadian provinces—Alberta, Sas-
katchewan, Ontario, and Quebec—and in Canada, for employers under
its jurisdiction, of pension benefit legislation that required actuarial
solvency, minimum vesting, and other items for all pension plans within
these jurisdictions. It is difficult to say whether these two developments
had a positive or negative effect on the growth of pension plans—probably
negative, but clearly they increased greatly the need for actuarial services.

The bull market and the general economic climate following World
War II were conducive to the organization of new life companies. The
number of life insurance companies in the United States grew from 473
at the end of 19435 to over 1,800 by 1970. Since then the number of life
companies in the United States has stabilized substantially. Most of
these new companies were, of course, stock companies. This proliferation
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in the number of companies had an obvious effect upon the demand for
the services of consulting actuaries. Rarelv would a new life company
have a qualified actuary on its staff or even one qualified to do many of
the routine actuarial tasks necessary in the management of any life com-
pany. Consulting actuaries were, therefore, relied upon in most circum-
stances to perform many if not all of the normal actuarial functions of
developing and pricing the new company’s portfolio, setting up appropri-
ate procedures for valuation and statistical purposes, and supervising ihe
preparation of actuarial items for financial statements. In addition, the
consulting actuary often was called upon to advise management in con-
nection with administrative and marketing problems and sometimes to
participate in making management decisions.

As the life insurance business became more complex and companies
were faced with pressures to enter new fields such as group insurance,
health insurance, and casualty insurance, even companies that had quali-
fied actuaries on their staffs not infrequently turned to consulting actu-
aries for assistance. This occurred in connection either with a company’s
entry into a new field or with the emergence of operating problems and
financial losses after the company had entered the field without adequate
research and an experienced staff.

The boom in the formation of new life companies has been followed,
perhaps inevitably, by an increase in the number of sales, mergers, and
consolidations of life insurance companies. Since actuarial evaluations are
critical to the determination of values under such circumstances, and
since obviously it is in the best interests of the parties involved that these
evaluations be made by one who has no conflict of interest, the services of
consulting actuaries are commonly involved in such transactions.

The growth in the number of stock life insurance companies stimulated
the development of a wider market for life insurance company stock. The
financial reports required by regulatory authorities do not furnish, di-
rectly at least, a satisfactory measure of either earnings or value of stock
life companies. This situation, combined with the increasing importance
of life insurance company subsidiaries of conglomerate and other general
business corporations, has led to interest in applving generally accepted
accounting principles to life insurance companies, This interest culmi-
nated in 1972 in the preparation of a new draft audit guide entitled
“Audits of Stock Life Insurance Companies” by the American Institute
of Certified Public Accountants. Due to the specialized nature of life
insurance companies and the characteristics of their labilities, it is neces-
sary, particularly with respect to reserve requirements, to draw on the
expertise of the actuarial profession to restate earnings in conformity
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with this guide. In 1973 and 1974 this fact led to a major increase in the
work of consulting actuaries dealing with life insurance company prob-
lems. It also stimulated interest on the part of accounting firms in develop-
ing in-house actuarial competence.

V. CURRENT RANGE OF ACTIVITIES

As noted earlier, most consulting actuaries are working primarily or
exclusively with retirement plans and other employee benefits programs.
In most cases a consulting actuary’s clients are single emplovers, but a
variety of different types of entities may employ actuarial services in
connection with employee benefits programs. These include, in addition
to single employers, employer associations, multi-employer trusts, labor
unions, labor-management trusts, professional associations, and govern-
mental entities. Although the technical actuarial problems are substan-
tially the same regardless of the character of the employer, the pressures
upon the consulting actuary may vary appreciably depending upon the
nature of his client. For instance, it is not uncommon for two sides in a
labor-management trust situation to retain separate actuaries. In such
circumstances there frequently is pressure upon the actuary to act as an
advocate of his client’s interests. While appreciable differences in actu-
arial estimates are not unknown under such circumstances, it is a credit
to the actuarial profession that such differences have not created more
apparent controversy.

The establishment and administration of pension plans calls upon a
wide range of expertise, including that of the actuary. The plan’s primary
concerns are with the interrelated questions of how well the plan will
meet its needs and what it will cost. It must also be concerned with com-
pliance requirements and should be concerned with the problems of
imvestrment, communication, and administration.

The unique role of the actuary is that of estimating the probable cost
of pension benefits and, frequently, recommending methods that relate
to the timing and sharing of such cost. To handle this function properly,
the actuary must be familiar with the problems and techniques of plan
design, drafting, administration, and compliance. In addition, because of
the interrelationship between costs and benefits, the pension actuary must
be well informed on questions of benefit design and applicable regulatory
and compliance restrictions. However, these are not areas in which the
actuary has unique expertise. Depending upon the circumstances, indi-
viduals from other disciplines may take on the primary responsibility for
some or all of these functions. As a result, nonactuarial organizations
interested in pension plans, notably insurance brokers and pension plan
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administrators, have, with more or less success, sought to employ indi-
viduals with actuarial expertise. By the same token some consulting actu-
arial firms have broadened their capacities by including nonactuaries to
handle these related functions.

In his role as the expert best equipped to measure the cost implications
of alternative plan features and administrative and investment policies,
the consulting actuary normally is relied upon in the design of new plans,
the revision of existing plans, the valuation of pension plan liabilities,
and the preparation of tax qualification information. Detail was furnished
by some respondents to the questionnaire indicating their distribution of
activity in general areas. As might be expected, the solo practice and
small actuarial firms specializing in employee benefits devote substan-
tially more of their efforts to the development of new plans and the
revision of existing plans, typically between 30 and 50 per cent for the
firms with five or fewer actuaries. Typically, large firms (over twenty
actuaries) spend a smaller proportion of their time, between 15 and 25
per cent, in connection with the development and revision of plans.

The percentages shown in the accompanying tabulation have been

REPRESENTATIVE PERCENTAGE DISTRIBUTION OF ACTIVITY

BY FIRMS SPECIALIZING IN PENSIONS AND OTHER
EMPLOYEE BENEFIT PLANS

Small Firms j Large Firms

Development of new plans........... . 259, 5%
Revision of existing plans. .. .......... 20 10
Administration of plans. .. .. ..... .. ... 2 S
Periodic actuarial valuations, cost

studies, and projections. .. ... ....... 50 60
Miscellaneous............ ... ... ... 3 20

selected as more or less representative of the distribution of activity
among consulting actuarial firms specializing in pension and other em-
ployee benefits plans. Among the implications of these differing profiles
of activity are that a large firm will have more of a backlog of existing
business than a small one and is more involved in providing ancillary
services for its clients. In this latter regard the function of communica-
tions and employee statements was mentioned relatively more frequently
by large firms than by the smaller ones.

The range of problems dealt with by consulting actuaries in their work
for insurance companies is substantially as broad as the range of actuarial
problems dealt with by actuaries working full time for insurance com-
panies. Characteristically, however, an individual consultant will have a
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greater variety of problems to deal with over a period of time than his
company counterpart, particularly those employed in larger insurance
companies, This is so because the consultant serves a number of
clients and because his clients tend to be understaffed actuarially even
when they do have qualified in-house actuaries. This situation can be
both stimulating and frustrating—stimulating because of the variety of
new problems with which he must deal, frustrating because be seldom
has the time and sometimes lacks the facilities to research such problems
to the extent that he would like,

While no two individual consulting actuaries or separate consulting
actuarial firms can be expected to have precisely the same pattern of
practice, some light on the distribution of consulting activity for insurance
companies was revealed by the questionnaire returns. The amount of
detail available was limited by the practical necessity of using a limited
number of descriptive categories in the questionnaire and the fact that
relatively few of the respondents showed a percentage distribution of
their activities. However, the following could be considered more or less
typical:

Development of new products...... ... ... .. T o 9%
Preparation of ratebooks. . . ... ... . . L 5
Statement preparation including maintenance or verification of policy

TESETVES . . .\ it st e 25
Application of generally accepted accounting principles to insurance com-

PANIES. . . o 20
Management. . . . ... ... 20
Miscellaneous. .. ... ... . ... 10

Total. . 1009,

Prominent among the items classified as miscellaneous are (1) evaluation
of business in connection with acquisition or merger transactions, (2) tax
planning, (3) actuarial assistance in insurance department examinations,
and (4) marketing problems and projections of life insurance company
financial operations.

There are very few life insurance companies in Canada without full-
time in-house actuaries, and most of the medium and large life companies
have enough actuaries to satisfy most of their needs. Consulting actuaries
in Canada have not spent as large a proportion of time on life insurance
company work as those in the United States. Most of their work has been
with new companies and very small companies and on special assignments
for other companies, involving such areas as mutualization, stock valua-
tions, income tax, mergers, and so forth.
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Compared with the number of consulting actuaries involved in the life
insurance and employee benefits plan fields, there are relatively few actu-
arial consultants in the casualty insurance field. The cross-fertilization
between life and casualty companies is tending to change this situation.
Fifteen of the United States respondents to the questionnaire that were
engaged in consulting in the insurance field have members of the Casualty
Actuarial Society on their staffs, Traditionally the major areas of involve-
ment of consulting actuaries in casualty matters have been verification
of reserves and assistance to workmen's compensation funds. With the
inclusion of casualty insurance companies in financial conglomerates and
control of insurance interests by noninsurance people, both demand and
opportunities for consulting actuaries competent in the casualty field
are increasing.

The Blue Cross and Blue Shield organizations have become a major
factor in the health insurance business in the United States. There has
been an attitude of suspicion and distrust on the part of the management
of these organizations toward those connected with the life insurance
business. As a result, this industry has tended to develop its own special-
ists, some of whom have acquired a fair degree of actuarial expertise. A
number of these individuals who were not members of one of the organiza-
tions that sponsored the formation of the American Academy of Actuaries
were admitted to that organization under its grandfather provision.

There has been a growing tendency for the Blues to recognize the need
for actuarial analysis, advice, and assistance. This has been stimulated
in part by the desire of such organizations to develop viable plans and
alternatives to cope with the problems that can be expected to develop
for them in the event of the creation of a national health insurance pro-
gram by Congress. In addition, recent legislation in the United States en-
courages the establishment of health maintenance organizations (HMO's).
Blue Cross and Blue Shield organizations, as well as other entities inter-
ested in the delivery of health care, are exploring the feasibility of par-
ticipating under the provisions of this legislation. The training, analvtical
ability, and experience of actuatries equips them well to assist in the
financial planning and rate-making for such organizations. As a conse-
quence, many consulting actuaries are currently actively involved in work
for Blue Cross and Blue Shield organizations and for other groups inter-
ested in acting as HMO’s,

VI. EXPECTED FUTURE ACTIVITY
In order to obtain some concept of what consulting actuaries expect
to be doing in the future, these two questions were included in the ques-
tionnaire: (1) In what areas of work do you think the greatest growth and
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demand for consuiting actuaries will occur during the next ten years?
{2) What major new fields of application of their expertise do vou think
may develop in the future for consulting actuaries? Over 80 per cent of
the respondents replied to the first question and about 55 per cent replied
to the second. Not surprisingly, many areas of activity were mentioned
in responses to both questions.

About two-thirds of the United States replies to the first question sug-
gest that the greatest growth in demand for the services of consulting
actuaries can be expected in the employvee benefits plan area. The problem
of compliance with expected legislation and regulations in the United
States was a frequently mentioned factor. As stated in one response,
“The enactment of pension reform legislation by the present Congress
will result in a major increase in work of actuaries to {a) revise pension
plans to conform to new standards; (&) comply with funding require-
ments; (¢) measure vested benefit Habilities, total and unfunded, in con-
nection with plan termination insurance premiums; and (d) prepare actu-
arial reports for the regulatory agencies.”” A few respondents, while antici-
pating a surge in demand for actuarial assistance to pension plans during
the next several vears, suggest that the demand may thereafter actually
decrease because of either ‘‘a lessening of interest in private plans as
government plans become more significant” or ‘‘the limited flexibility
allowed by the government.”

A wide variety of activities aside from those in the compliance area
were mentioned in both the United States and Canada as expected rea-
sons for increase in activity of consulting actuaries in connection with
employee benefits plans. It was suggested, for instance, that consultants
will become involved in the development of new types of employee bene-
fits such as legal expense, casualty insurance, and scholarship benefits.
Several respondents expect that pension consulting actuaries will become
more involved in the design of over-all compensation and fringe benefit
programs. Others suggest that consulting actuaries may undertake to
represent plan participants and work for employee or public interest
groups. In somewhat the same vein, but in a different perspective, it was
suggested also that consulting actuaries may be retained to make inde-
pendent studies of pension funding reasonableness for boards of directors
concerned with outside director liability.

A number of respondents expect increased activity with pension and
other employee benefits plans in connection with: (1) investment fund
performance, (2) self-funding of employee benefits plans other than pen-
sion plans, (3) communicating benefits to employees, and (4) integrating
benefit plans of multinational organizations.
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It is not surprising, in the light of the widespread activity of consulting
actuaries in the United States in implementing the application of gen-
erally accepted accounting principles to the life insurance industry and
the current interest in this subject in Canada, that matters related to
financial reporting and analysis were the areas of involvement with insur-
ance company problems in which most respondents to the questionnaire
expected increased activity in the foreseeable future. Closely related areas
that were mentioned included assistance to regulatory bodies in develop-
ing and implementing more effective methods of supervision of the finan-
cial condition of insurance companies, including: (1) development of
standards of minimum surplus; (2) analysis of earnings by source; (3) tax
planning; and (4) long-range planning.

A number of respondents expect increased activity on the part of con-
sulting actuaries in the casualty insurance area due, in part, to the in-
crease in the number of insurance companies, holding companies, and
conglomerates that have become involved in both the casualty insurance
area and the life insurance area. As one respondent put it, “The separa-
tion of life and casualty actuaries is already obsolete, Since associated
groups write insurance across the board and staffs are becoming integrated,
actuaries must prepare themselves to deal with all lines. This is true for
consultants as well as in-house actuaries.”

The prospect of enactment within the near future of some form of
nationa! health insurance legislation in the United States, together with
the recently enacted health maintenance organization legislation, ap-
parently led a number of respondents to foresee a substantial increase in
the amount of work for consulting actuaries in the health insurance area.
This expectation was hedged in some situations. As one respondent said,
“Unless a monolithic governmental health insurance system is estab-
lished, which now seems improbable, there will be a great expansion in
need for actuarial staffs to lay foundations for fixing premiums for and
analyzing experience of the large numbers of organizations which will be
engaged in health insurance activities.”

Some respondents foresee more use of consulting actuaries by “life
companies with inadequate in-house actuarial staffs” or by “large com-
panies in their [the consultants’] areas of specialty.”

A substantial proportion of respondents foresee a trend to apply the
expertise of consulting actuaries in areas which, while certainly not
wholly new to the actuary, are also not unique to the actuary. Some
foresee the entry of the consulting actuary into, for instance, “full-
fledged management consulting [other than for insurance companies].”
A more common viewpoint is that the consulting actuary will become
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invelved, as one respondent suggests, in “extension of contingency—
evaluation and financial—discounting skills beyond the insurance indus-
try,” or, in the words of another, in the “application of probabilistic
techniques in financial forecasting of corporations and governments.”

Closely related to this viewpoint is the expectation that consulting
actuaries will become involved with the application of operations research
in noninsurance areas. (On the other hand, one respondent expressed
a fear that operations research specialists will make inroads into the fields
of actuarial specialties.)

A number foresee increased utilization of consulting actuaries in mat-
ters involving the public interest. For instance, ‘“‘Consulting actuaries
may be called on to aid government and private planners in all areas
relating to demographic projections. This area will become vital due to
Increasing shortages of many raw materials crucial to mankind’s future
development.” In a related vein, “I expect that as governments realize
the expertise of actuaries more use will be made in areas of government
trends and financing. A similar result could be achieved in the fields of
consumerism and health hazard appraisal.” The possibility of increased
involvement of consulting actuaries in areas of consumerism was indicated
by one respondent as follows: with “growing concern with air, water, and
soil pollution and their impact on life and health there will be increasing
need to devise sophisticated measurements of effects of various forms of
pollution on human health and longevity. Actuaries can, should, and one
hopes will make major contributions toward measuring pollution effects
and the effectiveness of various tvpes of control.”

VII. CURRENT UNRESOLVED PROBLEMS

The consulting branch of the actuarial profession is faced with several
unresclved problems and unanswered questions. These include appropri-
ate public recognition of the profession, relationships between the actu-
arial profession and other professions, and the question of how the interest
of consulting actuaries may be represented most effectively. Some of
these problems necessarily concern the entire profession, while others are
of concern primatily to the consultants,

The actuaries’ desire to have appropriate public recognition of their
profession led to the establishment of the American Academy of Actuaries
in the United States and the Canadian Institute of Actuaries in Canada.
By the very nature of their relationships with the public, consulting actu-
aries are vitally interested in the matter of accreditation of actuaries.
Public recognition of a profession through statutory or regulatory means
is justified when, and only when, members of the public may suffer when
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they utilize the services of improperly qualified individuals who purport
to be members of the profession but who do not have the appropriate
training and/or experience necessary to qualify them to practice in that
field.

The damage that may be inflicted upon the public as a result of inade-
quate funding of pension plans is apparent to any student of the subject.
Since adequate funding is founded upon a proper understanding of the
likely size and incidence of the required payments under a pension plan
—and this is information that can be determined only by actuarial calcu-
lations—the public’s interest in the soundness of pension plans must lead
to concern that only qualified actuaries be permitted to make actuarial
calculations in connection with such plans.

This matter has been resolved in an appropriate manner in Canada,
where the various pension benefits acts and regulations require an actu-
ary’s report for almost every pension plan within the jurisdiction of the
acts, and an actuary is defined as an F.C.L.A.

The passage of the Employee Retirement Income Security Act of 1974
has laid the foundation for resolution of this matter in the United States.
Under this act most private pension plans will be required to submit to
the secretary of labor periodic actuarial statements prepared by “enrolled
actuaries.” Responsibility for determining the standards to be met by
those who seek to become enrolled actuaries, within broad guidelines set
forth in the act, rests with a board authorized under that act. As of
October, 1974, these standards had not yet been promulgated.

At the state level the problem of recognition of the actuary primarily
grows out of the interest of state insurance commissioners in the qualifica-
tions of the actuaries responsible for the determination of policy reserves
and other actuarial items included in insurance company statements filed
with them. Membership in the American Academy of Actuaries has been
recognized as evidence of qualification by the seventeen states that so far
have adopted specific regulations for this purpose. One may reasonably
expect a slow but steady expansion of this form of recognition at the
state level.

In Canada, only F.C.I.A’s may certify the annual statement reserves
of life insurance companies, fraternal societies, and the noncancelable
sickness and accident business of casualty companies.

By the very nature of the problems with which he is concerned, the
consulting actuary must work in a multidiscipline environment. In order
to be effective he must have a good understanding of other fields that
impinge upon actuarial responsibility and, at the same time, recognize
the limits of that which is uniquely actuarial. Specifically, consulting
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actuaries commonly work closely with lawyers, accountants, those in the
investment field, and, on occasion, insurance salesmen and brokers. The
development of appropriate working relationships which preserve the in-
tegrity of the actuary and at the same time recognize the integrity of
others is a problem with which all consulting actuaries must deal.

Because actuaries are involved in the development of new insurance
products, which ultimately must be reduced to contract language, and,
in a parallel manner, the design of pension programs, which likewise must
be described carefully in plan language, it is common practice for actuaries
to draft the documents that express the contractual relationships in-
volved. Although this is an appropriate and practical procedure, every
consulting actuary learns early in his career that these documents are
legal instruments and that the responsibility for them should be taken
by an attorney. Attorneys knowledgeable in these fields quickly learn to
respect the expertise which the qualified actuary brings to the problems
of adequately and precisely expressing the relationships involved in insur-
ance contracts and pension plans. As a result, in most situations, con-
sulting actuaries have developed good working relationships with their
counterparts in the legal profession with whom they must collaborate in
the development of these documents without raising serious questions as
to professional jurisdiction.

Actuaries and accountants are now involved in developing a corre-
sponding relationship between their professions. The preparation of finan-
cial statements for insurance companies requires the talents of both
professions. Yet there are very few individuals who have received pro-
fessional training in both fields. As a consequence both actuaries and
accountants are finding it necessary to develop a clearer understanding
of the interrelationships between their respective professions and to
recognize the appropriate limits of their own areas of expertise. The
increased recognition of the importance of pension plan liabilities to the
determination of the earnings and the financial condition of business
enterprises in general brings the two professions together on a broader
front.

In order to cope with these situations some accounting firms have
employed actuaries to assist their clients either in establishing and main-
taining pension plans or in auditing life insurance company statements.
This has led, in some instances, to the development of consulting actu-
arial organizations within or subsidiary to accounting firms, which offer
substantially the same range of actuarial services as independent con-
sulting actuarial firms.

Several insurance brokerage firms, presumably initially because of their
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interest in insured employee benefits, have established consulting actu-
arial organizations specializing in the pension and employee benefits plan
areas. In addition, some insurance companies have established subsidiary
organizations offering consulting actuarial services to the public.

A variety of questions inevitably arise from these interrelationships
between actuaries and those in other disciplines. From the standpoint of
the actuarial profession the overriding concern should be that, whatever
the relationships, no condition should be established that restrains the
actuary in the independent exercise of his professional judgment or im-
pairs the access of the client to the actuary.

The question of independence of the actuary is receiving current atten-
tion from a joint committee of the various actuarial organizations. At
issue is the question of the degree of financial and organizational inde-
pendence that should exist on the part of an actuary certifying to the
actuarial items in insurance company statements, The interest of con-
sulting actuaries in the resolution of this question is obvious.

At present no one actuarial organization adequately represents the spe-
cialized interest of the consulting segment of the profession. This is so,
in part, because consultants are a minority (a growing minority, it is true)
of the members of the Society, and, in part, it is due to the division of
loyalties that exists in the minds of many consultants between the
Society of Actuaries and the Conference of Actuaries in Public Practice.

The fact is that no one organization includes all qualified consulting
actuaries in both the United States and Canada. Both the Canadian
Institute of Actuaries and the American Academy of Actuaries are essen-
tially national organizations. The Society of Actuaries, while it has the
largest number of consultants in its membership of any of the national or
international actuarial bodies, does not include in its membership an
appreciable number of qualified consulting actuaries who are members
of the Academy or the Conference of Actuaries in Public Practice. On
the other hand, less than a third of the members of the Society of Actu-
aries who are employed as consultants are members of the Conference of
Actuaries in Public Practice,

It appears that most, if not all, of the educational and examination
requirements for consulting actuaries are met by the Society of Actuaries
and the Casualty Actuarial Society. Indeed, the needs of consultants
might be better served if the educational and examination structures of
these two organizations were further consolidated.

In the sense that the discussion of new developments and other ex-
changes of ideas that occur at periodic meetings of actuarial organizations
are part of the continuing educational process, the meetings of the
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Society serve the interests of consultants as well as actuaries of insurance
companies.

The American Academy of Actuaries in the United States and the
Canadian Institute of Actuaries in Canada are structured to serve the
needs of all actuaries in these countries in dealing with governmental
agencies on accreditation questions. As such, they appear to serve effec-
tively the interests and needs of consulting actuaries.

However, there is serious question as to whether all of the unique
interests of consulting actuaries are or can be represented adequately
within the existing structure of the various actuarial organizations.
Under the circumstances it seems wise to review again the structure of
the professional actuarial organizations with the objective of developing
some consolidation and restructuring that would better serve the needs
of all elements of the profession.

VIII. CONCLUSION

The relatively rapid growth of the consulting segment of the actuarial
profession that has been observed during the first twenty-five years of
the Society of Actuaries can be expected to continue into the foreseeable
future. The forecasts made by the Society’s Committee to Encourage
Interest in Actuarial Careers—referred to in some detail in Mr. Bragg’s
paper—indicates an expectation of an 85 per cent increase in the number
of actuaries needed in the consulting field in the five-year period from
1973 to 1978. The corresponding expectation for actuaries employed by
insurance companies is 36 per cent. Whether or not these growth rates
will be achieved, the fact is that the consulting segment already is an
important component of the profession and can be expected to become
even more 50.

For this reason it can be expected that the actions of the Society of
Actuaries, as the largest organization representing the actuarial profes-
sion, will give increasing recognition to the professional problems of con-
sulting actuaries. This can be accomplished effectively, of course, only if
those members who are consultants carry their share of the load and
participate fully in the activities of the Society at all levels, including
committee activities, preparation of papers and studies, and representa-
tion in the elected board and officer positions. There is reason for opti-
mism that this will be done.







DISCUSSION OF PRECEDING PAPER

ROBERT J. MYERS:

Messrs. Eckler and Milliman have made a very valuable contribution
to the actuarial literature in presenting a vivid portrait of present-day
consulting actuaries on the North American continent.

One area in which increased activity of consulting actuaries may
occur is that of representing the participants in emplovee benefit plans.
I have always had a strong belief that pension actuaries should, in all
cases, represent such participants to a very considerable extent, even
though the emplover is the client of the actuaries. In the same way, T
have the belief that actuaries employed by insurance companies, whether
stock or mutual, should have the interest of the policyholders at heart.
Similarly, the government actuary should not consider himself as being
solely responsible to, and under the control of, the particular political
party in power.

The authors quite correctly point out that the consulting actuary must
have a good understanding of other fields which impinge upon the
actuarial responsibility. However, in listing these various other dis-
ciplines, they make no mention of economics. This subject is a very
important area and one that too often is neglected by actuaries, particu-
larly in the fields of health insurance and social insurance, There is a very
grave danger that economists will displace actuaries in the field of social
insurance cost estimates, especially in the area of national health benefits.

From long experience and acquaintance with economists, I am con-
vinced that, on the whole, they do not have the technical competence
and experience to prepare adequate long-range cost estimates for social
insurance programs. The possibility of economists’ acquiring such
responsibilities is related to the unfortunate tendency in Washington to
seek advice more and more from Ph.D.'s rather than from persons with
practical experience,

CHARLES BARRY H. WATSON:

The deep gratitude of all members of the actuarial profession is due
the authors of this paper, which they have written on the occasion of the
twenty-fifth anniversary of the Society of Actuaries. The idea of writing
on the subject of the consulting profession was indeed an excellent one,
and Messrs. Eckler and Milliman have developed this idea into a dis-
tinguished contribution to the literature dealing with our profession.

445
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I say that the idea of the paper was a good one for two reasons. First,
it is indeed true that consulting actuaries over the vears have become
an increasingly important segment of the profession. As is well docu-
mented in the paper, their numbers have grown astronomically, as has the
scope of their assignments, This is indeed a striking development. The
second reason is, however, to my mind more important. The presentation
of this paper gives us the opportunity to reflect upon the nature of our
profession and its relationship to consulting.

There seems little doubt that over the lifetime of the actuarial pro-
fession, at least here in North America, the great majority of actuaries
have viewed themselves as working for a particular insurance company’,
They have regarded their relationship to that insurance company as in
the typical employer-employee mold.

I would argue, however, that this is a profound misconception of the
relationship between an insurer and an actuary—so long as the actuary is
a professional. A professional renders advice, not service, This is at the
heart of the reason he is a professional and not a tradesman. Moreover,
since advice can be taken or not, it must be rendered to a client. One
renders service to an emplover, advice to a client. Hence an actuary who
works for an insurance company is really a consultant with one client,
that company. We actuaries, if, and to the extent that, we are pro-
fessionals, are all consultants.

In this regard, it is striking that the Royal Charter granted in 1868 to
the Faculty of Actuaries—the earliest charter of an actuarial bodv—
stated that “the profession of Actuary is largely called into requisition,
in the same manner as that of Advocate or Barrister, in advising and
directing the public in regard to a great variety of pecuniary interests.”
Actuaries were to render advice, in a manner comparable to that of the
legal profession. Advice to clients, not service to employers.

It is entirely possible to exaggerate the practical implications of this
distinction. The actuary, and in particular the actuary who works for an
insurance company, is in practice a hybrid creature—part employee and
part professional. Undoubtedly most of the time he works as an employee,
carrying out particular acts of service requested by his employer. How-
ever, on occasion (and these occasions come more often than one might
initially suspect) he is asked to give advice to his client/employer in
matters which require the exercise of his actuarial judgment. On these
occasions he acts as a professional, and his employer is then his client.

This hvbrid nature of an actuary’s relationship to his client/employer
is, I believe, found in other professions. It is intensified, however, in our
profession because historically so many of our members have worked for
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insurance companies. For this reason the distinction between emplover
and professional has never seemed too important in practice.

1t is, of course, important in principle. A professional must preserve a
certain distance of independence between himself and his client. Obvious-
ly, if the client is his sole employer, the independence cannot be economic.
It can, however, be psvchological and judgmental—and real.

What this means is that the actuary must retain professional responsi-
bility for his advice. In the past this has not been too difficult to do, for
several reasons. His advice could always lean on the side of safety. If he
gave this advice to an insurer, he was sheltered by the arms of the
regulators, whose prescriptions were commonly viewed as overly con-
servative. If he gave it to a pension plan sponsor, he knew that the
sponsor was interested most commonly in making certain that there was
enough money in the plan; pension plans were not yet viewed as profit
centers. Perhaps more importantly, reliance on his advice normally was
restricted to entities who did, or could, understand the implications of
his advice—insurance companies, pension plan sponsors, and the like.

Today, however, the situation has changed. To err unreflectively on
the side of conservatism is no longer permitted under generally accepted
accounting principles or under the new United States pension legisiation;
the actuary must choose his assumptions consciously and responsibly.
His advice no longer will be given only to his direct clients; stockholders,
policyholders, pension plan participants, and the public at large are now
viewed as being affected by his arcane calculations. Today the responsi-
bility of the actuary for his advice is both deeper and broader than
formerly.

An actuary owes his clients both high professional ethics and sound
actuarial practice. Our profession has long had a satisfactory code of
ethics and wise interpretations of this code. It remains imperative for the
code and interpretations to be expanded and modified in the light of
changing developments and obviously, to be rigorously enforced.

Until very recently it has not seemed necessary, in part for the reasons
given above, to codify proper actuarial practices. That day is past. If our
profession is to retain the confidence of our clients and those other publics
that rely upon us, it will be necessary for us to develop ‘“‘generally accepted
actuarial practices,”” Hence I welcome efforts of those committees
established by our profession which are promulgating recommendations
as to sound actuarial practices in the areas of financial reporting principles
and pensions. These activities are essential to the health, even the
survival, of our profession and deserve the widest possible attention and
support of all actuaries,
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Messrs. Eckler and Milliman have charted well the history of the
consulting actuary and have thrown much light on his present condition
and future prospects. The future is bright, provided that all professional
actuaries, recognizing that they are indeed consultants under the skin,
work together to maintain and improve the ethics and practices of our
common profession. To this task, the paper by Messrs. Eckler and
Milliman, and the entire program of the Society’s twenty-fifth anniver-
sary meeting, have made a notable contribution.

(AUTHORS’ REVIEW OF DISCUSSION)
SAMUEL ECKLER AND WENDELL A. MILLIMAN:

We have received two discussions of our paper. Robert Myvers urges us
in our consulting actuarial work to regard as our client not the employer
and not the insurance company, if that is our emplover, but the benefi-
ciaries of the employee benefits system or insurance company system
that we are advising. He also asks that we play our role in social insurance
planning and in pension planning and that we resist, to some extent, the
incursions of the economists into some of the roles that he thinks the
actuary should be playing more strongly. Barry Watson concurs. He also
feels that the actuary working for an insurance company should regard
himself in a sense as a consultant there as well. Finally, he agrees with
the paper’s position on the critical need to develop recommendations for
written actuarial principles for pension plans and for insurance opera-
tions.

We wish to thank Messrs. Myers and Watson for their discussions of
our paper.




