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Association of consulting actuaries 

Although the Dutch association of consulting actuaries (KORA) could welcome some 
new members, it has had some hard years. Since 1992 four members died, from which 
three were still active. On a total number of twenty-nine active members this means a 
heavy loss. 

But there is good news too. In 1994 the KORA will celebrate its 25th anniversary. 
Because of this a seminar will probably be organized and I am sure that the annual 
meeting during the summer will be one of joy. 

Economic background 

The following table shows some statistics to give the reader some economic background 
in the Netherlands. 

Economic statistics 

Year 

1989 
1990 
1991 
1992 
1993 

Price inflation Wage inflation Yield on public loan 
% % % 

2.1 1.3 7.2 
2.3 3.2 9.0 
3.2 3.4 8.8 
3.0 4.1 8.2 
1.8 1 .O 6.3 

Social security 

The Dutch v i a l  security system includes the following legislation: 

Retirement benefits: AOW 
Survivors' benefits: AWW 
Long-term disability benefits: AAW and WAO 
Short-term disability benefits: ZW 
Unemployment benefits: WW and IOAW 
Medical care: ZFW and AWBZ 
Family allowances: AKW 



In 1994 the legal gross minimum wage for an adult amounts to f 28,035. 

Retirement benefits. The retirement age is 65 for both men and women. Early or late 
retirement is not possible. The full benefit is paid to all residents who paid contributions 
over their income between age 15 and 65. For each year of non-residence the benefit is 
reduced by two percent, unless contributions are paid on a voluntary basis. 

The AOW provides a flat rate pension that equals 50% to 100% of legal minimum 
wage on a nen basis. The level depends on marital status. Both partners of a couple 
(married or cohabiting) receive a nett pension of 50% of the legal minimum wage. If 
one of the partners is still younger than 65, the other partner receives a nett pension of 
70% of the legal minimum wage. In addition the older partner can get an allowance up 
to 30% of minimum wage if the younger partner does not earn his own income. The 
pension for a single person equals 70% of the minimum wage. As from 1 February 
1994 the allowance will increase from 30% to 50% because the benefit for a beneficiary 
with a partner younger than 65 declines from 70% to 50%. 

Survivors' benefits. All residents are covered for survivors' benefits, on the understan- 
ding that the spouse's pension is only paid to married partners. A bill that provided also 
the coverage of unmarried partners and redesigned the benefit structure has not been 
accepted by the parliament. The implementation of the proposed changes has been 
postponed again because the government and the parliament are unable to agree 
whether married and cohabiting couples should be treated equally. Probably new 
legislation in this area will be an item of negotiations when a new government has to be 
made. later in 1994. 

Currently a spouse's pension is paid to a widow or widower who fulfils one of the 
following conditions: 
- Is over age 40 on the date of the partner's death; 
- Has an unmarried child born before the death of the partner; 
- Is disabled for at least 45%; 
- Is pregnant on the date of the partner's death (only women). 

If the spouse does not fulfil one of these conditions, a temporary pension is paid. The 
duration of the temporary pension depends on the age. It equals six months if the 
spouse is 26 years or younger on the date of the partnefs death; for each year over age 
26 the duration is extended with one month. 

Like the retirement pension the spouse's pension is a flat rate amount, the level of 
which is linked to the legal minimum wage on a nett basis. A spouse with the care of a 
child under age 18 receives a nett pension that equals the full nett minimum wage. 
Without a child the benefit equals 70% of the minimum wage. The spouse's pension 
ceases on remarriage or at age 65 when the retirement pension becomes due. 

If a child becomes parentless an orphan's pension is paid up to age 16 or age 18 in case 
of disability or age 27 in case of full-time education. The level of the benefit depends on 
the age of the orphan. 



The tables below show a summary of the retirement benefits and spouses' benefits for 
the last couple of years. 

Social security 
Annual retirement b ens ions 

Date A 0  W for couple A 0  W for single person 
f f 

Social security 
Annual spouses' pensions 

Date A WW for widow 
with child 

under age 18 
f 

A WW for widow 
without child 
under age 18 

f 

Disability benefits. The ZW provides a cash sickness benefit to employees that 
amounts to 70% of earnings up to a ceiling off  74,360 a year. Since 1 January 1994 
the employer has to see to it that the employee's salary will be paid out during the first 
six weeks of sickness (two weeks for companies with less than 15 employees); this 
period is no longer covered under the ZW. Also the Civil Code changed to ensure that 
employers will pay at least 70% of earnings or the legal minimum wage. 

Last year the Dutch parliament has approved significant changes to the long-term 
disability suucture. After one year of sickness the WAO provided a disability pension to 
employees that amounts to 70% of earnings in case of full disability (maximum salary 
f 74,360). The benefit varies according to the degree of disability. From 1 January 
1993 new claims for State disability benefits wiU only be payable for a maximum period 
of one to three years, depending on the employee's age. After the maximum period the 
disabled employee will be entitled to a benefit of 70% of the legal minimum wage, 
increased by an allowance related to age and former salary. The government expects 
these changes to save f 70 million in 1994, rising to f 3,075 million in the year 2000. 

The AAW provides a disability pension on minimum level to all residents. 



Unemployment benefits. The unemployment benefit is equal to 70% of earnings up to 
f 74,360 a year. The benefit is payable for a period of six months to 4.5 years depen- 
ding on age. For older people there are some additional provisions up to age 65. 

Medical care. Medical expenses for employees having an income under f 58,100 a year 
are covered through the state sickness fund (ZFW); special expenses (hospital among 
other things) for all residents are covered through a special fund (AWBZ). Higher-paid 
employees are not covered by the ZFW, but many insurance companies provide 
coverage via group insurance of the same benefits. 

Contributions. The contributions for 'all-residents insurances' (AOW, AWW, AAW 
and AWBZ) are paid by the employee. Before 1990 the employer paid a part of these 
contributions too. Since the change in contribution system the employer has to 
compensate the employee by a special 'transfer allowance'. The transfer allowance equals 
11.6% of salary up to f 76,350. Following proposals of the government the transfer 
allowance will legally be integrated in the gross salary from 1996. 

People over age 65 do not pay conuibutions for the AOW, although there is a lot of 
discussion to have them do so because of the high cost of social security. Since this year 
they do pay a small contribution for the AWW. 

The social security contribution rates for 1994 are shown below. 

Social security 
Contributions 1994 

Description Employer Employee Franchise Ceiling 
% % f f 

AOW 
AWW 
AAW 
AWBZ 
ZW 
WW 
WAO 
ZFW 

Transfer allowance 1 1.60 76,350 

Occupational pension plans 

In general benefits under the Dutch social security system are flat-rated and based on a 
social minimum level. Therefore most companies provide supplementary pensions. In 
many cases the occupational pension plan is achieved by negotiations benveen employer 
and employees (collectively or individually). 



An employer who makes a pension promise to his employees has the choice of three 
ways to realize this promise. The Pension and Savings Fund Act (PSW) requires that 
the promise will be executed by: 
- Joining an industry-wide pension fund; 
- Establishing a company-sponsored pension fund; 
- Insurance policies. 

However, the employer is not totally free to make his choice. If there exists an industry- 
wide pension fund in the industry of the company, joining this fund is almost always 
mandatory. Sometimes the concerning company has contracted out on the condition 
that its pension plan is at least as good as the industry-wide scheme. In case there is no 
industry-wide pension fund, the employer has to chose one of the remaining possibili- 
ties to execute his pension promise. 

These days many employers are redesigning their pension plans because of legal and 
social developments. Acnrally it is not possible to give a typical benefit structure. Below 
some main elements of a Dutch pension plan are discussed. 

Pension system. Although there is a trend towards more defined contribution it cannot 
be denied that by far the most pension schemes are of the defined benefit type. 
Particularly with the large companies, the final pay system (or average of the last three 
to five years) is still in favour of both employer and employees. But the career average 
system by which the accrued benefits are revalued annually is gaining popularity. Pretty 
common is a combined system: final pay for normal salary and career average for shift 
allowance. 

Pensionable earnings. Pensionable earnings usually include annual base salary and 
holiday allowance. The state pension is integrated by applying a salary offset. I t  is quite 
common to calculate an extra pension over earned shift allowances, if applicable. 

Retirement age. Normal retirement age is 65 for both men and women. Early retire- 
ment provisions are sometimes part of the pension plan but separate schemes, the so- 
called VUT schemes, are still more common. Very rarely late retirement is an option. 

During the last decades many VUT schemes have been established. More than half of 
all employees is granted to a VUT benefit. Up till 1990 the benefits were improved on 
a regular basis (average early retirement age 60, average benefits about 80% of gross 
last salary, continuation pension plan). The costs of the plans vary between 3% and 6% 
of gross salary depending on age structure and plan. Most VUT plans are described in 
the collective labour agreements which last for one or two years. Many employers' 
organizations have a problem in continuing the current plans because the costs are 
increasing. In some cases a reduction in VUT benefits or a replacement with flexible 
retirement plans was acceptable. 

Retirement benefit. The annual retirement pension usually equals 1.75% of pensiona- 
ble earnings for each year of service between age 25 and age 65. A cash option is never 
provided because it is not tax-eficient. 



Death benefits. The spouse's pension usually equals 70% of retirement pension. In case 
of death during active service the retirement pension is based on current salary level and 
projected service. The orphan's pension mostly equals 14% of retirement pension. 

Because it is not tax-efficient, lump sum benefits on death before retirement are also 
never provided by the pension plan. Some companies have separate arrangements. 
When a lump sum is provided it often amounts to one year's salary. Lump sums on 
accidental death are more common because they receive a preferential tax treatment. 

Disability benefits. Until last year supplemental disability benefits were only provided 
for higher-paid employees, for the social security benefit was relatively high. Regarding 
the salary in excess of the social security ceiling (1994: f 74,360) the supplemental 
benefit still amounts to 70% or 80% of earnings in case of full disability; so the level 
does not depend on the number of service years. The benefit is payable up to age 65, 
normal retirement age. 

Since the cut of the state pension last year, new disabled employees who are younger 
than 58 will have a gap in their income. The younger the employee, the higher the gap. 
Many companies have established arrangements to cover the disability gap. This is 
mainly done by insurance companies. Only some larger companies have covered the gap 
in their own pension funds. Pretty remarkable is the fact that the costs of the insurance 
of the disability gap are mainly borne by the employees. 

Vesting. Since 1987 employees who leave the company after one or more years of 
service are entitled to a proportional deferred retirement and spouse's pension according 
to the plan's formula. If the employee concerned has earned extra service years because 
of a transfer of pensions from a former employer, the legal requirement of at least one 
year of service to vest benefits will be lapsed. 

Taxation. Pensions are taxable income to the employee. Employers' and employees' 
contributions to social security and occupational pension plans are tax-deductible. 
Contributions for lump sum benefits are not, but on the other hand lump sum benefits 
are tax-free. Employers' contributions to pension plans are not taxable to the employee. 

Recent developments 

A description of a lot of developments on social security and occupational pensions is 
already integrated in the text above. Below some more coming changes are shortly 
discussed. 

Pensions Act revised. The Ministry of Social Affairs has submitted to parliament some 
proposed changes to the Pension and Savings Fund Act. The most important revision 
will reduce an employee's loss of pension rights on changing jobs. Terminating 
employees will have the legal right to transfer their pension rights, which will usually be 
translated into additional years of service in the new pension scheme. Other major 
changes introduced by the legislation include the equal treatment of full-time and part- 
time workers in the accumulation of pension rights, prohibition of surrendering the 



pension rights at emigration and legal disclosure requirements. The proposed legislation 
is expected to take effect from 1 May 1994. 

Taxation excess assets. Faced with fierce opposition from the associations of pension 
funds, the Dutch government has shelved its proposal to assess a flat-rate tax of 40% on 
excess pension fund assets. In return, pension funds are being invited to participate in 
the new Industrial Fund, which has been set up by the government to provide equity 
capital for investments in the Dutch infrastructure. 

Freezing social security benefits. In view of the continuing recession and high 
unemployment, the Social Economic Council (SER) has called for both the legal 
minimum wage and social security benefits to be frozen throughout 1994. The 
Christian Democratic Party has also suggested that the general retirement pension 
benefit should be frozen. Such matters will be decided by the new government to be 
elected in May. 


