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Professional Organization 
During the past two years the membership of the associa- 
tion of independent, self-employed actuaries and economic 
mathematicians in the Federal Republic of Germany has 
grown from 18 to 20 members. All members are participat- 
ing actively in the corporate work of the executive com- 
mittee of the German section of IACA. 

Two years ago we could report on the endeavours to estab- 
lish an appropriate and uniform image of the consulting 
Actuary in Germany in view of qualification and profes- 
sional organization. In the meantime the Institute of 
Consulting Actuaries for Pension Plans (IVS) has been 
founded at the instigation of the German Association of 
Actuaries (DGVM), the Association for Companies' 
Pension (ABA) and the German Section of IACA. 

It is the task ofthis institute to promote the expert guidance 
and advice in the field of pensions by Consulting Actuaries. 
Everybody can become a member if he has the appropriate 
special knowledge of a Consulting Actuary, and if this 
knowledge is evidenced by passing an examination at the 
institute. This examination can be taken by everybody who 
- among other points - has been practicing to an 
adequate extent the profession of a Consulting Actuary for 
pension plans for at least three years in Germany, A certifi- 
cate on the passed examination is issued, and this certifi- 
cate can be used, if required, to serve in general as proof of 
the expert knowledge, and to support an application filed 
with a court for permission to give legal advice on the 
subject of pension plans. Furthermore, this certificate is 
also recognized by the DGVM as prerequisite for a 
membership. 

General Information 
During the past two years in the Federal Republic of 
Germany 
- the average rate of increase 

in wages and salaries was 5 to 6% p.a. 
- the rate ofincrease in the 

cost of living index was approximately 6% p.a. 
- the rate ofincrease in social 

insurance pensions was 4,O respectively 5,8% p.a. 
For the first time since many years in 198 1/82, the increase 
in cost of living was higher than the increase in wages and 
salaries. 

The rate of interest on bonds amounted to more than I I% 
in the middle of 198 I and is a t  present close to 10% p.a. 

Social Pension Insurance 
Compulsory dues to the health insurance for social 
insurance pensioners were newly regulated, to be effective 
as of January 1, 1983. The premium will then amount to 
I 1.8% of their retirement income from the social insurance 
pension. T o  compensate for this premium charge the com- 
pulsory pension insurance contributes an extra allowance 
to the pension at the same rate as of January 1 .  1983. thus 
the compulsory dues to the health insurance are neutral. 
charge-wise. for the time being. Future changes of the pre- 
mium rates. however. must be borne by the pensioner. An 
increase of I% of the health insurance premium borne by 
the pensioner is already now being contemplated. 

The dynamics of the social insurance pensions from 1978 
to 198 1 amounted only close to 4% on an annual average. 
fixed by law. As of January 1. 1982 the adjustment to the 
developement of the gross income has been formally re- 
instated. and. consequently. all claims and current 
pensions were increased by 5.76%. Politically it is largely 
agreed upon that the social insurance pensions should not 
rise more than the tzer income of the active employees. 
These net incomes regularly grow less than the gross 

incomes because of the overproportional increases in taxes 
and social dues. The above mentioned health insurance 
premium of the pensioners may, therefore, possibly be used 
as a vehicle -at formal gross income dynamics- to reach 
an approximately equal increase of the net income of the 
active employees as well as the pensions by raising the 
premiums for the compulsory health insurance. 

The proportion of those insureds who choose an earlier 
retirement age of 63 (for male employees) respect. 60 (for 
female employees) is by now more than 80%. Since 1980 
male employees, whose capability of earning a living has 
been reduced by at least 50%, may already receive old age 
pension upon completion of their 60th year of age. As this 
does not result in an actuarial reduction of the pension, a 
large portion of the insureds concerned makes use of this 
option. 

The Ministry of h o r k  is at present considering whether a 
temporary advancing of the flexible retirement age to e.g. 
60/58 years would noticeably reduce the high unemploy- 
ment level which we also experience in Germany. Several 
experts are of the opinion that only a smaller pan of the 
vacancies created by early retirement could be filled by an 
unemployed, or would be filled again. 

The dependants' allowance will be newly regulated for the 
time after 1984. According to a decision of the highest 
competent court it is in the long run not in agreement with 
the constitution that after the death of a pensioner, the 
widow gets 60°/o of his pension, whereas - apart from some 
exceptions - no widower pension is paid. According to the 
proposed new regulation the surviving marriage partner 
shall in future receive 70% ofthe total sum ofthe two social 
insurance pensions, but at least the amount of the own 
accrued pension, and independent of who dies first. A draft 
ofa  bill has not been issued yet. 

Companies' Pension Plans 
All German IACA members are sending their clients about 
twice a year uniform informational letters briefing them on 
current questions of the companies' pensions schemes. In 
these information letters the following topics were dealt 
with - besides the problems outlined in detail in the 
following paragraphs 4.2. to 4.7.: 

As ofJanuary 1, 198 1 the book' reserves must be calculated 
as "partial value" both for income taxes and property 
taxes. 

The Federal Court of Labour has confirmed the restriction 
of the disclaiming right for support funds. According to 
that, current pensions and accruals of a companies' 
pension plan which is financed by a support fund can also 
only be reduced in the case of a calamity of the carrier. 
With the exception ofthose companies' pensions which are 
still subject to forfeiture, there is no difference, labour-law- 
wise, between a pension pledge given by an employer and 
the payment promise o fa  suppon fund. 

The Federal Court of Labour has decided that compulsory 
accident insurance pensions and children allowances ofthe 
compulsory social insurance must not be charged to the 
companies' pensions. Thus the companies' pensions must 
always be paid. as if no accident insurance pension or 
children allowances would be received. 

4.1.4. Verdicts of the highest competent court have been issued 
on the subject of insolvency insurance of owner-managers. 
These verdicts clarify in a number of cases whether the 
pension claims of such owner-managers are insured against 
insolvency depending on the fact whether the character of 
an owner is predominant o r  not. 

4.1.5. Our  colleague Dr. Klaus Heubeck has thoroughly explored 
the question. whether a better (specifically: less burdening) 



economic end result for the employer can be achieved if a 
company's pension plan is handled by a direct insurance 
or by book reserves. The result was that in almost all given 
cases clear economic advantages of the book reserves are 
given versus the direct insurance, especially so for renewing 
and growing staff of medium and larger companies. The 
main reason being that at the time of the promise the 
liquidity is improved because of shifted and saved taxes, 
and the proceeds thereof are higher than the return on 
invested capital from the insurance. The considerable 
advantage of the pension promise is not noteworthy 
reduced by the increase of the rate of interest to calculate 
book reserves from 5 3 %  to 6% (see para. 4.5.) 

4.2. In para 3.3 the new regulation of the compulsory health 
insurance with reference to the compulsory social insur- 
ance has already been dealt with. A law of November 198 1 
ordains now that effective as of January 1, 1983 the health 
insurance dues must be individually ascertained as follows: 

(a) from a possible wage or salary, if the pensioner is still 
actively working, 

(b) from the social insurance pension, and 
(c) from all continually received retirement income which 

includes companies' pensions. 

Lump sum settlements must be considered with 1/120 for 
the health insurance premium basis. 

While the premium for the social insurance pensions 
amounts to 1 1 ,8O/o, half of the premium rate of his chosen 

4.4. In December 1981 the Federal Court of Labour has also 
commented in two principle verdicts on the  question if and 
to what extent the pensions of a pension plan may be 
reduced. The following was decided on: 

Pension plans can be changed in a concerted action 
with the works council to an acceptable extent, and 
also to the disadvantage of the employee. Pensions 
already currently paid cannot, however, be reduced 
by such agreement. 

A reduction of that portion of the pension claims 
which already has been accrued during the past 
service years is only possible for very serious 
reasons. One such would be an economic calamity 
of the employer, or also the fact that social insurance 
pension and company's pension together are more 
than 100% ofthe last net income. 

For the non-accrued pension portions, less high 
standards are called for to protect the confidence of 
the employee. "In a constantly changing world, 
pension schemes must not petrify; adjustments t o  
changed requirements as well a s  to legal and 
economic skeleton conditions must still be 
possible." Thus, future increases in pension claims 
can be changed if there are pertinent reasons for it. 
In this connection it is conceivable, for instance, t o  
uncouple future pension increases from the final pay 
principle. 

health insurance (about 5,9%) is planned for the other 
retirement income. The maximum total premium ceiling 
of the compulsory health insurance at present is 
DM 42.300,- p.a. for the total retirement income. The 
health insurance premiums must be paid by the pensioner 
and reduce his net retirement income, to the extent not 
compensated for by the allowance paid by the social insur- 
ance (see para. 3.1 .) 

If a health insurance premium to be paid for a company 
pension would be below DM 10,- per month, it will be 4.5. 
neglected. At a premium rate of 5,9%, this is the case if the 
company's pension is not higher than DM 169,40 per 
month. 

4.3. Previous National Reports informed already several times 
on the obligation for all companies to review current 
companies' pensions every three years and to amend them 
appropriately. According to several verdicts of the Federal 
Courts of Labour an amendment by 50% of the cost of 
living index increase was adequate at fint. Then it was 
decided that as of the second amendment, that is generally 
from 1978 on, the increase in cost of living must be fully 
compensated. 

In the meantime several additional principle verdicts have 
been issued which define: 

All models for an increase which include the raising 
of the social insurance pension in any way are not 
permitted. 

The interest of the employer, i.e. especially his 
economic situation, are important factors for the 
decision if and to what extent the current com- 
panies' pensions must be amended. 

For the amendment of the company's pension it can 
be taken into account how the net income of the 
active employees has developed during the last three 
years, The company's pension may be amended to a 
smaller extent if the net wages have risen less than 
the cost of living index. 4.6. 

The latter decision is at the moment only in individual 
cases of material significance. However, it may in the next 
years lead to lower pension amendments, if then also the 
net incomes of the active employees will rise less than the 
cost of living index. 

In view of the worsening economic situation in many 
branches and in view of the additional expenses of the 
companies' pension plan caused by vested rights, pension 
amendments, rising dues for insolvency insurance, and so 
on, the new labour court verdicts are of considerable sig- 
nificance, because they open in many cases a possibility for 
an appropriate change of super high and no longer oppor- 
tune pension plans - at least for future service years. 

The fiscally directed calculation of interest for the book 
reserves was raised by law in December 198 1 from 5,5% to 
6% and for Berlin companies from 3 3 %  to 4% in future. 
The new regulation is effective for the first fiscal year 
ending in the calendar year of 1982. The  increase in the 
interest rate leads in principle to lower book reserves. 
Because of the fixed transition regulation, in the normal 
case there will be no reduction of the reserve, but only a 
reduction of the tax deductable annual contributions to the 
pension book reserves. The transition regulation specifies 
that the calculated difference at the balance term 1981 
between the book reserves calculated with 5,S0/a and 6% 
must be diminished with at least one twelfth in the follow- 
ing I2 years. 

In the transition period of 12 years it must be expected that 
the tax deductible contribution possibilities for many 
companies will become less favourable as  compared to the 
legal situation till now by approximately 8 to lo%, there- 
after by 4 to 6%. Furthermore, since future increases of the  
pension claims - e.g. based on salary increases o r  after 
amendment reviews - must not be taken into account if 
they are not firm as to reason and rate, the  tax deductible 
additions to the book reserves fall still further behind the 
actuarially valuated appropriate costs. Many companies, 
therefore, agree to supplement their pension plans guaran- 
teeing a minimum increase of their current pension within 
the three-years amendment frame by I to 2% p.a. thus 
avoiding a reduction of the tax deductible book reserve 
accumulation. 

Finally, it can be reported on an improvement regarding 
the tax deductibility ofbook reserves by the revenue offices. 
Now it is possible to base the calculation o f the  reserves for 
a disabled employee, as specified in para. 3.3., who is 
legally entitled to an old age pension already at completion 
of his 60th year of life, on this early retirement age. This 



will compensate to a small extent the negative effects of the  in most cases still considerably below those costs deductible 
change in interest rate. in Germany, as the Unit Credit Method with at least 6,15% 

interest must be applied for the calculation, disregarding 
4.7. For German subsidiaries of U.S. companies with book future increases ofclaims. 

reserves, a U S .  law (404A), which became effective in In the last REPORT it was mentioned that we were having 
December 1980, is of importance. AAer this law, book a lot of problems in Germany, and the Consulting Actuaries were 
reserves are accepted as  tax deductible. It must be noted, facing many difficult and interesting tasks. We've got some more 
however, that the  amount ofthe deductible contributions is now. 


