
At present, the association of independent, self- 
employed actuaries and economic mathematicians in the 
Federal Republic of Germany has 17 members, the 
majority of whom are engaged in the field of companies' 
pension plans. Besides, they work as actuaries for pension 
plans of professional associations (e.g. of physicians or 
architects) and for smaller life and health insurancz 
companies. Most of the actuarial work for the Social 
Insurance Scheme, which has been compulsory for all 
employees since 1968, is done by actuaries who are em- 
ployed by the state or the state insurance institutions. 

The following is an abstract of the major changes in 
state and companies' pension plans in the past two years, 
as these two areas are the most important and also offer 
scope for international comparison. 

A. COMPULSORY PENSION SCHEMES 
The details of the last Pension Scheme Reform Act of 

October 16, 1972, were contained in the 1974 National 
Report. The further development and our experience of 
these two years can be outlined as follows: 

1 .  Flexible Retirement Age 
In accordance with the provisions of this Act, and on 

certain conditions, male employees can already receive 
old-age benefits without any actuarial reduction upon 
completion of their 63rd year of age. In the years since 
1974, the number of relevant options was above what had 
been expected by experts and politicians. In connection 
with the relatively high level of unemployment (more 
than 4%) until mid-1976, a great number of insureds were 
asked by their employers to retire at an earlier age so that 
the dismissal of younger employees could be avoided. 
This is the reason why the share of early old-age pensions 
has meanwhile reached 70% of all entitled insureds of at 
least 63  years. 

2. Opening of the State Pension Scheme 
T o  a considerable extent, people made use of the 

opportunity of joining the state pension scheme - pro- 
vided by law and, in some instances, limited in time - 
which was offered to all those who had so far not been 
able to join, in particular self-employed persons and 
housewives, and which involved the profitable option of 
paying contributions for earlier years. 

Those already insured were also offered the chance of 
paying contributions for the years back to 1956 for 
which they had not yet paid any contributions. All in 
all, contributions in the amount of more than DM 5 
billion have been paid so far to cover earlier years. 

The reasons for this phenomenon are, on the one 
hand, the great confidence of large sections of the popu- 
lation in social insurance with its state-warranted pensions 
which are dynamically adjusted to the development of 
gross incomes, both before and after retirement, and, on 
the other hand, the steady rate of inflation. 
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3. Dynamization and Financing 
The dynamization of pensions and pension rights 

referred to above is coupled to the average gross income 
of all insureds in the preceding 3 years. This meant that 
pension rights saw an 11.1% increase as of January 1, 
1975, and an 11.0% increase as of January 1, 1976. 
Current pensions were increased likewise by the same 
percentagesas of July 1, 1975 and July 1, 1976. 

In the past two years, pension payments have seen a 
considerably greater increase than gross incomes (5 to 7% 
p.a.) and thus contributions to social insurance. To- 
gether with the higher number of unemployed persons, 
this led to a considerable strain on the liquidity of the 
state insurance institutions which are operated to a great 
extent on the basis of an assessment system. This is why, 
in connection with suggestions for a reorganization, it 
has been discussed recently whether it would not be 
sufficient and more reasonable to base the annual in- 
creases of current pensions on the smaller growth rate 
of net incomes instead of that of gross incomes. Due to 
this coupling to gross incomes, the aim of the dynamic 
approach - to give the pensioner a share in the general 
increase in the standard of living - has been far exceeded 
at the expense of the contributing employee. 

B. COMPANIES' PENSION PLANS 
In Germany, companies' pension plans are voluntary 

institutions, i.e. a company is free to decide whether, 
and if so in which form and to which amount, it will 
grant pensions. Such companies' pension plans cover 
about 60% of all employees. In spite of the voluntary 
nature of this institution, certain minimum conditions 
were established for all existing and future rights within 
companies' pension plans; the relevant "Act for the Im- 
provement of Companies' Pension Plans" took effect as 
of December 21, 1974. The minimum conditions refer 
in particular to nonforfeiture, flexible retirement age, 
insolvency insurance and pension adjustment. 

The bill of this act had already been known in early 
1974 when the National Report for the 4th Conference 
in the Netherlands was prepared. The details had been 
described at  great length then. This is why the following 
lines will deal only with those items where changes have 
occurred as compared to the 1974 Report. 

1 .  Nonforfeiture 
The right, to company's benefits (old-age, disability 

and survivors) will survive the cancellation of the em- 
ployment contract if the employee has held such right 
for at  least 10 years or if he has been employed for at 
least 12 years and has held such right for at least 3 years. 

The completion of one's 35th year of age at the time 
of withdrawal is a further condition for the survival of 
a pension right. If the above-mentioned conditions are 
fulfiied a pension right will survive irrespective of 
whether notice to quit has been given by the employer 
or by the employee. 



The pro rata temporis portion of the pension right 
which could have been reached until normal retirement 
age will remain unforfeitable. The unforfeitable partial 
right will have to be warranted by the employer or the 
insurer in charge of the pension plan. 

2. Flexible Retirement Age 
The law provides that an employee who is entitled 

to a pension has the right to receive his company pension 
even before he has completed his 65th year of age if he 
retires upon or after completion of the 63rd (men) or 
60th (women) year of age and receives old-age benefits 
from social insurance at this earlier age. The companies 
are free to decide whether they want to effect actuarial 
reductions because of the early beginning of pension 
payments. 

3. Insolvency Insurance 
As is known, the most frequently used financing 

methods relating to companies' pension plans (pension 
promises with the formation of reserves, provident 
funds) enable the companies to leave the funds in the 
company which are required to finance the pensions. 
Thus an insolvency meant, in most cases, that there was 
no longer any cover for current pensions and pension 
rights. Such an event has so far led to the entire loss of 
all pension rights of the entitled employees of the com- 
pany, and social problems have resulted. 

Thus, the introduction of a compulsory insolvency 
insurance may be looked upon as the most important 
part, in terms of social policy, of the Act for the Improve- 
ment of Companies' Pension Plans. This insolvency 
insurance is effected by a private insurance company 
established for this particular purpose - the so-called 
"Pensions-sicherungwerein auf Gegenseitigkeit" (mutual 
pension insurance association). All companies having their 
own pension plans - with the exception of pension funds 
and direct insurance on which no loans have been 
granted - are obliged to join this insolvency insurance 
association. As provided by law, this association warrants 
both the current pensions of the pensioners and the 
unforfeitable pension rights (cf. B (1)) of the employees 
in case the company becomes insolvent. Payment of 
pensions is effected by a syndicate of 80 life insurance 
companies with which the Pensionssicherungwerein 
insures the current pensions against a single premium. 

The contributions to the insolvency insurance are 
calculated and collected on the contribution assessment 
basis. For 1975, the contribution assessment for all 
companies was 0.15% of the actuarial value of the rights 
to be insured. In this context, the actuarial determination 
of the value has to be effected on the basis of the 
earnings-tax provisions for the calculation of the reserve 
("partial value"). In 1975, the f i s t  year of its existence, 
the Pensionssicherungwerein has collected approx. 
DM 110 million in contributions from 32,000 members. 
In spite of a particularly high number of insolvencies 
in 1975, only DM 75 million were required as single 
premiums for insurance cases. In the long run, however, 
the pension-value contribution system will require con- 
tribution rates with a steadily increasing tendency. 

The insolvency insurance is an institution which both 
employers and employees and all experts welcomed, as it 
closed a sensible gap in the system of companies' pension 
plans at relatively modest costs. 

4. Adjustment of Companies' Pensions to 
Inflation 
Contrary to social insurance, companies' pension 

plans in Germany rarely include contractual agreements 
concerning current increases of pensions, although such 
adjustments are already effected on a voluntary basis. 
As already reported in 1974, the Federal Labor Court 
decided in March 1973 that the employer will have to 
increase his company's pensions if @ce the retirement of 
his former employee or a re-adjustment of his pension 
the index of the standard of living has increased by at 
least 40%. 

Within the scope of the new Act, the obligation to 
effect adjustments was extended insofar as at present a 
review - and thus, in most cases, an adjustment - of 
companies' pensions will have to be effected every 3 . 
years. The Federal Labor Court ruled on July 1, 1976 
that a review of tho% company pensions which have 
already been paid for at least 3 years on January 1, 1975, 
should actually be effected as of January 1, 1975 and 
should be carried out as soon as possible now if the 
pensions had not been adjusted since. 

The law does not precisely provide for the amount of 
these adjustments, and even the Federal Labor Court has 
not yet come to a relevant decision. 

It has only become apparent so far that the adjust- 
ment, in principle, will have to be based upon inflation. 
It has not been made clear, however, whether and if so 
to which extent, the increase of social insurance pensions 
and thus the standard of all pensioners, which has always 
been higher than the increase in the costs of living, can 
be included in these considerations. 

In the meantime, most of the bigger companies have 
effected adequate increases of their pensions in response 
to the Act and to inflation. However, it has meanwhile 
become widely known - not least because of the publi- 
cations of actuaries - that the indexing of company 
pensions causes considerable costs which are far higher 
than those involved in nonforfeiture and insolvency 
insurance. This is why many small and medium-sized 
companies have still postponed the introduction of their 
pension plans although, in some instances, the pension 
plan had already been scheduled for some time past. 
And there are many employers who postpone improve- 
ments of their pension plans until a verdict of the 
supreme labor court will have made it clear to which 
adjustments they will be obliged, i.e. which costs will 
be caused by the company's pension plan in future. In 
spite of considerable 'financial incitements in the tax 
portion of the Companies' Pension Plans Act, the un- 
settled problems relating to pension adjustments have so 
far been the major obstacle in the way of reaching the 
main objective of the Act in practice, a greater popularity 
and extension of companies' pension plans in Germany. 


