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State of the Profession 

The number of IACA members in Germany has reduced further from 17 to 

16 over the last two years. AU members continue to take a keen interest in 

the board's professional work. We convene twice a year. 

On the complicated issue of professional liability - in respect of errors made 

in actuarial reports - the following progress has been achieved: 

1.2.1 Our proposed amendments to the IACA General Business Conditions were 

approved by the Federal Cartell Office and sent on to all our clients as part 

of a general newsletter towards the end of 1990. 

1.2.2 It is up to each individual member to inform at least his larger clients that 

in individual cases coverage is provided up to DM 1 million. In addition there 

remains the possibility of increasing coverage to suit individual needs and re- 

quirements. 

1.3 The IACA board members have, together with other competitors, come to 

an agreement with representatives of the large accounting firms, that the 

accounts will no longer approach clients already consulted by IACA members 

to have actuarial work performed by the auditors' actuarial departments. 

This agreement must be seen against the background of a legal opinion, pre- 

pared by a well respected professor, which reaches the conclusion that au- 

ditors may not assist in the preparation and auditing of accounts i.e. they 

may not both compute and audit book reserve accounts. 



During the last two years, the following statistics were recorded in 

Germany: 

Exchange rate: 

1 US-$ = between DM 1 S O  and DM 2.-- (January 1992 

DM 1.55 - 1.60). 

Inflation rate: 

between 2.5 % and 4 % (January 1992: about 4 %). 

Average gross earnings increases: 

between 5 % and 7 % p.a. 

Apart from fairly modest fluctuations, fixed interest rates have re- 

mained stable between 8 and 9 % p.a. The yield curve was - as for 

several months now - inverse with yields of 9 % at the short and 

8 % at the long end. 

The Social Security System 

Next to the state health, unemployment and accident insurance, the state re- 

tirement pension program is the most important component of the German 

Social Security System. The state retirement program grants-life annuities 

upon old age or disability retirement as well as survivors' pension to spouses 

and orphans. In addition, rehabilitation measures aimed at integrating the .dis- 

abled back into the working population are also funded by the retirement 

program. 

Both contributions and benefits are earnings related: relevant eamings are 

limited to the Social Security Ceiling (SSC) of currently DM 81,600.- p.a. 

After a full contributory working life, the program provides a replacement 

ratio (ratio of retirement to active income) of between 40 and 50 % on a 



gross basis or between 60 and 75 % on a net after tax basis. Spouses bene- 

fits are practically always 60 % of the insured person's pensions. 

Due to the expected demographic development in what was then West Ger- 

many, the state pension program was fundamentally reformed in 1989 (Ren- 

tenreformgesetz 1992 (RRG'92)). Enacted in 1989, its provisions largely 

come into force in 1992. Without the reform, the contribution rate of cur- 

rently 17.7 % was expected to increase to 22 % by the year 2000 and to 

24.5 % by 2010. The main thrust of the reform was thus to put the system 

on a sound financial footing for the medium to long term. In addition, the 

program was simplified. On the benefits side, the most important amend- 

ments were: 

- as from July 1 of this year, pensions in payment wiU be adjusted in 

line with net earnings (previously gross earnings). 

- Education will be taken into account at a reduced rate. 

- Periods of child-rearing will be taken into account at an increased rate. 

- equal normal retirement ages for males and females (age 65) with early 

retirement possible from age 62 with actuarial reductions of 3.6 % 

for each year prior to attainment of age 65. During a transition period 

- up to the year 2006 (for males) and 2014 (for females) - other early 

retirement provisions will apply. 

- Introduction of fractional pensions; this should enable a gradual 

transition into retirement. The pensioner can choose to draw one- 

third, half or two-thirds of his full retirement pension. The smaller 

the chosen fraction is, the larger the additional earnings are permitted 

to be. 

By way of further transitional regulations, a listing of which would not be 

suitable here, the reform program is phased in gradually over future years. 



The health insurance contribution rate for pensioners, introduced step-wise 

in 1983 has been decreased for the first time as from July 1, 1991 (from 

12.8 to 12.2 %). 

Employed persons pay an average rate of 12 % of earnings up to 75 % of 

the SSC (75 % of DM 81,600 = DM 61,200) for state health insurance 

coverage. It is expected that the state health system will have to be amended 

in the near future. Whether benefits are to be reduced or contribution rates 

are to be increased is still a matter of discussion. 

A topic of discussion is also that nursing for the aged is no longer to be 

assumed by the state medical insurance program. Instead, a separate manda- 

tory state or private system is to be introduced to cover these costs. 

5. Unemployment and he-retirement 

The measures introduced in the past (pre-retirement, work-time reduction, 

etc.) have not resulted in a significant reduction in unemployment. The re- 

unification of Germany brought a modest decrease in unemployment in the 

"old states" (of the Federal Republic) while the "new states" had to register 

a large increase in unemployment due to the complete restructuring of the 

economy. 

The problem of unemployment will continue to be a very serious issue in the 

years ahead. The contribution rate to unemployment insurance is now 6.3 % 

of earnings up to the SSC (DM 81,600.--); as is the case with the state 

health and retirement insurance programs, this contribution is borne equally 

by employee and employer. 



6. Company Pensions 

The Tax Reform 1990, the state pension reform (RRG'92) and European 

Labour Jurisprudence have had the greatest impact on company pensions 

recently. Not least due to the initiative of the National Association of Pen- 

sion Funds - of which all consulting actuaries are members - the Tax Reform 

1990 only brought marginal disadvantages to company pension plans. 

6.1 The RRG'92 has the following repercussions on company pension. 

6.1.1 Pension plans that are not integrated with the state scheme: 

Here, the plans had to be reviewed in order to make sure that the 

amount of pension w& defined at the earliest possible early retirement 

ages provided in RRG'92. This has particular relevance for the level of 

book reserves since the level of benefit must be precisely defined in 

order to be able to claim a suitable tax deduction. Plans must be in 

force by 1993 if no disadvantages are to result for the sponsoring 

employer. 

6.1.2 Pension plans that are integrated with the state scheme: 

Here, the reduction in the state pension as from 1992 automatically 

increases the level of company pensions and therefore also the associa- 

ted costs. 

Only a minority of plans are still integrated. Such companies that still 

do have such plans will be encouraged once again to review their sys- 

tems in order to harness costs. 

6.2 The now well-known judgement of the European Court of Justice of 

May 17, 1990 (Barber Case) underlined the principle of equal pensions 

for males and females. The German state pension system will continue 

to stand contrary to this until 2014 (cf. 3. above). Since company ear- 

ly retirement pensions in Germany must only be paid when the bene- 



ficiary is in receipt of the state early retirement pension, this also puts 

a question mark over company plans (the issue being the earliest date 

of eligibility). We are thus awaiting with interest a new pronouncement 

of the Court which should clarify whether European or German law 

will prevail during the transition period up to 2014. The so-called 

"Maastricht Protokoll" seems to have dampened the worst fears of 

retroactive implementation of the principles underlying the Barber 

Case, in that only accruals after May 1991 are deemed to have to 

comply with the judges' principles. Even if the Protocol is ratified by 

all the EC parliaments, it remains to be seen whether the Court will 

accept this interpretation. 

These changes in our area of work have resulted in clients requesting O 

our advice to an ever increasing extent. Many companies had their fi- 

nancing systems and plan documents reviewed and amended in order to 

take account of the new situation. 

6.3 Finally, I want to mention a number of changes that we are expecting 

to take effect in this year. 

6.3.1 The flat rate wage tax payable on employer contributions made to 

Pensionskassen or direct insurance arrangements is to increase from 

15% to 19 % (10% until 1990). This tax has thus been practically 

doubled in a short period of time, so that both these financing instru- 

ments continue to become less attractive. 

6.3.2 Concerning book reserves, there are only changes for operations in 

Berlin due to the removal of the relevant subsidies. 

6.3.3 Significant changes are expected for Support Funds. Here, the tax de- 

ductible contribution used to be a direct function of the average pen- 

sion paid by the Fund in the relevant fiscal year. Some employers used 

this feature to overfund their Support Funds by significant margins. In 



order to put an end to this misuse, the proposal is now to make the 

tax deductible contribution a direct function of the actives' prospec- 

tive benefit entitlements and, in addition, exclude everyone under the 

age of 30. Also, for reinsured Support Funds, some of the tax advan- 

tages applying in the past were removed. 

Thus, the Support Fund is also loosing its attractiveness as a financing 

instrument for company pensions. Consequently, many companies are 

thus planning a switch to book reserves. 

Due to the repeated worsening of conditions for company pensions 

employers' sense of trust in the normal development of their plans is 

undermined. A direct consequence of this is that company pensions are 

not a topic in the "new states" and will most probably not be intro- 

duced as liberally as they were once in the "old states". 


