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INTRODUCING THE MUNICIPAL RETIREES ORGANIZATION OF ONTARIO

The Municipal Retirees Organization of Ontario (MROO) was created as a not-for-profit corporation in 1977.  All recipients of an Ontario Municipal Employees Retirement System (OMERS) pension are eligible to join.  We have over 14,000 members, all across Ontario.  We are an independent, non-partisan organization formed to voice the interests of all OMERS retirees to OMERS and to governments at all levels, to represent our membership in legislative matters that affect retirees, and to provide such other services as will improve the lot of our members.

Our Board consists of nine directors, one from each of nine zones across the province.  Our past and present Boards have contained a retired chief building official, municipal budget chief, municipal clerk-treasurer, school board superintendent of business, senior building inspector, administrative assistant, nurse, hydro commission comptroller, police superintendent, police chief, city treasurer, city clerk, municipal engineer, and engineering inspector, among others.

We have had the privilege of nominating to the Government of Ontario the retiree members of the OMERS Board since a retiree representative was first added in 1992.  Earlier members were a retired police superintendent and a retired school board administrator. Currently, a retired manager of municipal budgets in London serves on the Administration Corporation Board and a retired comptroller of the hydro commission in Thunder Bay serves on the Sponsors Corporation Board. 

In addition, we have for 23 years sponsored health, dental, life, home and auto insurance plans designed by and for OMERS retirees.  We communicate regularly to our members via newsletter and zone meetings.  MROO is the largest OMERS retiree organization, and the only one with membership open to retirees from all walks of municipal life.  MROO has a credible record of responsible advocacy, service, and communication.  

As well as the experience some of our members have had on the OMERS Board, our pension “expertise” comes from over 40 years as active and retired members of the OMERS plan and from regional meetings of OMERS retirees across the province where we receive constant feedback from MROO members.  Two members of the MROO Board have attained the Chartered Director designation from the Directors’ College sponsored by the De Groote School of Business at McMaster University. 

CONSIDERATIONS FOR PRESERVING AND EXTENDING DEFINED-BENEFIT PENSION PLAN COVERAGE

The Expert Commission’s discussion paper, “What are the Issues”, shows that the Commission has a full understanding of the wide range of issues affecting pensions in Ontario. For the most part, this submission is our response to that Discussion paper and to the Commission’s clear mandate to preserve and expand Defined-Benefit Pensions plans, now and in the future. 

We have read many other reports and books about pensions by very knowledgeable people. David Dodge, Governor of the Bank of Canada, in a speech to The Conference Board of Canada in May 2007, clearly outlines the value of Defined Benefit (DB) pension plans and how to provide incentives and reduce risks for sponsors and workers, in order to encourage and preserve DB plans.  Keith Ambachtsheer in his book Pension Revolution speaks out in favour of a second tier public plan to provide improved portability.  However, he seems unjustly pessimistic about society’s ability to fund DB plans. We see no reason to repeat these arguments in our brief other than in a general way to indicate our support, where appropriate, and perhaps to elaborate based on our experience, where it may be useful. 

Defined contribution plans, while better than nothing, run too great a risk that individual investors will mismanage their savings or be stripped of their pension expectations by volatile markets.  

We support the concept of saving DB pension plans and expanding the extent to which Ontarians in both the public and private sectors are covered by DB Plans.  We support the other principles noted on page 1 of the Commission’s Discussion Paper.

The present situation

As has been clearly pointed out in many places, including your discussion paper, many people in Ontario and Canada do not currently have enough retirement income to sustain them in retirement at a reasonable standard of living.  CPP, OAS and GIS are available, but for most people these plans alone are insufficient.  

There is also a growing tendency for workers to work at several jobs and companies during their working career. 

Smaller companies find viable pension plans difficult to manage and opt for payments to an employee RRSP.  These are a poor and expensively-administered option, with an uncertain payout. Therefore,

There is growing need for new options for encouraging Defined Benefit plans, particularly for mobile workers and for employees of smaller, more volatile, employers, who are least able to manage a pension fund.

Public vs. private pension plans

Some writers make much of a purported unfairness in pensions between the public and private sectors. There is no private/public unfairness in pensions, just a different choice of compensation. Both an employer’s salary payments and pension contributions must be considered as a compensation package. 

However, as The Canadian Federation of Independent Business points out in the paper Canada’s Pension Predicament, there is inequality in pension plan availability between public and private sectors and a tendency for lower pensions in the private sector. Lower private pensions mean that, in the long run, society will have to step in to support retired persons whose pensions are below the minimum living standard.

Three avenues for preserving and expanding defined-benefit pension coverage in the private sector

We see three primary avenues for improving the situation in the private sector. First, a Provincial set of pension-management qualifications and a minimum asset size could be established.  Part of such a strategy would likely be active Provincial intervention to promote and create broad multi-employer pension plans, wherever possible.  At the same time, Provincial regulations could assist pension plan managers to contain costs and minimize unnecessary contribution rate increases.  For example, the Province could publish standard actuarial rules and assumptions to be used by all pension plans in calculating their liabilities.

Secondly, while an employer might keep its own company DB pension plan design, the pension assets could be managed on contract by a large plan like The Ontario Teachers Pension Plan (Teachers) or OMERS.  Clearly, this would improve investment returns, increase stability, and reduce costs for smaller company plans. 

As a third possibility, the Commission could design a new, lean, mandatory province-wide universally-available DB plan to which any employer could opt in. Such a Provincial plan would in effect provide a second tier of benefits, on top of CPP.   If such a mandatory second-tier plan were instituted, employers might or might not choose to continue their employer-specific plans as a “third tier” of benefit. This new plan could be managed by the Province or the Province could contract with large professional plans, like Teachers or OMERS, to manage the plan. 

As Ambachtsheer points out, Australia and Britain have established a second-tier pension to which all subscribe.

We support the idea of a second larger, universal, portable, leaner Defined Benefit plan for all Ontario (and indeed Canadian) workers. 

Transition to a universal province-wide second-tier plan

The initiation of a universal plan for future service, built on top of the existing plans for past service, might be effective as a transition mechanism.  The new universal plan should offer an opportunity for employees to buy back past service. This was how OMERS was successfully initiated in 1963 among municipalities.

Health care faced a similar universality problem before the 1960’s.  Individuals had varying degrees of private health insurance coverage, ranging from none to complete. This was seen as unsatisfactory and eventually a universal health care plan was adopted in Canada.  Like health insurance, retirement income is also universally desirable.  However, the existence of many plans, with various mixtures of assets and  liabilities, makes a transition to a standard universal pension plan more complex. 

How do we get from where we are now either to multi-employer plans or to a financially viable universal basic plan on top of CPP? The experience of OMERS, where a hodgepodge existed before, is a good example, which is especially relevant since it was in existence before the Canada Pension Plan was inaugurated.  Thus it provides an example of how existing plans could be integrated with a second-tier universal plan. Those of us who were around pre-OMERS could assist in such a transition by relating the few things that were not ideal about the change, so that they would not be repeated.

The advantages of a second-tier plan to the workers of Ontario are obvious.  Hopefully, political expediency, the interests of the investment industry or the desirability of organizations to have their own “custom” plans will not be allowed to sidetrack a second- tier plan.   In the long run it seems like the right thing to do, both for the standard of living of our future retirees and for the stability of Ontario’s economy.

RETIREES HAVE A SPECIAL CONTRIBUTION TO MAKE IN THE DESIGN AND GOVERNANCE OF PENSION PLANS

The Importance of Adequate Retirement Income for the Economy.

While books could be written on the effects of retirement income on the economy, the obvious ones include:

· Pension savings provide a pool of investment capital that facilitates economic development. Some of these funds are ideal for infrastructure since the time frame is comparable to pension plan needs - a further societal benefit.

· Pensions enable steady consumer spending by retired persons.

· Retired persons undertake extensive volunteer work in the non-profit sector and in our communities.

· An increase in retirement income reduces the pressure for additional taxpayer dollars for need-based supplemental programs (such as OAS or GIS) for retired persons.

· The penchant for retired persons to share what income they have with their young families and/or charities is a boon to society.  (Up to 20% as documented by Malcolm Hamilton.)

Pensioners understand the “human side” of pensions

While we may comment further on the more general issues of governance, investment policy, economic ramifications and the pension guarantee fund, these are not our areas of detailed expertise.  Our emphasis will be to seek a plan design that will be fair to employees, retirees, employers and taxpayers.  In particular, we want to emphasize the potential role of retirees in helping to achieve a successful plan. 

Retired pension plan members have been through the cycle. First, we were young employees uninterested in pensions and bemoaning the deductions; then, we were trying to make ends meet while raising a family; then, the prospect of early retirement looked attractive; then, as retirement became imminent, we took an interest in the details of the pension and government payments available; finally, we received the first pension cheque.

· As retired members we know the expectations and problems of active members because we have been there.

· We understand the difficulty of paying for a pension when wages are at their lowest and family expenses at their highest.  Foregoing today’s income for the far-off future can be tough to do voluntarily.

· We know that an individual’s interest in the details of a pension plan only arises as retirement approaches

· We know that Plan design details can be knowingly and accidentally discriminatory and/or unfair

· We have watched those who have to keep working as long as possible because their earlier jobs did not provide a pension and because each additional year is so important for their retirement income.

· We know the pain and disappointment that too low a retirement income can bring

· We know that many employees feel that an important social connection is lost when they retire.

· We have seen the importance, to both active and retired members, of timely and adequate communication of plan information.

· We have seen the success of a helpful call centre to answer questions on an individual basis.

Retired members of a pension plan have much to contribute to any discussion of pension plan design and governance.  We recommend that every Pension Plan Board of Directors should contain at least one retiree.

MODIFIED PUBLIC PLAN DESIGN.

This section of our submission focuses on the potential design of a universal second-tier Province-wide pension plan, although in some cases our suggestions would apply equally to any existing or future Defined Benefit plan. 

Plan design is a very important part of the pension discussion. Our suggested plan design is based on the present DB plans currently used in the public sector, but with more definite requirements for handling fluctuations.  As public sector retirees, this is the plan design most familiar to us.  It is proven in practice.  However, many of the comments will apply equally well to private plans, within the varying plan design parameters that they may have.

Plan Benefits. 

The public sector plan designs are many pages in length and cover an infinite number of details, the study of which is a project on its own. The basic design, however, includes

· provisions for a contribution split of 50/50 between employer and employees 

· to achieve a pension of 2% per year of employment times the average of the best 5 years salary 

· 66% spousal benefit  

· guaranteed inflation protection 

· plus provisions for disability and dependent young children and students.  

(We acknowledge that the establishment of a second-tier universal plan might be more modest.) 

Adjustable factors.

Long-term estimates for all the variables, like investment returns, inflation, wage increases, plan costs, mortality, etc., are set realistically and adjusted as required by the balance of assets and liabilities in each plan.  This establishes a long-term contribution rate, based on conservative but reasonable investment estimates, which, hopefully, would provide sufficient assets to cover the liabilities in the long run.

For a second-tier plan, the estimates for all the variables would be set by a provincial or federal body.  Indeed, if this could be standardized for all DB plans in Ontario, it would limit risk by restricting overly optimistic estimates by some plan managers.

Contribution rate adjustments.

Once established in accordance with standardized and reasonable actuarial assumptions, contribution rate stability should be a priority of any defined-benefit plan. The contribution rate would be increased upward in the short run if the fund was judged to be in deficit.  These short-term increases in the contribution rate should be reversed to return to the long term rate, as soon as that was feasible. This commitment to a reduced contribution rate in “good” times is a variation from the present public plan design.

Assets

All contributions and investments are pooled as common assets.  No amount can be labeled as having resulted from any specific time, employer or member.

The evaluation of assets for an ongoing plan is necessary as part of the overall plan evaluation.  The inclusion of major private equity and infrastructure assets for which there is no clear “market “ value makes the evaluation difficult, as does the fact that values are meaningless until an asset is sold.  

The use of point-in-time market evaluations is not too useful as a basis for a sixty year estimate.  Even actuarial smoothing of these point-in-time estimates, over a five year period, pretends to provide an accuracy which is not there. 

A better solution needs to be found for evaluation of assets over a long term if contribution rates are to be fairly calculated over the life of the plan. 

Adequate reserves.

After all short-term rate increases have been reimbursed to both active members and employers, and before any consideration of plan improvements or long-term contribution rate reductions could be considered, reserves accumulated in the fund should be large enough to match extremes in market volatility.

Determination of a Surplus

Everyone would like plan improvements. But plans in the public sector have matured to the point where the present long-term contribution estimate will probably be the reasonable top limit which the contributors can sustain.  The increased reserves required to handle higher volatility will be significant.  Therefore, surplus funds are unlikely to be available in the near future.  (This is extremely unfortunate for the Commission, as it may make it more difficult to sell some of the needed recommendations for the future.)

Nevertheless a policy for dealing with surplus is needed, just in case.

Rationale for how a surplus should be used and shared.

In a fully indexed plan, experience has shown that the cost of living increase is, on average, 1% less than wage increases for active employees.  Thus, a retired member after 10 years of retirement will receive a pension that is on average 10% lower than a brand new retiree with equal service in the same position.  Assuming the same service, etc., a new retiree will always receive a larger monthly pension payment than a person already retired.  But they are both living in the same year with the same living costs!

Every member while working shares the contribution risk, up or down. This makes the risk for all employees, active or retired, symmetrical over their pension career. What about employers?  They will of course share equally in any contribution rate increases or decreases.  Frankly, in the near future any excess funds will almost certainly be used to lower these contribution rates in our theoretical plan.  This is almost certain in a multi- employer plan.  It will be the only politically acceptable alternative to both employers and employees for the use of funds in excess of the theoretical long-range requirements.  In this way contribution risk up or down will be shared equally with employers and employees

However, should there be a surplus under the strict regulations noted, and if all parties agree to a plan improvement, with corresponding demands on the long term contribution rates, all the surplus should be used for the plan change for all members, active and retired, and no funds be returned to any party. 

Active and retired members are in every sense equal and their plan benefits should be identical at any one point in time. 


This would be a necessary plan design requirement because, sadly, retired members have no negotiating power at the bargaining table and tend to be forgotten.  Also there are some plan improvements which would not be applicable to retired members, like early retirement windows (which we suggest  be eliminated to control costs), in which retirees could not share.  There would of course be no retroactivity. This is another plus for active members. Thus the claimed asymmetry between active and retired members is a myth not a fact under this plan.  If anything, active members do better (remember the 1% per year).

Both active and retired members should be included in any plan improvement on a     go-forward basis.

Plan Wind-up

The question of what to do when a pension plan is in a wind up situation and there are assets left or when assets run out before all the pensions are paid is a difficult one.  The Metropolitan Toronto Pension Plan is an interesting example.  A large multi-employer plan eliminates the problem as, when one employer ceases to operate, the plan itself carries on.  

CONTROLLING DEFINED BENEFIT PENSION PLAN COSTS

Detractors from DB plans state that they are too expensive. As pensioners in a DB plan, we can assure you that the sense of financial security that they give, regardless of how long you and your spouse live, is well worth the cost and effort to save them.  

Are there ways that costs can be controlled so that contribution rates can be kept at a reasonable level?  While we suggest some possibilities below, they should only be used if necessary to save the plans from being replaced by DC plans.  A scaled-down DB plan, preserving the major elements, would still be better than a DC plan.

Again, the pension plan we know is in the public service; so, the details will be specific to public plans, but similar changes could be applied to any private plan. While some of these suggestions could result in pensions lower than some existing plans, they should not fall  below the basic “2% per year, up to 70% maximum, 66% spousal benefit” standard when integrated with CPP and any Province-wide second-tier plan. (Workers would receive a CPP pension, a second tier pension and, where it was available, an employer-sponsored pension.  For an employer’s DB plan, the total of the three pensions received would equate to the total of the employer’s plan.) 

Any trade-offs in lieu of increased contribution rates, would have to be introduced gradually in existing plans and, possibly, could not be applied to members already retired (whose pensions are already lower - remember the 10% example).  For new plans, or for new employees in an existing plan, trade-offs could be put in place from the beginning.

First, integration with CPP should be seamless and based on actual not estimated amounts.  That is, the CPP offset should not be less or more than the actual CPP pension an individual receives.  If the CPP amount for short-term or low-income workers is lower than the CPP offset formula, full allowance for any variation in conditions for CPP must be made in a fully integrated plan, especially one with full offset reduction.  Also, the present artificial calculation for the CPP Offset - looking at plans such as Federal, Provincial,  OMERS, Teachers, Hospital, Community Colleges - varies from .4% to .7%.  Should taxpayers pay the employer’s share for the costs of the lower deduction amounts?

Second, the possibility of all public servants having a standard plan design should be considered. Variations exist now between the many Federal civil service, Provincial civil service and municipal pension plans for no apparent justifiable reason. 

Third, bonus salaries should not be included in any basic plan, as they can vary widely and create inequities in the plan.  This would be understood at the time any employee is negotiating the salary/bonus split, so there would be no misunderstanding 

Fourth, a basic plan should not subsidize an “excess plan” for the portion of salaries over the yearly maximum contribution limit set by Revenue Canada.  This happens when increased benefits are payable from the basic plan (as the yearly maximum limit goes up) without appropriate earlier contributions made to the excess plan being transferred to the basic plan. The basic plan then has to cover these increased benefits, for which the employee and employer contributions remain in the excess plan.  In some cases a completely separate executive plan may be needed to protect the basic plan and allow total compensation flexibility.  The optics of such a separate plan could be a problem, however.

Fifth, early retirement incentives through a pension plan should be eliminated. Any extra funds required for reducing the workforce through early retirement should be the responsibility of the employer, not the pension plan. 

Most public plans call for bridging of the CPP amount between retirement age and age 65.  This encourages early retirement. The cost of this is significant (for OMERS in 2006, 10 % of total pension paid).  The 90 factor, (or 85 in the case of some occupations) which allows long-term employees to retire early without the usual reduction, can be expensive and, for most plans, may have to be modified. Unfortunately, current economic conditions and increased longevity may turn “Freedom 55” closer to “Freedom 65” for most employees in the future. 

Work on a paid basis after retirement while drawing a pension will decrease if retirement age is delayed.  However, it will still be important, especially for those emergency service workers whose normal retirement age is 60. This is valuable for society in the same way as all retirement income is. Abuses, where a person continues on in the same job with the same salary and benefits while simultaneously drawing a pension, should be disallowed.

Plans should provide for phased-in retirement without penalty. A method whereby an employee, during later years of employment, can continue in a less demanding or part-time position without incurring a reduction in the size of pension (say by continuing contributions at the rate of the original position) is very desirable.  This would permit longer useful working life during which contributions could be made. 

Sixth, the cost of living adjustment is a vital part of any pension and should be among the last changes to be considered.  However, building in a guarantee causes actuarial heartburn. Suppose the COLA cost is built into the long-term contribution rate calculation, but payment is not wholly guaranteed. Any accumulated unpaid COLA should then be treated as a first call on the plan assets when funds become available, before any rate reduction is considered.  Such an approach might provide COLA security in all but the worst situations and avoid spiking contribution rates during times of unusually poor returns.

Seventh, the consolidation of smaller plans into multi-employer plans should be aggressively pursued. Experts say that such consolidation will greatly reduce the expense of operating and investing by 1% -1.5%.  That is a significant advantage to employers, pensioners and governments!

Multi-employer plans provide many benefits.  However, there can be a loss of identification between a long career with an employer and a completely separate multi-employer pension plan.  Both employers and the administrators of multi-employer plans have an obligation to encourage the feeling of belonging and continuity which those who say “I am a (name of company) retiree” have.  For multi employer plans, an efficient and effective communication system with employers and members, both active and retired, is extremely important for the success of the plan.

OMERS presents an excellent example which has evolved over time.  Members’ annual reports have become timelier. Meetings for retired members and retirees are held throughout the province.  Regular sessions are held with employers.  A very efficient call centre has been developed providing contact with a real person, for both individual members and employers. Newsletters, customized for employers, active members and retired members, are published regularly. Meetings are held from time to time with stakeholder groups and associations. Incidentally, the initiative for many of these developments came from the lay board members, including retirees, rather than experts.

Eighth, contribution holidays are very undesirable. Varying contribution rates on a regular basis, as required, makes more sense. 

Ninth, any long term surplus which, under plan rules, can be used for benefit improvements belongs to the plan.  Returns to employers and employees can only occur through a rate reduction.  Again, in any surplus situation, both active and retired members should receive any benefit improvement which is approved under plan rules. 

PROVIDING ANCILLARY RETIREMENT BENEFITS.

Large professional pension plans, such as OMERS, should be permitted to manage an employee’s non-pension retirement savings such as RRSPs.

Such a solution would encourage individual retirement savings and would enable the plans to get better returns by increasing the assets under management. This would be a definite benefit for retirees because it would ensure the best possible risk/reward return from their non-pension savings, with a trusted and less costly fund manager.  Many of our members have suggested this alternative.  

It could be easily done by setting up a retirement savings fund management subsidiary plan. Funds would be invested in the same manner as the Plan investment portfolio, with a small administration fee charged by the pension plan to cover all of its marginal costs.  Additionally, it might slightly reduce the overhead for the basic plan.   In effect this would be a top-up DC plan to which employees could voluntarily subscribe individually (but without employer contributions), and for which there would be no guarantees on returns. (Contributions would still be restricted by the Income Tax Act, of course.) 

Pension plans should be allowed to administer health and other benefit plans for retired members, many of whom are not covered by employer plans after retirement, provided there is no cost to the pension plan.  Savings would occur because of group rates and the utilization of information already on record with the Plan. Based on cost comparisons we have made with individual contract coverage, this would save an estimated 10-20% in premiums for individuals and could be a small profit centre for the pension plan.

PENSION PLAN GOVERNANCE

Director training for members of the board of directors of all pension plans is important. This is true whether the members are pension experts or representing the various interest groups. Pensions are big business; a clear and successful relationship and understanding of roles between the staff and board is vital.

Pension Plan Board Retiree Representation.

A lot of the discussion on pensions is long on investment and actuarial theory but short on the human side and how pensions work in practice. This may be only natural; few of the experts are retired and receiving pensions, and few pension plans have retired members on the Board (OMERS is a notable exception)! 

A suitably qualified retired member should be on the Board of all pension plans.

We feel that retired members can make a very useful contribution to the pension plan discussion, particularly in the detailed areas of design and plan administration, and therefore should have the opportunity to supply beneficial input at the pension plan board of directors. 

One of the most difficult problems in plan design is a regular review of plan details and how they are administered to ensure fairness and equity for all groups at all times. It is necessary to review regularly which parts of the plan are insurance and which are unfair, depending on circumstances (an example could be several spousal benefits going to one person). Retired members can be particularly useful in bringing a different point of view in this area.  In addition, as retired members represent up to 50% of all members in a plan, at least one representative seems reasonable.  The purpose for including a retired member on a pension plan board is not to provide a forum for negotiation style debate but a chance to get live customer input on plan design, so that pension plans are as fair, efficient and effective as they can be.

The transfer of funds between public pension plans when any employee changes jobs is not working and needs a regulated method of calculation of the transfer amount and benefit to ensure prompt settlement for both plans and individuals involved. At present this is quite unsatisfactory.
OVER FUNDING AND UNDER FUNDING/ENSURING SOLVENCY 

Pensions cost what they cost.  No one knows what the actual costs will be for the approximately 60-year time span of an employee as an active and retired member. There are too many variables involved, including life span and financial market returns.  

The value of a pension plan asset only really matters when it is actually bought and sold.  An annual funding report is only an estimate of potential value and obligations when they occur in the future.  Using it as a basis to try to correctly allocate intergenerational equity (in fact, a pension plan typically has six generations involved at any one time) is a virtual impossibility.  Yet we try. 

We should do our best to be neither too conservative and nor too optimistic, but just right.  This can best be done by large multi-employer plans guided by expert advisors.  Traditionally, people in democracies have been conservative savers, thereby allowing improvements in the financial standard of living over the generations.  (Some might say that recently this has been at the expense of other values; infrastructure has been allowed to deteriorate, to give just one example).

In building up societal expectations in all aspects of goods and services, we are counting on productivity improvements of future generations to cover the ongoing maintenance costs.  Thus, a generational asymmetry already exists throughout society, for things of varying degrees of importance, based on short term planning and trying to hold the line on taxes when costs are rising.

As mentioned earlier, the income of retired persons is vital to our society.  Let us not jeopardize this income in order to assuage the financial community’s ultra-conservative views on the unknown markets of the distant future.

Early generations save and invest so that later generations can profit, pay off any debt obligations and invest for the next generation. Any inter-generational conflict in large pension funds is less than most other aspects of society.  It has been seen as an issue because of the obsession with adequate pension pre-funding.

The wind-up solvency liability rules should not apply to public plans; only the going-concern liabilities are relevant.  Public employers do not pay income taxes.  Therefore there is no reason for Revenue Canada to limit plan “reserves”.  (Are they doing it to limit contribution amounts in the Federal pension fund?)

Assuming full market returns for the plan, pension plans could be proud and willing partners with governments in retaining and repatriating Canadian enterprises and resources. (Ambachtsheer suggests government guaranteed real return bonds at issue price as a perfect investment for pension plans.  Are governments prepared to issue such bonds?)

Federal tax policy and bureaucratic interference by regulators, equipped with out of date laws, must be addressed.  For example, the federal government’s delays in amending rules for the limits on plan surplus has recently resulted in contribution holidays and excessive benefit improvements which have been detrimental to the health of DB plans.

However, great care must be taken that control of investments in public or large private plans does not become politically motivated or tied up in bureaucratic red tape.  Except for one or two past examples - now corrected - this seems to be the existing situation.

PENSION GUARANTEE FUND

Perhaps a Pension Guarantee Fund contribution rate which varies with the health of the plan, charging poorly-funded plans more, would encourage more vulnerable plans to improve their solvency position in order to avoid excess charges.

Ultimately, a Pension Guarantee Fund might not be needed if there were a province-wide second-tier plan, such as discussed above, into which all employers and employees would pay, and which would yield pension benefits like those that are currently guaranteed by the Fund.  Alternatively, large multi-employer plans could also minimize the need for the Fund.

 THOSE WHO HAVE NO RETIREMENT INCOME

While it is not apparently within the mandate of the committee, we would be remiss if we did not mention the many persons in our society with no work-based pension. They comprise individuals working on their own as domestics, the self-employed, or those with low income and very sporadic employment records. They may qualify for little or no CPP and be dependent only on OAS and GIS.  

Improving the present work-based pension environment does not help them directly.  However, to the extent that it reduces the need for GIS funds for working people with  inadequate pensions, it may provide some funding to cover the needs of those with no pension.

 CONCLUSION

Most of the literature deals with theories and the “sexy” area of investing. As noted earlier, it seems to spend little, if any, time on a “best” DB plan design and the specific customer service needs of plan members for whom the plans are created.

The advantages of a universal-type work-based pension plan have been well documented by Ambachtsheer and the British and Australian reports. These advantages include: 

· covering a worker’s whole working career, 

· complete portability, providing easy movement of labour, 

· less burden on society by those who reach retirement age without saving, 

· possible standard control on plan actuarial assumptions, 

· less chance of bankrupt plans, 

· greater transparency for workers.

We hope that your Commission will commission a research paper to come up with an ideal detailed plan design. We would look forward to the opportunity to comment on such a paper and indeed on other research papers.  To come up with a best plan is your job and we wish you well in your endeavors.  If we can help in any way, please contact us.
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