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EOREWORD

We are pleased to present the fourth
edition of the National Union
Pensions Manual.

It was first published in 1995 and is one of the National Union’s most popular
publications. The manual is widely used by Components as a valuable tool to
educate activists in the field of pensions.

This edition is much more extensive than the last three editions (1995, 1999 and
2003)which reflect both the increasing importance that our members place on
pensions as well as the National Union’s expanded pensions agenda.

Over a decade ago our education priorities were to have our members under-
stand their rights to pension benefits when they retire, their entitlements to
Canada’s public pension system and how public pensions relate to workplace
pensions. That has changed as our members now need a much stronger knowl-
edge base of pensions not just on the technical aspects of their pension plan
but on the broader perspective that we have around joint control and the in-
vestment policies of our pension plans. As you will see, the new and updated
content of this manual reflects the broader agenda that the National Union has
with respect to pensions.

Canadian trusteed pension fund assets have doubled in value over the last four
years and are now worth over $800 billion and represent a critical source of capital
for national and international markets. Components of the National Union
participate in jointly trusteed pension plans that collectively have over $90 bil-
lion in assets. It’s possible that we can achieve joint trusteeship of all our major
pension plans right across the country in the next five years bringing the total
assets of our jointly trusteed plans to over $120 billion.

This is a huge pool of capital and with joint trusteeship we now have influence
over which we can use to advance the best long-term interests of our members
both in terms of their financial security in retirement and the overall quality of
life in their broader community.

[1]
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The Pensions Manual is primarily designed for Component leadership activists
and staff who serve on a union pensions committee or represent their union as a
trustee of a pension plan.

The National Union is also producing several of the sections of the manual as
stand-alone Pensions Backgrounders which we hope will appeal to many activ-
ists who are looking for pensions educational material to build their knowledge
base. We will be releasing this series of backgrounders over the next year. If
you would like to receive the backgrounders or know activists who might be
interested in receiving the backgrounders please let us know by e-mailing

national@nupge.ca.

The National Union also has devoted a section of our website to pensions which
contains many publications as well as news stories on pension issues from across
Canada and around the world. It can be found at http://www.nupge.ca/issues/
pensions.htm. We also produce a regular Pensions E-Bulletin containing the top
pensions news stories from our website which we send out on a regular basis.
If you are interested in subscribing to our Pensions E-Bulletin please e-mail

national@nupge.ca.

On a final note we would like to thank members of the National Union Pensions
Advisory Committee who have spent a great deal of time and effort in the last
year working with our national office to produce this manual. Each section of
the manual was vetted by the Committee members and their valuable input has
helped ensure that, from a union perspective, the final product is one of the
most solid and comprehensive educational tools on pensions that exists in
Canada today.

Just as with the original edition of the Pensions Manual we are confident that
this fourth edition will prove to be a valuable tool for members of the National
Union in this important area.

L — f
" I. P—
_.----""—._,“\'I kY
James Clancy Larry Brown
NATIONAL PRESIDENT NATIONAL SECRETARY-TREASURER

[11]
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CHAPTERl

Pensions are Important to Workers and their Unions

e e+ A Pension Plan Can be an Important Financial Asset to

Workers

For those workers who are fortunate enough to participate in a workplace
pension plan during their working careers, their pension plan will likely be
one of, if not, the biggest asset they acquire in their lives.

Traditionally, however, workers have not paid a lot of attention to pen-
sion funds and plans. Pensions were seen as a ‘reward’ to be paid to workers
who retire from working 30 to 40 years at a job. Up until recent years,
working people have often assumed their pensions were the responsibility
of their employer, who had the sole prerogative to manage their pension
plans as they saw fit in order to provide their workers with the pension
promise - secure income during their retirement years.

Workers and their unions rarely questioned how the pension plan was
being administered, or the decisions plan managers made on fund invest-
ment. Their focus was on the actual amount of the pension benefit on
retirement.

Pensions are Workers’ Deferred Wages

Perhaps the most fundamental fact to know about pensions is that they
are workers’ deferred wages regardless of whether the contributions were
made by them or their employer. Pensions are key to assuring a life with
dignity and adequate income upon retirement. They are a particularly im-
portant component of the compensation workers receive in return for their
labour. They are not a gift from the employer; they are earned by the work-
ers.

[1]
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Unfortunately, relatively few working people understand a great deal about
workplace pensions or the other parts of the retirement income system.
They are often intimidated by the perceived complexities of pensions and
often don’t know how to cut through the terminology that is so often asso-
ciated with pensions.

Since a workplace pension plan is one of the biggest assets that a worker
will probably own, it’s critical that workers and their unions expand their
knowledge base in the pensions policy area. But the importance of pen-
sions goes beyond what the value of an individual pension plan is worth to
a worker who is about to retire.

There are many more as important reasons why the labour movement
must take a much more proactive approach to pensions. That’s why in the
last two decades there has been a huge shift in the level of interest and
attention workers and their unions give to pension plans. Let’s briefly ex-
amine some of those reasons why there has been greater interest in the
field of pensions (all of which will be covered in greater detail in the subse-
quent chapters of this revised Pensions Manual).

* ¢+ The Advantages of a Workplace Pension

To provide an adequate income for retirement, a good workplace pension
plan is a must. That is why it has long been a bargaining priority for the
labour movement, and this effort has borne fruit. The vast majority of un-
ionized workers now have a workplace pension plan, whereas most
non-unionized workers do not.

Despite the huge growth of private savings by workers as a way to pro-
vide retirement income, pension plans still provide the best benefit to retired
workers and to workers planning their retirement. Workplace pension plans
are not only better for workers, but are also better for employers, and are
simply better public policy.

Workplace pension plans are generally the best vehicle to ensure a work-
er’s investment risk is managed professionally. They provide workers with
the advantage of a pooled investment risk. Belonging to a pension plan
means that an individual worker is generally subject to less investment
risk, than if he or she was responsible for the investment of their private
retirement savings.

With private retirement savings, the responsibility for making invest-
ment decisions rests with the individual worker. This means that the value

[R]
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of a private savings plan will depend on an individual’s ability to choose
investment funds that do well and the individual’s ability to make appro-
priate changes if they are not doing well. If the individual’s investment
strategy is not successful, then she/he has nothing to fall back.

In the case of the pension plan, investment decisions are guided by the
advice from professional investment consultants. This prescribes how the
investments are to be diversified between the different types of investment,
such as equities, bonds, real estate, etc. Professional investment managers
who specialize in each of these investment categories are hired to make
the day-to-day investment decisions. Performance of the investment man-
agers is monitored closely by the plan’s manager or trustees. Because of
the size of the pension plan assets, plan members through their trustees
have access to specialized advice and resources that are not available to
individual investors.

Private savings plans also shift the cost of administration of the plan
onto the individual. The individual pays significant management fees to
mutual funds and other services directly out of their retirement savings,
whereas pension funds use their own managers. The lower expense levels
enjoyed by the pension plan can have a significant positive impact on the
benefits that can be provided at retirement.

The Pension Promise

First and foremost is that we have yet to achieve the ‘pension promise’ for
the majority of Canadian workers. When we as union activists refer to keep-
ing the ‘pension promise’, we are talking about our commitment to do
everything in our power to ensure that our members have financial security
in their retirement years. We also do everything we can to hold our federal
and provincial governments and our members’ employers to that same prom-
ise.

In fact in recent years the ‘pension promise’in Canada has taken a back-
ward step. We must continue to work to achieve pension plans for many
workers who are not even covered by a workplace pension plan.

Only 33.6% of all Canadians of working age are covered by a pension plan and
the percentage continues to decline — 35.4% were covered a decade ago.

In terms of the paid workforce, the percentage of workers who were cov-
ered by a pension plan in 2003 was 39% - this represents a steady decline in

[3]
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coverage of 7% from 1991 when pension coverage of the paid working force
stood at 46%.

Coverage also differs greatly in the public and private sectors. Since 1977,
the workplace pension coverage rate for the private sector has been stead-
ily decreasing, from 35% in 1977 to about 27% in 2003. In the public sector,
the coverage rate has always been much higher. In 2003, over 86% of work-
ers in that sector were covered by a workplace pension. Coverage in the
public sector actually increased over much of the earlier part of this period,
from 1977 to 1991, but has since been dropping.

We also know that the best assurance to belong to a workplace pension
plan is to be a union member - 83% of unionized employees are covered by
either a pension plan or a group RRSP, compared to just 33% of non-union
workers.

eee The Retirement Wave

Another reason for the increased interest in pensions relates to the huge
retirement wave our country is facing. Canada is beginning to experience a
great demographic shock, as thousands upon thousands of working age
people near their retirement age at the same time. Currently 225,000 Cana-
dians retire every year; this figure will climb to 370,000 a year by 2010 and
to 425,000 annually by 2020. As more of our members get closer to retire-
ment age it’s natural that we would have many more members thinking
about pensions.

*ee¢ Tconomic Structural Changes
Impacting on the Value of Pension Funds

Another reason for the growing interest in the pension field has been
the structural changes to our economy in the last several years. Unem-
ployment, stagnant wages, privatization, deregulation and the globalization
of finance and markets have led to our members feeling less secure about
their economic well-being during their work life and future retirement.
Major events like the technology sector meltdown have triggered steep de-
clines in the value of pension funds. In addition, recent examples of high
profile corporate crimes like the Enron and WorldCom scandals have pro-
vided workers with many more reasons to connect the health of their pension
plans with their financial security during their retirement years.

[4]
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e e e Pension Assets

The Largest Single Source of Capital in the World

Canadian pension fund assets covering 5.5 million workers are estimated
at just over $720 billion and are second only to the combined financial as-
sets of the major banks in Canada. The value of pension funds globally is
over $7 trillion (U.S.). This pool of assets represents the largest single source
of capital in the world today. We have witnessed an explosive growth in
pension funds in each decade since the 1950s, when the practice of private
pensions spread through many sectors of the economy. During the last
two decades alone this capital pool has grown by 400%. Pension funds
today own 35% of all publicly traded equity in Canada. These pension funds
have become a critical source of capital for national and international mar-
kets.

The Power of Our Pension Funds

The pension funds put aside to guarantee our members’ retirement in-
comes can also determine the term of employment, community life, the
environment, consumer goods and public services which help define the
quality of life that they and their families are able to enjoy. Yet the finan-
cial institutions and individuals that manage pension funds are often given
a mandate to pursue narrow investment goals that often undermine the
very workers whose savings they invest.

We all agree it’s critical that the pension funds of our members be in-
vested in profitable ventures. But that doesn’t mean ethical, socially useful
and / or other positive considerations can’t affect a part of the investment
decisions of our pension funds. Only if workers and their unions are part
of the decision making process can we ensure that our pension funds are
not used to the detriment of workers and their families, but instead are
directed to socially responsible, yet profitable investments.

Finally, unions must confront one of the main challenges facing all own-
ers — that their interests do not necessarily coincide with those managing
their collective assets. Corporate CEOs are usually rewarded based on short-
term stock prices and this focus cascades throughout the organization. In
contrast, pension funds must invest for the long-term and should be more
concerned about a company’s ability to grow over the longer term than
about short-term fluctuations in stock prices. For this reason, proxy voting

[5]
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— which allows pension funds to be heard as owners — and corporate gov-
ernance reform must remain key priorities for pension fund trustees.

The labour movement, here in Canada and internationally, is slowly be-
ginning to recognize this paradox. As a result there has been a huge growth
in union interest in joint trusteeship and the investment policies of pen-
sion funds.

* o+ Hxpanding Our Pensions Knowledge Base

Most union education on pensions has not focused a great deal on these
important issues.

We have perhaps done a better job of having our members understand
their rights to pension benefits when they retire, their entitlements from
Canada’s public pension system and how public pensions relate to
workplace pensions. All are important aspects of member education and
will also be covered in this Pensions Manual.

But it is important that union activists move beyond this traditional ap-
proach to take a full leadership role in the field of pensions.

The fact is our members need to be better informed—not just on the
technical aspects of their pension plan, but on the broader issues of joint
control and the investment policies of our pension plans.

It’s critical that we create widespread awareness and knowledge among
our members of the profound effects of their pension funds. That is why
we’ve revised and expanded this Pensions Manual now in its fourth edition;
the first edition was published in 1995.

Our hope is that through reading it and sharing the information it con-
tains with your fellow union activists, you and your Component will become
much more knowledgeable in the field of pensions and better equipped to
advance our broader agenda in the pensions field.

This agenda requires somewhat of a cultural shift within our union. This
shift will help us expand our expertise and unleash our capital power so
that we can skillfully and confidently use pension fund investment to maxi-
mize long-term value for our members, both in terms of their financial
security in retirement and the overall quality of life in their broader com-
munity.
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CHAPTERZ

A Brief History of Pensions in Canada

* ¢+ Workplace Pensions

The rise of workplace pensions in Canada is very much a 20™ century
story; however the first pension plan dates back to 1874.

Retirement not an Option for Workers in the 19 Century

During the first half of the 19® century most men worked in farming,
crafts or trades and support in old age was provided by their offspring who
had taken over the family business or farm. The last third of that century
saw manufacturing employment increase at twice the rate of population
growth, and these new workers needed to find a different way to provide
for their old age. This was also a period when banks, insurance companies
and the stock and bond markets were developing many new financial capi-
tal instruments for retirement saving. Saving for retirement, however, was
not an option most workers could afford and they therefore continued to
work until they no longer had the physical capacity to do so.

Railroad Companies First to Introduce Workplace Pensions

This was also a period of widespread labour unrest, with violent strikes
and the rise of labour unions. As the 19% century ended, employers faced
an aging workforce with potentially diminished capacity. In response, some
of the more enlightened employers started providing a variety of benefits
for their workers — a response that is often referred to as the beginning of
welfare capitalism. These early pension plans were developed based on
three different rationales: career, welfare and efficiency.

The first workplace pension plan recorded in Canadian history was a plan
that the Hudson’s Bay Company had established for certain retiring merito-
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rious officers in 1840. The Ganong Chocolate Factory also offered a pension
plan to its management employees in 1855. The railroads were the nation’s
first large industrial sector to develop pension plans. In 1874 the Grand
Trunk Railway Company, a Canadian line, was created only for their man-
agement. The plan required employees to join by age 37 and remain at work
until at least age 55. The pension deferred part of their wages until retire-
ment, thus ‘buying’ the loyalty of its workers. By 1900, only federal employees,
railway workers and employees of some commercial banks were covered by
pension plans.

At first pension plans were justified as a tool to increase workers’ loy-
alty, and to reduce strikes and turnover. As employers found that pensions
were not very successful meeting these objectives, they became more in-
terested in the value of mandatory retirement. This was the period of scientific
management, when it was thought that older workers (over 45) could not
keep up.

Private pension providers at first had little understanding of the actu-
arial realities of the pension plans they were creating. During the first two
decades of this century, most large corporations financed their pensions
from operating funds and had no reserves.

First Canadian Private Pension Legislation

The first Canadian legislation that encouraged workers to save for their
retirement was the Canadian Government Annuities Act of 1908. Its pur-
pose was to encourage Canadians to prepare financially for their retirement
through the purchase of a government annuity. The Act allowed for the
purchase of various annuities for different amounts and lengths of time. At
a specified age, the recipient would begin to receive fixed yearly benefits.
The government guaranteed these benefits and assumed all the costs to
administer them. The problem, however, was that few Canadians could
afford to buy them.

Pensions: Tools for Controlling Workers

After the well-publicized failure of the Morris Packing Company pension
plan in 1923, suggestions for reform came from government, consultants
and insurance companies, specifically that pension cost should be accrued,
funds should be held with an independent fiduciary and workers should
be vested.
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Reforms were resisted on all three counts. From the beginning, most
plans were non-contributory so that employers could terminate them at
any time. Actuarial costs were difficult to estimate with most plans be-
cause benefits were based on final salaries. Building trust funds was expensive
and these might be seen as employee assets. Corporations did not want to
turn over funds to another institution when they felt they could better use
the funds themselves. Finally, vesting was the least desirable idea, since
employers wanted to give pensions to reward only long-serving employees.
In general, there was a conflict between the reformers’ view of pensions as
deferred wages and the corporations’ view of pensions as tools for control-
ling their workforce.

Unions Influence Growth of Workplace Pensions in Postwar Period

During the postwar period, the most important factor that influenced
the growth of workplace pensions was the growth of the trade union move-
ment and collective bargaining. First the United Mine Workers and then
the CIO unions began pushing for industry-wide standards for pensions in
Canada as well as the United States. Their success is measured by the fact
that between 1945 and 1960, almost entirely due to union initiatives, pen-
sion coverage increased from 19% to 40% of the workforce. This 40% pension
coverage rate stayed fairly constant until around 1990 when the rate began
to drop to where it is today with only 33.6% of the workforce being covered
by a workplace pension.

Canada’s Public Pension System

The first substantial involvement by the federal government in the field
of income security took place during the decade after the First World War
(1920-1930).

The federal involvement was the product of not only a high regard for
veterans but also of social unrest, including the Winnipeg General Strike.
Returning veterans were not assured work and found a marked contrast
between the society’s rhetoric and their destitute circumstances.

Old Age Pensions Act, 1927

Survivor and disability pensions were therefore created for war veterans
and their families, but there was still a strong and growing need for a na-
tional old age pension system. The Government Annuities Act of 1908 was not
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the answer since few people could afford them. So in the 1920s, the issue of
government assistance for the elderly was back on the political agenda. In
1924, Parliament appointed a special committee to study the question of
pensions.

Political advocates like James S. Woodsworth and Abraham A. Heaps ar-
gued for a national pension scheme. When his government finally won a
majority in 1926, Mackenzie King followed up on his promise to Woodsworth
and Heaps by introducing legislation that became the OId Age Pensions Act
in 1927. The maximum pension was $20 per month or $240 per year. It was
available to British subjects aged 70 or over who had lived in Canada for 20
years. It was also restricted to seniors whose income, including the pen-
sion benefits, was less than $365 per year (this was determined by a means
test). Status Indians were excluded.

Although eligibility was limited, the Act was a modest beginning to na-
tionwide benefits for the poorest elderly. The program gradually included
more people, such as blind persons, but eligibility remained limited and
seniors had to pass a degrading means test.

The pension became increasingly unpopular when provincial legislation
was used to back up the means test. To qualify for assistance, parents had
to prove that their children could not support them. Officials even encour-
aged some elderly parents to sue their children for maintenance. Recipients’
eligibility could be withdrawn after they had begun receiving pension pay-
ments. Payments were even recovered through claims against the estate of
dead recipients.

In 1939, Canada’s entry into the Second World War put people back to
work and breathed new life into the economy. These good economic times,
however, were not as favourable for seniors, whose pensions were deval-
ued because of inflation. The contrast between the prosperous and the aged
poor and the memory of the Depression inspired many people to propose a
new national system of social security. Political parties, unions, seniors and
social interest groups urged the elimination of the means test and the es-
tablishment of policies to protect all Canadians from extreme poverty.

Old Age Security Act, 1951

In 1951, the Constitution was amended to allow the federal government to
pass the OIld Age Security Act. The Act, which took effect in January 1952,
established a federally funded pension for all men and women 70 years of
age and over, except for Status Indians. The maximum Old Age Security
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pension was $40 per month or $480 per year. For the first time, Canadian
seniors could receive a pension without undergoing a means test. The Old
Age Security pension however was not an income replacement measure; it
was a safety net that conferred on all seniors who met the residency re-
quirements a basic amount of support.

Private pension plans or savings were supposed to supplement that
amount, if possible. However, for most people, retirement meant a drasti-
cally reduced standard of living. Even with Old Age Security, the average
income for seniors in this period was only around 50% of average indus-
trial wages. Some workers had employment-based pension plans, but they
faced several problems: these plans were tied to a particular job, they were
not portable, and they usually required very long contributory periods. They
were also poor in the area of survivor benefits.

Canada / Quebec Pension Plans, 1966

Responding to the need for a public pension plan that offered portability,
a greater measure of income replacement and insurance for families against
the death or disability of a breadwinner, Lester Pearson’s government in-
troduced the Canada Pension Plan in 1966. This was a compulsory,
contributory scheme for salaried and self-employed workers between the
ages of 18 and 70. A sister program, the Quebec Pension Plan, was enacted
in the same year to cover Quebec workers and their families.

The existence of two plans stemmed from the desire of the Quebec gov-
ernment to retain primacy in the social welfare field in that province and
to have control of pension fund reserves for investment in provincial de-
velopment. The other provinces had the option of establishing their own
parallel plans as well, but none did. Ontario had legislated its own plan but
never brought it into force, throwing its weight behind the Canada Pension
Plan in the national interest. A Canada Pension Plan without either On-
tario or Quebec would have faced significant challenges to its credibility
and, perhaps, longevity. Development capital for the provinces could be
acquired through loans from the Canada Pension Plan surpluses.

Section 94A of the Constitution, added in 1951 to permit the federal gov-
ernment to make laws in relation to old age pensions, was amended. This
change permitted the Canada Pension Plan to provide pensions to survi-
vors and disabled persons who were not ‘old’ and whose pensions would
therefore not be old age pensions. The paramountcy clause, which ensured
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the CPP would not affect any provincial old age pension program, was also
retained although its language was slightly modified.

Over the next five years, the eligible age for the Old Age Security pension
and the Canada Pension Plan would be lowered to 65. Both pensions would
be indexed to offer inflation protection.

Guaranteed Income Supplement, 1967

In the interest of fairness, a Guaranteed Income Supplement (GIS), tied
to Old Age Security, was introduced in 1967 as a temporary measure to
further reduce poverty amongst seniors. The GIS was part of the Old Age
Security program and provided low-income Old Age Security pensioners
with additional money. It was income-tested, meaning that as the amount
of income increased (to a maximum of $720 a year in 1967 dollars for a
single pensioner), the amount of the supplement decreased. It predomi-
nantly helped those who would retire before they benefited from the Canada
Pension Plan.

Important Changes in the 1970s and 1980s

Throughout the 1970s and 1980s many changes to our public pension
system were introduced to help women, low-income workers, disabled peo-
ple and other groups most vulnerable to poverty. Some important changes:

e Flexible retirement was introduced in 1987, allowing Canada Pension Plan
contributors the option of receiving a pension as early as the age of 60.

e The Guaranteed Income Supplement (GIS), introduced in 1967, became
permanent.

¢ The Spouse’s Allowance was introduced in 1975 and the Widowed Spouse’s
Allowance was introduced in 1985.

e Better inflation protection was put in place; from 1973, Old Age Security
benefits were indexed quarterly as opposed to annually and indexation
was linked to the Consumer Price Index.

e Partial Old Age Security benefits were made available to people who could
not meet the residency requirements for a full pension.

e The definition of ‘spouse’ was added to the Canada Pension Plan and
redefined under the Old Age Security program to include both legal and
common-law spouses.

e Provisions were made to adjust the CPP / QPP contribution period for par-
ents who left the workforce to raise their children.
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e In 1988, Aboriginal people earning income on reserves were allowed to
contribute to the Canada Pension Plan and receive benefits from it for the
first time.

¢ In 2000, all Old Age Security and Canada Pension Plan benefits and obli-
gations were extended to same-sex, common-law relationships.

Uproar Over Mulroney Government’s Proposal to End Indexation, 1985

There were also regressive changes to our public pension system intro-
duced in the 1980s. The Mulroney Conservative government came to power
in the mid 1980s espousing neo-conservatism (or neo-liberalism) in the same
‘wave’ which elected Thatcher in the UK and Reagan in the U.S. Regarding
social programs, the message was that spending had to be restrained, and
“benefits targeted to those in need”.

In the May 1985 budget, Minister of Finance Michael Wilson declared
that “social programs must be changed so that benefits are targeted to those
in need”. He announced that Old Age Security would no longer automati-
cally increase in dollar terms against the first 3% increase in the Consumer
Price Index (CPI) annually.

The OAS de-indexation announcement provoked an uproar from the sen-
iors’ lobby. On June 19, Mulroney encountered a group of seniors protesting
outside the Centre Block on Parliament Hill, in the rain. He thought he
could sweet-talk them. But with the TV cameras rolling nearby, one senior,
Solange Denis, directly challenged the PM: “You lied to us! You got us to
vote for you, and then good-bye Charlie Brown!”

This proved to be a public relations disaster for the government. Eight
days later, with Denis sitting in the public gallery, Wilson rose in the House
of Commons to announce the government was flip-flopping and withdraw-
ing the partial de-indexation for the OAS.

The labour movement learned an important lesson from this episode -
that Canadians are justifiably worried about their retirement security and
that politicians who seek to reduce retirement benefits are potentially
vulnerable to union opposition and popular mobilization.

An End to Universality of OAS, 1989

The universality of the Old Age Security ended in 1989, with that year’s
federal budget ‘clawback’. The budget declared that seniors had to repay
15¢ of their pension for every dollar of net income earned over a certain
threshold. The threshold was $53,215. Seniors received their monthly OAS
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cheque as before, but next spring at tax time the funding was ‘clawed back’
from the seniors affected when they filed their income tax form.

But the threshold level where the clawback kicked in was only partially
indexed against inflation — indexing continued only at inflation rates above
3%, as with the 1985 reform (see above). This meant that over time, the
threshold level declined in real terms.

The Liberal government reformed this program in July 1996 to provide
that henceforward, eligibility for it was determined before the benefit was
paid out, based on last year’s income tax return. Benefits for affluent sen-
iors are reduced before the monthly cheques are sent out, rather than being
taxed back after the seniors have received their cheques.

Benefits are now paid out net of the clawback amount, based on the
previous year’s income tax return. Now affluent seniors do not receive any
nominal funding at all. At least under the Tories’ clawback, affluent sen-
iors got a nominal benefit on a monthly basis, before it was clawed back
when the seniors filed their income tax return. So the Tories maintained at
least the pretence of universality; the Liberals eliminated even that.

The Tories’ (partially indexed) clawback ended the universality of the
OAS because it was now allocated on the basis of income. Their strategy
for selling it to the public was to emphasize that it only affected the wealthi-
est4.3% of the seniors’ population: why should they get a government benefit?
But because of the partial de-indexing, a growing number of seniors could
expect to be affected (depending on the inflation rate). Thus, the clawback
was another example of the ‘politics by stealth’ strategy, coupled with se-
ductive rhetoric about the reasonableness of ‘targeting’ programs.

Changes to CPP to Guarantee Sustainability, 1998

The sustainability of Canada’s public pensions grew into an important
political issue in the 1990s. Life expectancy was increasing and seniors were
making up a greater share of the population. At the same time, the number
of workers contributing to the Canada Pension Plan (CPP) was decreasing.
Many people were concerned that pensions would not be there for them
when they retired.

In response to this growing concern, the Government of Canada and the
provinces agreed to make changes to the CPP in 1998. Canada Pension Plan
contribution rates were increased. The Canada Pension Plan Investment
Board (CPPIB) was established to invest funds not immediately needed for
benefits. The administration and calculation of benefits changed.
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These changes put the CPP on solid financial ground. Despite the aging
population, the Canada Pension Plan will continue to be available for fu-
ture generations. As of December 2006, the CPP reserve fund now stood at
$110.8 billion. The CPP reserve fund is expected to grow to $147 billion by
2010 and to more than $200 billion a decade from now. Based on actuarial
projections, CPP contributions are expected to exceed benefits paid until
2022, providing a 16-year period before a portion of the investment income
from the CPP reserve fund is needed to help pay CPP benefits. By the year
2010, CPP is expected to be the largest pension plan in the world.

The Martin Government took steps to try and protect the CPPIB from a
progressive pension investment agenda by banning it from considering ‘so-
cial’ and ‘political’ issues. They also refused to appoint any representatives
from the labour movement - in marked contrast to the situation in Quebec
where a senior labour movement representative sits on the investment board
of the QPP. Over time, the size of the CPP fund and the fact that its benefici-
aries include all working Canadians may well mean that the Federal
Government will have to engage with a progressive union agenda.

Public Pensions are Here to Stay

Although seniors will make up an increasing proportion of our popula-
tion, Canada’s public pensions are secure and will continue to support many
future generations.
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CHAPTERS

How Much Pension Will an Individual Need¥

THERE IS really no generic answer to the question of how much income an
individual or couple will need in order to live their retirement years in com-
fort and dignity. Each individual retiree will spend differently and have
different needs. Accordingly, there is no scientific way of determining how
much a particular person will require.

Retirement Income Above the Poverty Line

One indicator that all individuals who are planning for retirement can
consider is whether their retirement income will meet Statistics Canada’s
‘Low Income Cut-offs’ (LICOs) which are also commonly known as poverty
lines.

The LICO is based on Statistics Canada’s detailed survey of the expendi-
ture patterns of Canadian families known as the Family Expenditure Survey
(FAMEX).

From FAMEX data, the Canadian average family expenditure on food,
shelter and clothing is calculated. This is expressed as a percentage of pre-
tax income.

Low income cut-offs are based each year on those individuals and fami-
lies who spend 20% more than the average individual / family expenditure
on food, shelter and clothing.

Persons and families living below these income levels are considered to
be living in ‘straitened circumstances’. There are 35 different LICOs, vary-
ing according to family size and size of community.

So at a minimum, an individual or couple will want to try to ensure their
annual retirement income will at least meet the LICO which corresponds
to their family size and size of community.

If not, it’s safe to say a large portion of their retirement years will be
spent living in poverty.
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* e+ OQAS and GIS Will Not Provide Above Poverty Income

For those persons whose only retirement income consists of the maxi-
mum available benefits under Canada’s old Age Security (OAS) and Guaranteed
Income Supplement (GIS), most will live below the poverty line.

For the single elderly, the floor currently amounts to $13,635.96 per year
(as of January 2008). This is $3,583 below the 2006 low income line for a
single person in a large urban centre as established by Canada’s national
statistical agency, Statistics Canada.

For an elderly couple, the minimum income guarantee is $23,167 (as of
January 2008), which is $1,723 above the 2006 low income line for a large city.
As is commonly the case elsewhere, too, the single elderly in Canada are
overwhelmingly women.

eee Tpegs Income is Needed for Retirement

Another point to consider is that experience shows workers generally
need less of an income during retirement, for a number of reasons:

e there are no more CPP / QPP or Employment Insurance contribu-
tions;

* there are no more pension plan contributions;

e there is an increased personal income tax exemption starting at
age 65 (clawed back, subject to a means test for those with higher
incomes);

e many personal items, such as mortgage payments, life insurance
premiums, clothing for work, transportation to work and child re-
lated expenses may not only be reduced, but may disappear entirely;
and

e there are benefits that may be available to people over 65, such as
low-cost public transport.

On the other hand, many workers may find themselves ’retiring’ at an
earlier age than they anticipated, as a result of corporate or government
downsizing. In these circumstances, their savings might be a lot less than
they expected. They will have to rely on their retirement savings a lot longer.

Even if they do retire when they intended to, workers’ lifestyles may
change at retirement, so that other expenses replace those of working ex-
penses. Retirees may travel more or have more time to pursue hobbies, for
example.
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Arelated factor is the decreased level of service relating to many govern-
ment programs and the growing use of user fees that will affect many seniors
in their retirement years, just as they are affecting the rest of us.

eee Where Will This Money Come From?%

The usual rule is that your pension income from all sources should be
about 70% of your pre-retirement earnings if you want to maintain your
standard of living once you're retired. Let’s look at someone earning the
current year’s (2008) maximum pensionable earnings (YMPE), $44,900. The
YMPE is set each year by the federal government, based on the average
wage in Canada. According to this formula, that person requires 70% of
$44,900 or $31,430 per year, when he or she retires.

Assume that this person retired in January 2008 and obtains the maxi-
mum basic Old Age Security (OAS) benefit, of $502.31 per month (or $6,027.72
a year) and the maximum Canada / Quebec Pension Plan (CPP / QPP) retire-
ment benefit, of $884.58 per month (or $10,614.96 a year.) [See next chapter
on An Overview of Canada’s Public Pension System.]

As can be seen from the following table, to achieve a 70% replacement
rate, the worker would therefore have to find $14,790.06 of pre-retirement
earnings — $1,235.50 each and every month - from some other source.

Seventy Percent Replacement of a
Pre-retirement Annual Income of $44,900

Percentage of pre-retirement

Source of Income* Dollar Amount income (of $44.,900)
Old Age Security $6,027.72 13.42%
Canada Pension Plan $10,614.96 23.64%

The portion to make up, $14,787.32 32.94%

through workplace
pension plan and/or
private savings

Totals $31,430.00 70.0%

*Based on January 1, 2008 rates
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There are really only two other sources of income that a retired worker is
able to tap from and that is a workplace pension plan or private savings.
And remember from the previous chapter of this Pensions Manual that less
than 40% of workers belong to a workplace pension plan.

For those workers who do not belong to a workplace pension plan, they
will need to accumulate pre-retirement savings, usually through a Regis-
tered Retirement Savings Plan (RRSP).

Let’s consider a worker who is 30 years of age who plans on retiring at
age 65. How much retirement savings will be needed to ensure that indi-
vidual can have an annual income $14,787.32 (representing the 32.94% of the
$44,900 noted above)?

First we have to make the following three assumptions:

e Life expectancy after the age of 65 — for a Canadian
male age 65, the average Canadian life expectancy is
81 years of age, for a Canadian female age 65, the
average life expectancy is 85 years of age;

e Annualrate of return that the private retirement sav-
ings will generate during years of retirement - the
assumption used for the calculation below is 6% an-
nual yield on the balance of the savings; and

e Annual inflation rate to ensure that the value of the
$14,787.32 income is protected during each year of re-
tirement - the assumption used for the calculation
below is an annual inflation rate of 2.5%.

So based on these three assumptions:

e The 30-year-old male who retires at age 65 will need
a savings of $441,882 to have an annual income of
$14,787.32 for each year of retirement; and

e The 30-year-old female who retires at age 65 will need
a savings of $519,892 to have an annual income of
$14,787.32 for each year of retirement.

The federal government of Canada has developed an online Canadian
Retirement Income Calculator to help Canadians plan for their retirement.
The calculator takes users step by step through an estimate of the ongoing
income they may receive throughout their retirement from:

e Old Age Security (OAS);
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Canada Pension Plan (CPP) or Quebec Pension Plan (QPP);
¢ employer pension(s);

Registered Retirement Savings Plans (RRSPs); and

other sources of ongoing income.

It will therefore help individuals calculate how much private retirement
savings from their defined contribution pension plan or their RRSP they
will need to provide a certain income for a set number of years.

The calculator can be found at the following website:

https://srvill.services.gc.ca

When using the calculator, it is important that individuals keep in mind
that the calculations can only provide a rough estimate of future retire-
ment income and that those estimates are expressed in today’s dollars and
do not consider the amount of taxes an individual will have to pay on his/
her retirement income.

*e¢ The Impact of Inflation

It’s important to recognize that inflation over the years will impact sen-
iors’ income by reducing the income’s purchasing power. The table below
shows how different rates of inflation impact on purchasing power over
the years.

The Impact of Inflation on Future Purchasing Power
The Future Value of One Dollar ($1.00)

Inflation
Rate 2% 3% 4% 5% 6% 8% 10%

Number
of Years

5 years 91¢ 86¢ 82¢ 78¢ 75¢ 68¢ 62¢

10 years 82¢ 74¢ 68¢ 61¢ 56¢ 46¢ 39¢

15 years 74¢ 64¢ 56¢ 48¢ 42¢ 32¢ 24¢

20 years 67¢ 55¢ 46¢ 38¢ 31¢ 21¢ 15¢

25 years 61¢ 48¢ 38¢ 30¢ 23¢ 15¢ 9¢
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Inflation obviously will impose a major burden on pensioners with fixed
income; it is often described as “a monster that dines on your future”. On a
somewhat positive note, however, is the fact that today’s inflation experi-
ence is more moderate (in the 2 — 3% range). However, in the past it has
been severe, peaking in 1980 at about 12.5%.

*e¢+ No Easy Solutions

There are two general observations and conclusions that can often be
made about retirement planning.

Individuals generally underestimate how much is required to fund a flow
of income at retirement (or for purchasing pensionable service) and its mir-
ror image. And conversely, individuals generally overestimate how much a
stream of income can be generated from a given amount of dollars.

Recognizing these factors early in an individual’s working life is prefer-
able to later in terms of retirement planning. It is also important that we
recognize that Canada’s public pension system plays a critical role and we
can expect it to play a critical role in the future given the low pension cov-
erage rates amongst Canadian workers.

Add to this the additional challenges faced by increasing life expect-
ancy, early retirement aspirations of workers and volatile investment markets.
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An Overview of Canada’s Public Pension System

ee e The First Tier of Retirement Income in Canada

Previous generations of Canadians along with the labour movement fought
hard to win universal public pensions both to recognize the contribution
senior citizens have made to our society, and to provide the elderly some
measure of comfort in their retirement years. Moreover, like all public pro-
grams and services, our pension system is an important tie that binds us
together as a nation. It is an expression of our collective commitment to one
another and to the fundamental democratic principle that all citizens have
the right to services that enrich us all.

The main components of Canada’s public pension system are three pub-
licly administered programs: the Old Age Security program, the Guaranteed
Income Supplement and the Canada Pension Plan. Some provinces also
have a specific income supplement program for seniors.

Public pensions, unlike most private plans, are 100% portable and move
with people from one job to another. They are fully indexed to inflation
and offer survivors’ benefits. And because public pensions are publicly run,
administration costs are extremely low - about 1% of total benefits.

*ee An Important Factor in Addressing Seniors’ Poverty

Thanks to public pensions, Canada has made tremendous gains in over-
coming poverty amongst elderly citizens, and providing our seniors with
much better prospects for a dignified and secure retirement.

Until recently, the percentage of seniors with low incomes had been de-
clining. It went from 21% in 1980, to 10% in 1990, to 7% in 2003. The National
Council of Welfare points out that this catch-up period is over. Since the
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middle of the 1990s, seniors’ income has reached a ceiling and the gap be-
tween seniors’ revenues and those of other Canadians is now increasing.
Between 1997 and 2003, the mean income of senior households increased
by $4,100, while the average income of other Canadian households increased
by $9,000. The situation is even more pronounced for seniors living alone.

e+ Public Pensions are the Only Source
of Income for the Majority of Seniors

Public pensions therefore have been especially important for lower and
middle-income seniors. They are less likely to have been able to accumu-
late large private retirement savings during their working lives, and less
likely to have worked in jobs that provided decent private pension plans.

Remember less than two in five Canadian workers are members of a
registered pension plan and public pensions (OAS, GIS and CPP or QPP) ac-
counted for over half of all income for six out of every ten seniors in 2001.
Without these public pensions, poverty will once again become a fact of
life for millions of seniors.

There is, of course, a need for changes to our public pension system.
Benefits are still low and need to be strengthened.

The followingis an overview of each of the components of Canada’s public
retirement income system:

Old Age Security (OAS)

The Old Age Security program is the first tier of Canada’s public retire-
ment income system. The OId Age Security Act came into force in 1952,
replacing legislation from 1927 requiring the federal government to share
the cost of provincially-run, means-tested old age benefits.

The Act has been amended many times. Among the most important
changes have been:

e the drop in age of eligibility from 70 to 65 (1965);

e the establishment of the Guaranteed Income Supplement (1967);

e the introduction of full annual cost-of-living indexation (1972);

e quarterly indexation (1973);

e the establishment of the Spouse’s Allowance (1975);

e payment of partial pensions based on years of residence in Canada (1977);

e the inclusion of Old Age Security in international social security agree-
ments (ongoing);

[R4]

National Union RESEARCH
www.nupge.ca



Chapter 4 / An Overview of Canada’s Public Pension System

e the extension of the Spouse’s Allowance to all low-income widows and
widowers aged 60 to 64 (1985);

e the introduction of a ‘clawback’ in the 1989 federal budget which put an
end to the universality of the Old Age Security; maximum of one year of
retroactive benefits (1995);

e the ability for an individual to request that their benefits be cancelled
(1995); and

e the extension of benefits and obligations to same-sex common-law part-
ners (2000).

The Old Age Security program is financed from Government of Canada
general tax revenues. It is administered through the Income Security Pro-
grams Branch of Social Development Canada.

All benefits payable under the Old Age Security Act are adjusted in Janu-
ary, April, July and October if there are increases in the cost of living as
measured by the Consumer Price Index.! As of January 2008, the maximum
monthly OAS benefit was $502.31.

Since 1989, older Canadians with incomes above a threshold amount
have been required to pay a surtax of 15% on incomes above the threshold,
up to the amount of a full OAS benefit. Pensioners with an individual net
income above $64,718 must repay part of the maximum Old Age Security
pension amount. The repayment amounts are normally deducted from their
monthly payments before they are issued. The full OAS pension is elimi-
nated when a pensioner’s net income is $104,903 or above.

Despite its history as a universal program for older Canadians, it has
clearly taken on an income-tested character. The income threshold at which
OAS benefits begin to be taxed back is just over 1.4 times average wages
and salaries, and the full amount is taxed back at 2.25% of average wages
and salaries.

Guaranteed Income Supplement (GIS)

The Guaranteed Income Supplement (GIS) is a monthly benefit paid to
residents of Canada who receive a basic Old Age Security (OAS) pension
and who have little or no other income. In law, the GIS is a component of
the OAS program.

The GIS was created in 1966 as a small program to compensate the
elderly of that time for the fact they would not get to participate in the
earnings-related Canada Pension Plan that was being created at that time.
Like the OAS, the GIS is administered by the Government of Canada. It is
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paid for out of the general revenues of the Government of Canada, and
GIS expenditures show up as expenditures in the federal government’s
budget.

GIS payments may begin in the same month as OAS pension payments.
Recipients must re-apply annually for the GIS benefit by filing an in-
come statement or by completing an income tax return by April 30. Thus,
the amount of monthly payments determined for the year may increase
or decrease according to reported changes in a recipient’s yearly income.

Unlike the basic OAS pension, the GIS is not subject to income tax.
The GIS is not payable outside Canada beyond a period of six months,
regardless of how long the person has lived in Canada.

To receive the Guaranteed Income Supplement benefit, a person must
be receiving an Old Age Security pension.

The GIS is an income-tested benefit. A maximum benefit is created
for a single elderly person and for elderly couples. The maximum ben-
efit for couples is less than twice that for the single elderly.? Maximum
benefits are paid to the elderly with no income except OAS. Then ben-
efits are reduced by 50 cents per dollar of income from sources other
than OAS.

As of January 2008, the maximum benefit for the single elderly is $634.02
per month. The maximum benefits are adjusted quarterly to reflect changes
in consumer prices. GIS benefits are not taxable.

Under the GIS program, there is also a Spousal Allowance and a Survivor
Allowance for seniors aged 60 to 64 with low incomes. They are designed to
bridge the gap until these people become eligible for the OAS pension.

A Spousal Allowance is available to 60 to 64 year-old low-income spouses
or common-law partners of OAS pensioners who receive the GIS. The maxi-
mum monthly Spousal Allowance benefit is $921 as of January 2008. The
benefit is reduced according to a couple’s yearly income; if a couple’s com-
bined yearly income, not including their OAS / GIS pension, exceeds $28,176
the 60 to 64 year-old spouse or common-law partner is not eligible for the
Spousal Allowance.

A Survivor Allowance is available to 60 to 64 year-old low-income
spouses or common-law partners whose spouses or common-law part-
ners have died. The maximum monthly Survivor Allowance benefit is
$1,020.91 as of January 2008. The benefit is reduced according to an indi-
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vidual’s yearly income; if the yearly income exceeds $20,520 she / he is not
eligible for the Survivor Allowance.

If a person is receiving the Allowance and her / his spouse or common-
law partner dies, she / he will be switched to the Allowance for the survivor.

In combination, OAS and GIS provide a minimum income floor for older
Canadians. For the single elderly, the floor currently amounts to $13,635.96
per year (as of January 2008). This is $3,934 below the 2006 low income line
for a single person in a large urban centre as established by Canada’s na-
tional statistical agency, Statistics Canada. For an elderly couple, the minimum
income guarantee is $23,107 (as of January 2008), which is $1,723 above the
2006 low income line for a large city. As is commonly the case elsewhere,
too, the single elderly in Canada are overwhelmingly women.

Maximum 0Old Age Security
benefit rates as of January 1, 2008

Type of Benefit Maximum Monthly Rate
January — March 2008

Basic Old Age Security pension $502.31

Guaranteed Income Supplement

Single
$634.02

Spouse/Common-law partner of

e apensioner $418.69

e anon-pensioner $634.02

« an Allowance recipient $418.62
The Allowance

e regular $921.00

e sUurvivor $1,020.91
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Canada / Quebec Pension Plan (CPP / QPP)

CPP/ QPP is a government-sponsored pension plan funded solely by con-
tributions made by employees, employers and self-employed people and
from interest earned from the investment of the funds. These plans came
into effect on January 1, 1966 and provide very similar benefits. The goal is
to provide working Canadians with an income related retirement pension
of 25% of a worker’s earned income to a maximum of 25% of the average
industrial wage.

Supplementary benefits include contributor disability pension, benefits
to dependent children of deceased or disabled contributors, surviving
spouse’s pension and a lump sum death benefit.

Benefit calculations are based on how much and for how long a con-
tributor has paid into the CPP.> Benefits are not paid automatically — everyone
must apply and provide proof of eligibility. However, once eligibility is de-
termined, CPP benefits are paid even if the beneficiary also receives income
from other sources.

Benefits are adjusted in January of each year as needed to reflect in-
creases in the average cost of living, as measured by the Consumer Price
Index. Participation is compulsory for eligible individuals and covers prac-
tically all employees and self-employed persons.

Contributions to the CPP are paid on earnings between a minimum and a
maximum amount. The minimum earnings in any year on which no contri-
butions are paid, known as the Year’s Basic Exemption (YBE), are $3,500 and
have remained frozen at that amount since 1998.

The maximum, known as the Year’s Maximum Pensionable Earnings
(YMPE), is adjusted annually to reflect the growth in the average Canadian
industrial wage. The YMPE for 2008 is $44,900. Contributions stop once a
contributor reaches the age of 70 or begins to receive a CPP retirement pen-
sion or disability benefit. The contribution rates for 2008 are 4.95% for
employees and 4.95% for employers. People who are self-employed pay both
portions, for a total of 9.9%. Employers and employees make approximately
94% of contributions and the remaining 6% comes from the self-employed.

The amount of each contributor’s pension depends on how much and
how long he or she has contributed and at what age he or she begins to
draw the benefits. The monthly maximum retirement pension for a person
who retires at age 65 as of January 2008 is $884.58 and the average payment
in October 2007 was $481.46.
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The CPP offers flexibility with respect to the age of retirement. Seniors
can take their pension as early as the age of 60 or as late as 70. The CPP
permanently reduces the pension by 0.5% per month for those who take
their benefit before their 65% birthday, reflecting the fact that these seniors
will, on average, receive their benefit longer than someone who retires at
the age of 65. For those who take their benefit after their 65% birthday, the
CPP permanently increases the pension by 0.5% per month, reflecting the
fact that these seniors will receive their benefit for a shorter amount of
time on average. The adjustments are intended to ensure there is no ad-
vantage or disadvantage from taking the retirement benefit at a particular
age.

Disability Benefits — An individual is eligible to collect disability ben-
efits if that person “... is determined in a prescribed manner to have a severe
and prolonged mental or physical disability ...” according to the CPP Act.
The term ‘prolonged’ means that a person’s disability is expected to con-
tinue for a significant period after the time of application, and that its duration
cannot be predicted with any certainty, or is likely to result in death. A
‘severe’ disability is defined as one that impairs to such an extent that a
person is “... incapable regularly of pursuing any substantially gainful occu-
pation....”. A person qualifies on medical grounds only when the ‘severe’
and ‘prolonged’ criteria are met simultaneously at the time of application.
However, the severity of a disability is assessed first. If an applicant does not
meet the ‘severe’ criteria, the question of whether the disability is prolonged
is not considered.

The maximum monthly disability benefit as of January 2008 is $1,077.52;
the average payment in October 2007 was $785.77.

On top of that benefit, the disabled pensioner will receive an additional
children’s monthly benefit for each child under the age of 18. If the child is
between the ages of 18 to 25 and still attending a post-secondary educa-
tional institution, the benefit is paid directly to him / her. As of January 2008
the children’s monthly benefit was a flat rate of $208.77.

Survivor Benefits — Survivor benefits are paid to the surviving spouse or
common-law partner of the contributor and his / her dependent children.
The amount of the spouse’s portion of the monthly survivor benefit varies
depending on a number of factors, including the age of the spouse or com-
mon-law partner at death and whether the beneficiary also receives other
CPP benefits. The maximum monthly survivor benefit for those age 65 and
over was $530.75 and the average payment in October 2007 was $313.14.
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The children’s monthly benefit is also paid on top of the spouse’s benefit.
The eligibility criteria and the amount of the benefit is the same as the chil-
dren’s monthly benefit under CPP disability benefits.

Death Benefits — The death benefit is a one-time payment to, or on be-
half of, the estate of a deceased Canada Pension Plan contributor. As with
most Canada Pension Plan benefits, the amount of the death benefit de-
pends on how much, and for how long, an individual pays into the Canada
Pension Plan. CPP first calculates the amount that one’s Canada Pension
Plan retirement pension is, or would have been if one had been age 65 when
death occurred. The death benefit is equal to six months’ worth of this
‘calculated’ retirement pension, up to a maximum of $2,500. The average
payment in October 2007 was $2,237.81.

Other Provisions — The CPP includes provisions that compensate for peri-
ods of low earnings, namely the child-rearing drop-out provision (CRDO)
and the 15% general drop-out provision. The CRDO allows the CPP to drop

Maximum Canada Pension Plan Benefit
Rates as of January 1, 2008

Type of CPP Benefit

Maximum Rates for 2008

Retirement pension (at age 65) $884.58

Disability pension $1,077.52

Death benefit $2,500.00

Survivor's pension (under age 65) $493.28

Survivor's pension (age 65 & over) $530.75
Combined pensions:

Survivor/Retirement (at age 65) $884.58

Survivor/Disability $1,077.52

Disabled contributor's child benefits $208.77

Deceased contributor's child benefits $208.77

Yearly Maximum Pensionable $44,900.00

Earnings (YMPE)
Year's Basic Exemption (YBE) $3,500.00

Employer / Employee CPP
Contribution Rate

4.95% each up to a maximum of
$2,049.30 annually

Self-Employed CPP
Contribution Rate

9.9% up to a maximum of
$4,098.60 annually

National Union RESEARCH
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up to seven years of low or zero earnings (due to child rearing) from the
calculation of a contributor’s CPP disability, survivor and / or retirement
benefit. The 15% general drop-out provision is for low or zero earning years
and applies to all contributors. The Plan has other provisions under which
married or common-law spouses may either share their pension (if the
union is intact), or split their credits (if the union has dissolved).

Provincial and Territorial Income Supplement Programs

Several provincial governments and both territories have recognized the
inadequate living conditions of those relying primarily on OAS or GIS and
SPA for support and provide their own supplement programs. Such pro-
grams exist in British Columbia, Alberta, Saskatchewan, Manitoba, Ontario,
Northwest Territories and Yukon. All these are income tested and therefore
only available to the poorest seniors and are not indexed to the inflation
rate.*

In addition, provinces and territories provide other kinds of benefits to
seniors such as prescription drug plans, heating oil subsidies and home
care assistance programs, with eligibility based on receipt of the GIS. Eligi-
ble seniors who do not receive the GIS may also be eligible for, but not
receiving, a variety of other supports, which could significantly improve
their quality of life and standard of living.

Integration of Private and Public Pension Plans

Private and public plans are closely integrated. When an individual re-
ceives a pension from one plan, this may have an impact on the benefits
that person is entitled to receive from other plans.

Income-based benefits, such as the Guaranteed Income Supplement, the
Allowance and the Allowance for the Survivor, as well as benefits received
from provinces and territories, take into account any CPP / QPP benefits
and other income received by the beneficiary.

CPP / QPP benefits are never reduced, but when they begin to be paid out,
they may have an impact on the level of other benefits to which an indi-
vidual is entitled.

Some workplace pension plans are integrated into the CPP or QPP. In
such cases, the level of benefits of the workplace pension plan will take
CPP/ QPP benefits into account. Itis important for workers to check whether
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their pension plan is integrated and, if so, what the impact will be on the
monthly amount they will receive throughout their retirement years.

The integration with CPP / QPP may be achieved through a direct or an
indirect reduction method. The indirect reduction method is more com-
mon. In most cases, it consists of two contribution or benefit rates - a
lower rate for incomes lower than the yearly maximum pensionable earn-
ings (YMPE), and a higher rate for incomes above that level. For example,
the pension amount per year of service may be 6.0% of earnings up to the
YMPE level, and 8.0% of earnings above that level.

Under the direct reduction method, contributions or benefits are low-
ered by an amount equal to a portion or the total amount of CPP / QPP
contributions or benefits. For example, a worker may be retired prior to
being eligible for CPP benefits but is entitled to receive benefits from her /
his workplace pension. Once the worker is entitled to receive CPP benefits,
his / her workplace pension benefits are lowered by an amount equal to
the CPP benefits the worker is entitled to receive.

CPP / QPP benefits may also have an impact on the level of benefits re-
ceived from a private-sector disability insurance plan. In addition, most
workers’ compensation plans take into account income from the Canada

| Pension Plan.

For the most current benefit rates for the Old Age Security program, visit the following website - http://www.sdc.gc.ca/
gen/isp/oas/oasrates.shtml

For the most current maximum benefit rates for elderly singles and couples under the Guaranteed Income
3Supplement (GIS) program, visit the following website - http://www.sdc.gc.ca/en/isp/oas/oasrates.shtml

For the most current maximum benefit rates under the Canada Pension Plan (CPP) program, see Table at the end of
this chapter or visit the following website - http://www.sdc.gc.ca/en/isp/pub/factsheets/rates.shtml

For details on each of these provincial and territorial-based programs visit the following website - http://chp-pcs.gc.ca/
CHP/index_e.jsp/pageid/4005/odp/Top/Health/Seniors/Publications/Provincial_Guides_to_Programs_and_Services
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Private Retirement Savings

* ¢ » Registered Retirement Savings Plans (RRSPs)

RRSPs are individual, personally managed savings plans and are the most
popular method of personal savings for retirement, especially for those
workers who do not participate in an employer pension plan. RRSPs now
receive more money each year than employer pension plans (RPPs). In 2004,
just over 6 million Canadians contributed $28.8 billion to RRSPs - although
this only represented 8% of what Canadians were entitled to contribute. In
comparison, 4.5 million Canadians belonged to about 1,400 registered pen-
sion plans in 2004 and the total contributions to those plans were $19.3
billion (from employers and workers).

An individual must have earned income from employment, professional
or business activity in order to contribute to an RRSP and may also contrib-
ute to an RRSP for her / his spouse or common-law partner. Like employer
pensions, savings in an RRSP receive tax assistance — contributions are tax
deductible and investment income is not taxed as it is earned.

RRSPs Invested in Wide Range of Financial Products

RRSP funds may be invested in a range of financial products and invest-
ment vehicles, including savings accounts, Canada Savings Bonds, term
deposits, guaranteed investment certificates and mutual funds.

An RRSP can be set up through most financial institutions — banks, credit
unions, trust companies, mutual fund companies, insurance companies and
investment dealers or brokerage firms.

An individual may also set up a self-directed RRSP which may hold a
wider range of investment vehicles (such as individual stocks) and allows
the individual to directly manage the investments.
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RRSP Contribution Limits

The allowable RRSP contribution for the current year is the lower of:

¢ 18% of earned income from the previous year, or

¢ The maximum annual contribution limit for the taxation year, or

e The remaining limit after any company sponsored pension plan contri-
butions.

Earned income includes salary or wages, alimony received, and rental
income, among other income sources, but does not include items such as
investment income.

As a result of changes introduced in the 2005 federal budget, the follow-
ing limits and deadlines apply annually.

Maximum Annual
RRSP Contribution Limits

Total Annual

Year Contribution
2005 $16,500
2006 $18,000
2007 $19,000
2008 $20,000
2009 $21,000
2010 $22,000

Any money withdrawn is taxed at a rate applicable to the individual’s an-
nual income during the year that the funds are withdrawn. Funds withdrawn
from an RRSP will be charged an amount to cover some or all of the taxes
charged on that amount of income. This amount must be held back by the
plan administrator and remitted to the government on your behalf. Effec-
tive January 1, 2005, the following withholding tax rates apply:
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Amount of All Provinces
RRSP Withdrawal except Québec Québec
Up to and including $5,000 10% 21%
$5,001 to $15,000 20% 26%
More than $15,000 30% 31%

So if a worker withdraws funds while still receiving employment income,
he or she will be faced with a high tax bill.

Two programs allow an individual to make withdrawals of RRSP funds
without paying tax immediately: the Lifelong Learning Plan and the Home
Buyers’ Plan.

Home Buyers’ Plan
The Home Buyers’ Plan allows the individual to borrow funds from his /

her RRSP to purchase their first home. Here are some of the key facts:

e The individual and their spouse can each borrow up to $20,000.

e The funds must have been deposited at least 90 days before they were
withdrawn.

¢ At least 1/15 of the funds must be repaid each year, beginning two years
after the funds were withdrawn.

* A signed agreement to buy or build a qualifying home is required.

¢ An individual can only participate in the program once.

Lifelong Learning Plan
The Lifelong Learning Plan allows one to pay for training or education

with RRSP funds. Here are some of the key facts:

e Up to $10,000 per calendar year can be withdrawn to finance full-time
training or post-secondary education.

e The student can be the individual or their spouse, but not their children.

e If the student meets disability requirements, the training / education can
be on a part-time basis.

e The total amount that can be withdrawn is $20,000 with withdrawals over
a maximum of four consecutive years.

e Amounts that are withdrawn are not subject to taxes on withdrawal.
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e At least 10% of the amount borrowed must be repaid each year, over a
maximum period of 10 years.

If the individual withdraws RRSP funds under one of these plans, they
will receive a statement of account that tells them how much they have to
repay each year. If they miss an annual repayment, the amount will be
included in their income for tax purposes.

* ¢+ Registered Retirement Income Fund (RRIF)

An individual may contribute to an RRSP up until the end of the year in
which they turn 69. They must then either be cashed in, or converted into
an annuity or Registered Retirement Income Fund (RRIF). RRIFs are the
most popular option for converting RRSPs. That’s because an RRIF is like
the continuation of an RRSP. The individual’s funds remain tax sheltered,
and they continue to choose how their funds are invested. But instead of
putting money into an RRSP, the RRIF is designed to pay money out as in-
come for one to live on.

In an RRIF, one must withdraw a minimum amount each year. The indi-
vidual will be required to pay tax on this income. Their RRSP or RRIF
withdrawals add to their income and could affect the amount of their OAS
benefits.

eee Who Contributes to RRSPs?

It’s not surprising to learn that the higher income an individual earns,
the more likely he / she will contribute more of their annual income to an
RRSP. For those Canadians who earn under $50,000 a year, less than half
were able to contribute to an RRSP. Of those Canadians who made over
$60,000 a year, at least two-thirds of them were able to contribute to an
RRSP.

For Canadians with incomes over $115,000, their RRSP deduction pays
for almost half of their retirement savings. But for Canadians with incomes
under $36,000, the RRSP deduction pays for less than one-quarter of their
retirement savings.

Many low-income Canadians can actually be worse off if they contribute
to an RRSP. The deduction in their future OAS / GIS payments, combined
with extra fees for other means-tested services, can more than offset the
modest tax savings they receive from their RRSP. In some situations, low-
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income earners would ultimately be better off using money they contribute
to an RRSP to pay down debt or increase their mortgage payments.

It’s important to stress that these situations are very much based on a
low-income earner’s personal financial situation, and therefore individu-
als who find themselves in this situation should work with their union to
seek our professional investment advice.

Individuals Assume all the Investment Risk with RRSPs

On a final note on RRSPs, it’s worth noting that the individual assumes all
the investment risks associated with RRSPs. This means that the value of an
RRSP will depend on an individual’s ability to choose investment funds that
do well and the individual’s ability to make appropriate changes if they are
not doing well.

Often RRSP buyers enlist the help of professional financial planners in
making choices regarding the type of investments to purchase for their RRSP
account. Although such advice might be beneficial in terms of overall in-
vestment returns, it does not come with a guarantee. If the investment
strategy is not successful, then the individual RRSP investor has nothing to
fall back.

Other Personal Savings and Investments

There are many other ways individuals set aside money for retirement.
For each of these different types of investments the tax treatment can vary.
This is important to remember as you develop your retirement income strat-
egy.

The following is a list of some of the most common types of investments.

Personal Savings - Personal assets represent additional potential sources
of income whether in the form of bank accounts; stocks; bonds; mu-
tual funds; guaranteed investment certificates; Canada Savings Bonds;
real estate; art, stamp or coin collections; antiques; etc.

Home Ownership - Equity in a home is a form of savings. In addition,
although still uncommon in Canada, reverse annuity mortgages en-
able homeowners to draw on the equity in their home as a source of
income (either temporarily or for their lifetimes).

Life Insurance - The primary purpose of life insurance is to provide survi-
vors with cash upon the death of the insured. However, some policies
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include an investment component that you can draw upon in retire-
ment.

Despite all of these options, many Canadians’ retirement needs are not
being met. The retirement income system must therefore continue to evolve,
in response to both current problems and the ongoing changes in Cana-
dian society. This may prove to be an even more difficult problem in the
future.
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Workplace Pension Plans

e ¢+ What is a Workplace Pension Plan or a RPP?

A workplace pension plan is an arrangement by an employer, a union or a
joint arrangement between the employer and the union to provide pensions
to retired employees in the form of regular (usually monthly) payments.

A workplace pension plan in Canada is also commonly known as a regis-
tered pension plan (RPP), meaning that it has met the requirements of and
has been registered with the Income Tax Act and the applicable provincial
pension legislation for the jurisdiction in which the majority of plan mem-
bers work (see section entitled Legislative Framework Governing Pensions).

Both employee and employer contributions paid to a RPP are not deemed
as income under the Income Tax Act and investment earnings are tax exempt
until such time as benefits commence to be paid.

Workplace Pension Coverage in Canada’

The percentage of Canadians who belong to a RPP is declining. Only 33.6%
of all Canadians of working age are covered by a pension plan and the
percentage continues to decline — 35.4% were covered a decade ago. In
terms of the paid workforce, the percentage of workers who were covered
by a pension plan in 2005 was 38.5% — this represents a steady decline in
coverage of 7.5% from 1991 when pension coverage of the paid work force
stood at 46%.

Changes in coverage from 1977 to 2005 were very different for men and
women. The biggest decline occurred among men. In 1977, more than one-
half (52%) of male workers were covered. This proportion dropped over
the entire period, although most dramatically from 1991, to 38.3% in 2005.
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The decline occurred in the private sector, where coverage fell from
about 44% to 25.9%.

The situation was quite different for women. As a result of legislative
changes allowing part-time employees to join a RPP, as well as the in-
crease in the number of women in the workforce, the female coverage
rate rose substantially from 1987 to 1993. However, starting in 1993, the
rate edged down slightly, from just over 42% in 1993 to 38.7% in 2005.

Coverage also differs greatly in the public and private sectors.
Since 1977, the workplace pension coverage rate for the private sector
has been steadily decreasing, from 35% in 1977 to 25.9% in 2005. In the
public sector, the coverage rate has always been much higher. In 2005,
over 84% of workers in that sector were covered by a workplace pension.
Coverage in the public sector actually increased over much of the earlier
part of this period, from 1977 to 1991, but has since been dropping.

We also know that the best assurance to belong to a workplace pen-
sion plan is to be a union member - 83% of unionized employees are
covered by either a pension plan or a group RRSP, compared to just 33% of
non-union workers.

In 2006, there were approximately 15,130 active registered pension plans
in Canada, covering nearly 5.7 million members.

Over 95% of these plans are governed by the respective federal or pro-
vincial pension standards legislation.

There are, however, a small number of workplace plans (under 25) that
are not subject to pension regulatory legislation and have their own acts
regulating their operations. These plans are mostly for federal govern-
ment employees and most provincial and some broader public employees
employed under a provincial jurisdiction. The majority of National Un-
ion members who work for provincial governments or the broader public
sector are in a workplace pension plan that is governed by its own sepa-
rate legislation.

Over 11,000 RPPs sponsored by employers and unions (the largest
number of workplace pension plans) are managed by life and health
insurance companies. These plans cover approximately one million
workers. Life and health insurers’ RPPs usually consist of small- and
medium-sized plans, as larger plans are often funded through trusteed
arrangements.
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* o ¢ Types of Workplace Pensions

The two major types of registered pension plans are called Defined Ben-
efit and Defined Contribution (the latter is also called Money Purchase).
There are also plans that combine the features of defined benefit and de-
fined contribution plans.

Defined Benefit Plans (DB)

These are pension plans in which retirement income is defined by a for-
mula that provides regular paid benefits based on earnings and years of
service.

There are two types of defined benefit plans: Contributory or Non-Con-
tributory.

Contributory means that both the employer and employees contribute
to the funding of the pension plan. Federal and all provincial pension leg-
islation provide for a ‘minimun employer 50% contribution rule’, meaning
the employer must pay for at least 50% of the cost of the pension earned.
Generally on termination or retirement, employee contributions in excess
of 50% of the value of the accrued pension must either be returned to the
employee, transferred to another pension plan, RRSP or a Life Income Fund
(LIF) used to purchase an annuity from an insurance company, or used to
increase the pension benefit.

Non-Contributory means that only the employer contributes to the pen-
sion plan.

Most public sector pension plans, and all defined benefit plans covering
members of the National Union, are contributory pension plans, as both
employer and employees contribute an equal amount.

There are different types of benefits provided depending on the benefit
formula of the defined benefit plan. The following are the typical formu-
las:

Best or Final-Average Earnings

Pensions are based on the plan member’s service and average earnings
over a stated period (often three or five years and usually during a period
close to retirement).

For example, the plan could provide a pension based on 1.5% of average
earnings during the plan member’s last five years on the job, multiplied by
years of service. A plan member who had worked in a job for 20 years,
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earning an average wage of $40,000 over his or her last five years, would get
an annual pension of $12,000 under this assumption ($40,000 x 20 years x
1.5%).

The common formula to calculate benefits from a best-average earnings
plan can range anywhere from a plan member’s best three years to the plan
member’s best six years (which might or might not be identical to the plan
member’s last years on the job).

Career-Average Eamnings

The benefit is based on a percentage of average career earnings. A typi-
cal formula is a pension equal to 1.5% of the employee’s earnings in each
year. An integrated formula (see section above) generally provides for 2%
of the employee’s earnings in each year but that percentage is reduced as a
result of the integration with CPP.

A plan member whose career average earnings were $30,000 over the 20
years he or she had worked for an employer, for example, would obtain an
annual benefit of $9,000 ($30,000 x 20 years x 1.5%).

A feature often provided in career average plans is base year upgrades.
These upgrades mean that a member’s pensionable earnings on an annual
basis will be higher for the years before the base year because a member’s
pensionable earnings are usually higher in that year than what was actu-
ally earned in the previous years. If the base year is upgraded or moved
forward to a year closer to the present, the pensionable earnings will be
further increased. Regular base year upgrades can mean a career average
plan is closer to operating as if it were a best or final average earnings plan.

Flat Benefit

This type of pension is typically defined as a stated dollar amount for
each year of service. For example, the plan might provide $50 monthly, for
each service year, to obtain an annual benefit of $12,000 (20 years x 12
months x $50). The pensions are commonly integrated with CPP retire-
ment benefits by providing bridge benefits from retirement to age 65.

Bridge Benefit

The benefit level of a DB plan also depends on whether or not the plan
includes a supplement in the form of a ‘bridge benefit'. Bridge benefits
begin at any time during a period after the commencement of early retire-
ment until the member reaches age 65.
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There is a ceiling on the amount of bridge benefits which may be paid
from a defined benefit plan. The maximum amount of monthly bridge ben-
efit payments is restricted to the total of the CPP and OAS benefits the member
would be able to receive if she or he were age 65 at the date the bridge benefit
begins. If the plan member, however has not reached age 60, or has not
completed ten years of pensionable service, the maximum bridge benefit is
reduced by:

¢ one-quarter of one percent for each month by which the bridge benefit
begins prior to the member reaching age 60; and

* 10% for each year of pensionable service less than 10.2

For a person who has accrued the maximum permitted lifetime pension,
or is close to that level, the maximum possible bridge benefit will again be
reduced so that it does not exceed the member’s CPP retirement benefit,
prorated by the member’s pensionable service.

It should be noted that this is a brief overview of what is a difficult con-
cept to explain in general terms. Individuals should be encouraged to check
to find out how the integration formula and the bridging period are applied
in their own pension plan.

Integrated

This is probably one of the most difficult pension concepts to explain.
An integrated formula adds an additional component to the DB pension
benefit formulas outlined above. In such a plan, benefits or contributions
are coordinated with the benefits or contributions of Canada’s universal
public workplace pension plan — CPP.

With integration, the combined benefits from both plans are equivalent
to what a plan member would have received from the workplace plan alone.
In turn, the workplace pension benefit is reduced by roughly the same
amount that the member would expect to receive at age 65 from CPP. Since
the introduction of the CPP program in 1966, most pension plans of public
sector workers are integrated with CPP.

If a member of a workplace pension starts to receive benefits at age 65,
the process is straightforward. The pension she / he receives at retirement
is already integrated with CPP.

However, if there is a gap between the date a member’s pension starts and
the date CPP integration occurs, it will affect the integrated pension. The
intended result of integration is to reduce the pension benefit by an amount
that approximates a plan member’s CPP benefit. If the plan member’s pen-
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sion starts before it’s integrated, it will also include an amount equivalent to
the plan member’s CPP benefit. This is referred to as bridge benefits (see
section above).

Non-integrated (or Stacked)

Non-integrated refers to a defined benefit plan that does not explicitly
take into consideration the additional pension benefits that are provided
from Canada’s universal public workplace pension plan — CPP. Benefits
under just a plan are ‘stacked’rather than integrated with the CPP at age 65
when an individual qualifies for an unreduced benefit under that plan. This
means that a retired member will receive a constant stream of pension
income, without any adjustments for CPP entitlement at age 65.

Ancillary Benefits

The main purpose of a pension plan is to provide a regular income to
individuals and their families who retire and are no longer in the workforce.
There are other benefits that can be included that are secondary to the
main purpose of a pension plan - these are called ancillary benefits.

Ancillary benefits can include the following:

e immediate vesting;

¢ termination benefits;

e pre- and post-retirement death benefits;

e disability pensions and accrual of benefits with a waiver of contribu-
tions during periods of disability;

e bridging benefits and temporary benefits payable before full OAS and
CPP/ QPP benefits are payable;

e optional forms of pension benefits such as joint and survivor;

e accrual of benefits during pregnancy and parental leave(s); and

e inflation protection.

Each of the terms noted above are defined in the Glossary at the end.

* ¢ ¢ Defined Contribution Plans (DC)

These are sometimes called a ‘money purchase’ plan. In a defined contri-
bution plan, an employer will contribute a fixed amount of a percentage of
an employee’s earnings to a pension fund account for the employee’s credit.
The employee may or may not be required to contribute.
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Like defined benefit plans, the contributions are specified, but in contrast
to defined benefit plans, the benefits are unknown until the employee re-
tires.

The accumulated value of the contributions at the time of the employee’s
retirement, plus earnings on those contributions, are used to calculate the
amount of monthly pension income the employee will receive. The value
of an employee’s pension account upon his / her retirement will depend on
how well the funds have been invested, the performance of the stock mar-
ket and fluctuation of interest rates throughout an employee’s work career.
It is the current accumulated value and forecasted future interest earned
on that accumulated value which determines the amount of the monthly
pension benefit.

The pension account upon an employee’s retirement is often to pur-
chase an investment vehicle to provide a regular monhtly income. The
most common investment vehicle purchased is an annuity. There are
two kinds of annuities - a life annuity which provides monthly benefits
for the life of the retiree and a fixed term annuity which provides regular
monthly benefits for a defined period of time.

The other two common investment vehicles an individual DC pen-
sion account will purchase to provide monthly retirement benefits are a
Registered Retirement Income Fund (RRIF) and a Life Income Fund (LIF).

A RRIF is a tax-sheltered fund set up with the proceeds from the pen-
sion account from which the retiree is required to make a minimum
annual withdrawal based on his / her age. This withdrawal is part of
retiree’s taxable income for the year. The money in the RRIF continues to
grow tax-sheltered until withdrawn as income.

A LIF is similar to a RRIF in that it provides monthly retirement in-
come payments on a predetermined basis. There are however two major
differences between a LIF and a RRIF.

While both require that a retiree take a minimum payment amount
out of the plan each year, the LIF also places a ceiling on the retiree’s
withdrawals by imposing a maximum annual withdrawal. The other
distinction is that retirees may control the investments in their RRIF
during their entire lifetime.

A LIF (except in Quebec) requires that retirees purchase an immediate
life annuity (which must include a 60% spousal survivor benefit, unless
their spouse waives this requirement) by the end of the year in which they
celebrate their 80% birthday.
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Regardless of what vehicle is chosen to purchase a monthly retirement
benefit from a DC plan, the investment risk (whether it’s the current or
future value of the plan) lies solely with the employee.

In 2004, 4.9% of Canadians in workplace pension plans were covered by
defined contribution plans.

eee Combination of Defined Benefit and Defined
Contribution

In a combination plan, the pension is a combination of two types of ben-
efits. Typically the employer pays for a defined benefit (for example, 1% of
salary for each year of service). Added to this basic benefit will be a de-
fined contribution arrangement, to which both the employee and the
employer may contribute. This money is used to purchase an annuity, which
is paid in addition to the basic guaranteed defined benefit.

Another type of combination plan is a ‘hybrid’ plan. In general, they are
usually treated as defined benefit plans for tax, accounting and regulatory
purposes. As with defined benefit plans, investment risk in hybrid designs
is largely borne by the plan sponsor. As with defined contribution designs,
plan benefits are expressed in the terms of a notional account balance, and
are usually paid as cash balances upon termination of employment. These
features make them more portable than traditional defined benefit plans
and perhaps more attractive to a more highly mobile workforce. A typical
hybrid design is the Cash Balance Plan, where the employee’s notional ac-
count balance grows by some defined rate of interest and annual employer
contribution.

*ee¢ (Clear Advantages to a Defined Benefit Pension Plan

Itis clear that the best form of pension is a defined benefit plan. Defined
contribution plans are certainly better than no plan at all, for most work-
ers, but they are unable to deliver the same level of benefits that a defined
benefit plan can.

Less Risk / Greater Certainty — A DB plan provides less risk to a worker and
greater certainty on how much pension income the worker will have in
retirement. The reason for this is that a DB plan is first and foremost a
pooled resource under which, if there is a shortfall in the fund, the
employer as a plan sponsor must at least help make up the shortfall to
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ensure the promised benefits are available. A DC plan is simply an
accumulation of money, with no promised benefit. If the DB plan is
short of money, the employer has to cover, or share in the task of cov-
ering the shortfall with the workers. If the DC plan does not provide
enough for a decent retirement the employee is simply out of luck.

Additional Benefits - DB plans can provide for a number of benefits in
addition to the basic pension, including enhanced early retirement ben-
efits, survivor benefits beyond those required by legislation, portability,
disability benefits and inflation protection.

While DC plans can also provide benefits in addition to retirement
income, these additional benefits must be purchased by each individual
at the time of retirement and will significantly reduce the monthly
income available to retirees.

Lower Administration Fees — Because DB plans are centrally managed,
the cost of administering the pension fund is shared among all benefi-
ciaries, so less of the funds needed to pay retirement benefits are taken
up by investment management fees.

In a DC plan, especially an individually managed plan, a larger pro-
portion of an individual’s account is absorbed by investment
management fees charged by the pension industry, leaving fewer funds
available for retirement income.

Most moves by employers to a DC plan also transfer the administra-
tive cost to the individual worker. This potentially huge source of profits
for the investment industry explains why they are so active in the push
for conversion of DB plans to DC.

Guarantee - A DB plan offers a guaranteed income for life to retirees. A
DB plan pays benefits for as long as a retiree lives and, in most cases,
pays benefits to a surviving spouse for as long as he / she lives.

A DC plan carries no certainty that the benefit will be paid for the
retiree’s entire life; the retiree faces the real possibility of outliving
the so-called retirement ‘nest egg’. The only way to ensure a lifetime
of benefits is to purchase an annuity, but an annuity comes at a real
cost and reduces the monthly payments available.

Purchasing an annuity with survivor benefits is even more expen-
sive and reduces the retirement income available. At a time of increasing
life expectancies, DC plans provide no guarantee that they will have
sufficient assets to cover living longer than expected.
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DB plans are the best form of pension plans for workers. Workers
are assured a certain retirement income for the rest of their lives and
the risks and responsibilities associated with providing that guaran-
teed retirement income either rests with the employer or is shared
equally between the employer and the workers.

" Pension Plans in Canada in The Daily (Statistics Canada: June 21, 2007)
Morneau Sobeco Handbook of Canadian Pension and Benefit Plans, |3th edition, edited by Jennifer A. Greenan, (CCH
Canadian Limited, Toronto: 2005)
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Legislative Framework Governing Pensions

There are approximately 14,000 employer-sponsored pension plans in Canada,
covering just under 4.5 million employees or about one-third of the total
Canadian workforce. Pension plans in Canada are subject to significant
regulation through pension, tax, family law and employment standards leg-
islation.

Pension Standards Legislation

The federal government and every provincial jurisdiction in Canada, ex-
cept the province of Prince Edward Island, have pension standards legislation
in force that establishes minimum requirements for pension plans. Prince
Edward Island has pension benefits legislation that received Royal Assentin
April 1990, but still has not been proclaimed. The federal Pensions Benefit
Standards Act covers federally regulated companies as well as companies
that operate in Canada’s three territories (about 10% of the Canadian
workforce).

These Acts differ in many significant and insignificant aspects, and are
frequently changed, sometimes retroactively and sometimes proactively.!
Each legislative scheme is governed by a regulatory commission (see forth-
coming chart for a list of federal and provincial legislation and the
corresponding regulatory commission).

The primary purpose of the federal and provincial pension standards
legislation is to provide protection to members of Registered Pension Plans
(RPPs). This is accomplished through imposing minimum standards re-
lated to virtually every aspect of an RPP.

Each of the pension statutes imposes minimum standards on workplace
pension plans. Specifically, the rules cover, but are not limited to: eligibil-
ity for membership; funding; information disclosure to plan members;
investment of plan assets; registration of pension plans; locking-in of con-
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tributions and benefits; vesting and portability; business sales and corpo-
rate reorganizations; division of benefits on spousal relationship breakdown;
the form of benefits for members’ spouses; death benefits; and integration
with public pension plans.

The regulations under pension legislation set out minimum funding re-
quirements for pension plans. These requirements provide a level of
protection for pension benefits through minimum funding levels and dead-
lines for contributions to pension funds. The minimum funding requirements
apply primarily to defined benefit pension plans. The only requirements
that affect defined contribution pension plans are those dealing with the
timing of contributions.

Employers are required to contribute towards the current service costs
of their pension plans. They are also obligated to make special payments
over a specified period of time to amortize any unfunded liability or deficit
that may exist. These amortization periods range from five to fifteen years,
depending on the type of unfunded liability or deficit.

Since the members of a pension plan may work in more than one juris-
diction, the plan may be affected by pension legislation in a number of
provinces. An RPP must, however, be registered with the regulatory author-
ity of the jurisdiction in which the majority of the plan members report to
work or, if they do not report to work, at an establishment of the employer
from where they are paid.

Federally regulated industries, such as banks and airlines, must register
with the federal body (i.e. the Office of the Superintendent of Financial
Institutions (OSFI), rather than with a province. The laws of the province
where the plan is registered, however, do not determine an individual’s
minimum right to benefits.

A plan member’s rights to benefits will be determined by the province of
residence (i.e. where the particular plan member reports to work or, if he
does not report to work, at an establishment of the employer from where
he is paid).

For years, the Canadian pension industry has been lobbying for simplic-
ity and harmonization in the regulation of multi-jurisdictional pension
plans, but the provincial governments have failed to reach a consensus on
the issue (see section below on the Canadian Association of Pensions Su-
pervisory Authorities (CAPSA)).

Pension standards legislation is not static and periodic changes are com-
mon. Many jurisdictions have amended their legislation in the last couple
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of years and many additional changes could occur in the next few years.

Canadian Association of Pension Supervisory
Authorities (CAPSA)

Canadian Association of Pension Supervisory Authorities (CAPSA)
is an inter-jurisdictional association of those federal and provincial
pension regulatory commissions noted in the table below. The over-
all objective of CAPSA and its members is to facilitate an efficient
and effective pension regulatory system in Canada.

For the past five years, CAPSA has been working towards the de-
velopment of a Model Pension Law that would form the basis of a
harmonized and simplified model pension statute. Once drafted, the
model law would serve as a model for federal and provincial govern-
ments to consider when they are making amendments to their pension
legislation.

As a component of CAPSA’s Model Law initiative, the funding prin-
ciples that have been identified are intended to form the basis for
harmonized model funding rules for defined benefit pension plans.
According to CAPSA, harmonized funding rules would contribute to
the reduction of compliance costs and simplify the administration
of multi-jurisdictional pension plans.

The Model Law Initiative was presented as a way to improve pen-
sions for the plan members. However, as it was drafted, the model
law reduced member protection and benefits by omitting many of
the highest existing standards contained in the federal and provin-
cial pensions standards legislation.

In its submission to CAPSA’s consultation process on the Model Law
Initiative, the Canadian Labour Congress stated that “there is more
to be gained through substantive improvement in the law in jurisdic-
tions that want to make progress than there is to be gained by
establishing uniformity around a lower level of regulatory protection
.... 1t could also serve as a barrier to progress on regulatory change in
areas where no jurisdiction has taken adequate action ... such as the
absence of mandatory indexation”.

It is also important to note that in many areas CAPSA’s proposed
model pension law ignores the role of the bargaining agent and the
collective bargaining process.?
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Pensions Standards Legislation in Canada

Pension Plans Act

retraite, Régie du Québec

Jurisdiction Applicable Regulatory Commission Official Websites
Legisation
Federal Pension Benefits Office of the Superintendent of | www.osfi-
Standards Act Financial Institutions bsif.gc.ca/osfi/index_e.aspx?ArticlelD
=216
British Columbia Pension Benefits TheFinancial Institutions http://www.fic.gov.bc.cal
Standards Act Commission of British responsibilities/pension/overview.
Columbia htm
Alberta Employment Alberta Superintendent of www.finance.gov.ab.ca/business/
Pensions Plan Act | Financial Institutions (ASFI) pensions/ index.html
Saskatchewan Pension Benefits Pensions Division, Financial http://www.sfsc.gov.sk.ca/
Act Services Division pensions/default.shtml
Manitoba Pension Benefits The Manitoba Pensions www.gov.mb.ca/labour/pen/index.
Act Commission html
Ontario Pension Benefits Pensions Plans Branch, http://www.fsco.gov.on.ca/english/
Act Financial Services Commission | pensions/
of Ontario
Québec Supplemental Direction des régimes de WWW.Irg.gouv.qc.calen

New Brunswick

Pension Benefits
Act

Office of the Superintendent of
Pensions Department of
Training and Employment

http://www.gnb.ca/0307/001e.htm

Prince Edward Pension Benefits N/A N/A
Island Act
(not yet in force)
Nova Scotia Pension Benefits Office of the Superintendent of | http://www.gov.ns.ca/enla/
Act Pensions pensions/
Newfoundland & Pension Benefits Office of the Superintendent of | http://www.gs.gov.nl.ca/ccalip/
L abrador Act Pensions

* ¢+ Tncome Tax Legislation

Canadian pension plans must also be registered under the Income Tax Act
(ITA). The rules and regulations under the ITA relating to registered pension
plans are extremely complicated. Although the actual sections outlining the
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ITA’s treatment of pension benefits are not numerous, thousands of pages
of technical notes, newsletters, technical interpretations and budget
speeches have been released regarding these provisions. The responsibili-
ties imposed on pension plan sponsors are onerous, especially for those
who sponsor defined benefit plans. The difficulty of compliance increases
with plan complexity. Therefore, a fair degree of expertise is needed to
comply with all aspects of the legislation.

Employer contributions to a pension plan are tax deductible and are
only taxable to the member once he or she begins to draw a pension.
Any investment gains earned on the contributions to the pension plan
are generally tax exempt. Employee contributions, if permitted by the
plan, are deductible to the employee in the year that they are made.

A pension plan registered under the ITA with the Canada Revenue
Agency (CRA) and the applicable pension regulatory authority must be
funded in accordance with pension standards legislation and the ITA,
its regulations and CRA policies.

Pension Benefits Guarantee Fund - Ontario

Up until very recently Ontario is the only jurisdiction in Canada
that provides a guarantee fund to protect pension benefits in the event
of a plan wind-up (see section on the federal C-55 Bill below). The
purpose of the Pension Benefits Guarantee Fund (PBGF) is to guaran-
tee payment of certain benefits in respect of service in Ontario where
the employer is insolvent. The PBGF is funded by assessments on
employers sponsoring defined benefit plans. The Ontario Superin-
tendent of Financial Services (Superintendent) is responsible for the
administration of the PBGF.

If certain conditions are satisfied, the Superintendent may declare
that the PBGF applies to a particular pension plan. First, the plan
must be registered in Ontario or a designated province. Second, the
plan must provide defined benefits which are not exempt from the
PBGF. Third, the pension plan must be wound up in whole or in part.
Finally, the Superintendent must be of the opinion, based on reason-
able and probable grounds, that the funding requirements of the
Ontario Pensions Benefit Act and its regulations cannot be satisfied.

Where money is paid out of the PBGF as a result of a wind-up, the
Superintendent has a lien and charge on the assets of the employer
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who sponsored the pension plan in an amount equal to the payment out
of the fund, plus interest.

* e+ Wage Earner Protection Act

In December 2007, the federal government passed and gave Royal Assent
toBill C-12, An Act to amend the Bankruptcy and Insolvency Act, the Companies’
Creditors Arrangement Act, the Wage Earner Protection Program Act and chapter 47
of the Statutes of Canada. The legislation has become commonly known by its
short title, Wage Earner Protection Act.

The genesis of the legislation dates back to the Spring of 2005 when it was
first introduced as Bill C-55. The original legislation, coined by the federal
NDP as the ‘Workers First Bill’, was one of the concessions the NDP obtained
from the Liberal government of Prime Minister Paul Martin in the Spring of
2005 for the NDP’s support for the minority government’s 2005 budget.

Amongst other things, the legislation contains measures to protect work-
ers’ pension plans and RRSPs in the event of bankruptcy, namely by giving
priority to unpaid regular employee and employer contributions when an
employer sponsoring a pension plan goes bankrupt. It establishes a new
national fund enabling workers to collect up to $3,000 in unpaid wages and
pension benefits when employers go bankrupt. The national fund is expected
to be operating by June 2008 and will receive initial funding of $35 million.

* e+ Family Law Legislation

Although there is a reference to benefit splitting upon the end of a
spousal relationship, the legislation usually defers to the jurisdiction
family law legislation. Family law affects pension plans since pension
plans generally form part of ‘net family assets’ on a relationship break-
down. This covers opposite sex and same-sex marriages as well as
common-law relationships. In some provinces, employment standards
legislation has been amended to require the continued accrual of pen-
sion plan benefits in the event of maternity or parental leave or periods
where workers’ compensation benefits are payable.
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How Pensions are Funded

*ee+ Basic Principles

The purpose of a pension plan is to provide benefit payments to which
members become entitled according to a set of rules based on age and
service. The benefit payments depending on years of service may be:

 a refund of the member’s own contributions and interest paid when
employment is terminated prior to the member retiring from the workplace;

¢ a lump sum payment that represents the value of payments, which
would otherwise be made in the future, when employment is terminated
prior to the member retiring from the workplace; or

e a series of monthly payments starting at the time a member retires
and continuing for the remaining lifetime of the member and / or the mem-
ber’s spouse (either as an immediate or deferred pension).

Plan members become entitled to increasing amounts of benefit over
time with increasing years of service or amounts of earnings and increas-
ing contributions paid into a pension plan.

A pension fund is established by the sponsor of the plan for the purpose
of meeting those benefit payments. Contributions made to the fund must
respect rules established under the Income Tax Act, which limit the amount
of employer and member contributions that are deductible for tax purposes.
The amounts deposited each year must also meet the minimum funding
requirements of federal or provincial pension benefits standards legisla-
tion (see section on Legislative Framework Governing Pensions). Contributions
are invested and grow with interest, dividends and capital gains.

The funding mechanism for a defined contribution (DC) pension plan is
relatively straightforward compared to the funding mechanism of a de-
fined benefit plan (DB). In a DC plan, the accumulated value of the
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contributions, plus investment earnings, are applied at the employee’s re-
tirement, to provide a pension income based on the annuity rates then in
effect. It is the current value and forecasted future interest earned that
determines the amount of the monthly pension benefit. The fact is that the
value of an employee’s pension will depend on how well the funds have
been invested, the performance of the stock market and fluctuation of inter-
est rates throughout an employee’s work career. The amount of the
retirement benefit will also depend on interest rates since the amount of
the annuity received depends on the interest rate that applies - the higher
the rate, the higher the value of the annuity.

It is much more complicated for defined benefit (DB) pension plans where
retirement income is defined by a formula that provides monthly income
based on earnings and years of service. The funding challenge for DB plans
is to match the assets of the fund with the anticipated amounts of future
benefit payments.

Many of the factors which determine the amount of future benefit pay-
ments are difficult to predict, for example:

e When will a member retire?

e How long will the member live in retirement?

e Will the member terminate or die before retirement?

e What will the member’s wages be in the periods which are used for the
calculation of benefits?

e Where there is a formula for cost-of-living adjustments, what will be
the rate of inflation?

Because these questions cannot be answered in advance for any indi-
vidual, estimates must be made on the basis of averages for large groups in
similar circumstances. Using an estimated stream of future benefit pay-
ments, an appropriate level of contributions is established using an assumed
rate of investment returns or interest. The level of contributions invested
and accumulated at an assumed rate of interest should build a fund suffi-
cient to meet the stream of defined benefit payments.

eee Actuarial Valuation

In order to meet the various requirements, the plan sponsor(s) will com-
mission an actuary to perform an actuarial valuation, generally at three-year
intervals, in which two basic questions are addressed:
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[1] Have there been enough contributions to the fund up to the
presentdate?
[2] What level of contributions is necessary in the future?

In doing a valuation, an actuary looks at many factors such as the fol-
lowing:

e The assumed rate of return (discounted rate): The most important
assumption is the expected investment return on pension fund assets.
To determine this, the actuary will take into account such factors as the
types of assets owned by the fund, the degree of risk attached to the
assets (for example, assets invested in stocks will be more risky than
those invested in Government of Canada bonds), the expected inflation
rate and how long the assets will be invested before they need to be paid
out.

e Wage levels and expected wage increases: The current wage and sal-
ary scale and the expected rate of increase over time will also determine
how much has to be set aside.

e Termination of employment: This is the rate at which plan members
are assumed to terminate employment. Termination of employment may
give rise to ‘vested’ benefits on termination, which become liabilities of
the plan or it may give rise to no benefits on a non-vested termination.

e Mortality (or the rate at which plan members and retirees are as-
sumed to die): Such rates are generally based on published tables,
representative of the level of mortality among members of pension plans.

* Retirement age: Typically, plans provide for normal retirement ben-
efits to be payable from age 65. However, early retirement incentives
are increasingly common and many workers are taking advantage — or
are being forced to take advantage - of them. Such provisions may
increase the potential cost of benefits.

e Disability rates: If a plan provides supplementary benefits payable
in the event of disability, it is usual to make assumptions about the rate
at which workers become disabled.

e Inflation: Where plans are indexed, in whole or in part, to inflation,
actuaries must estimate the rate of inflation that will prevail. In addition,
as discussed above, inflation is one of the factors used in estimating a plan’s
investment return.

e Expenses: Investment, administrative, legal and actuarial expenses are
incurred by pension plans. If such expenses are paid out of the fund, provi-
sion for payment of these expenses is made in establishing funding rates.
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Exactly what is taken into account and how depends on the particular
actuarial method used.

It is extremely important to remember that an actuarial assumption is
just that — an assumption. While it is based on the best estimate of a trained
professional, using technical data and complex models, the estimate is not
infallible. As in many professions, opinion, judgment and even bias will
also play a part of the equation. These may be influenced by instructions
frequently issued to actuaries by plan sponsors.

Workers should never take assertions that contribution rates or other
factors they find objectionable are based on ‘actuarial assumptions’ as the
final word on the subject. As in other areas, there is always room for a
second informed opinion.

The actuarial valuation should really be seen as a continuous process in
which assumptions are chosen and adjusted on the basis of experience in
order to match the stream of contributions going into the plan and invest-
ment returns with the present value of benefits which is expected to be
paid out of the plan.

eee How Is the Present Value of Future Benefits Calculated?

Once a particular interest rate assumption has been chosen, the mechan-
ics of determining the contribution required today to meet any particular
future benefit payment are really quite simple.

Suppose that an interest rate of 5% is chosen. If the plan is required to
make a payment of $1.05 one year from now, we must deposit $1.00 today.
One dollar is the present value of the future benefit payment of $1.05.

In some respects, it is easier to think about the future value of the contri-
bution rather than the present value of the benefit. If we decide to deposit
$1.00 today, it is relatively easy to calculate its future value after any number
of years.

Using a simple calculator, you would multiply $1.00 by 1.05 to get the fu-
ture value after one year ($1.05). To get the future value after two years,
simply multiply $1.05 by 1.05 ($1.1025). After three years, $1.1025 by 1.05
($1.1576), and so on. Continuing this step-by-step process gives us the fu-
ture value of an initial contribution of $1.00 after any number of years.

If, instead, we want to calculate the present value of a future benefit pay-
ment of $1.00 using the same annual interest rate assumption of 5%, we
simply divide by 1.05 rather than multiply by 1.05. If the payment must be
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made at the end of one year, the contribution or deposit required today is
$1.00 divided by 1.05 (95.24¢).

The resulting amount (95.24¢) when deposited at the beginning of the
year will grow with interest at 5% by 4.76¢ to a total of $1.00 at the end of
the year. If the payment must be made at the end of two years, we divide
the result for one year - 95.24¢ — by 1.05 (90.70¢).

If the payment must be made at the end of three years, we divide the
result for two years by 1.05 and so on (86.38¢).

The final result is the amount which will grow to $1.00 at the end of
three years when invested at 5% interest. The amount which will grow to
$1.00 after three years at 5% interest is 86.38¢ and this is the present value
factor — 0.8638 - the factor which can be multiplied by any amount of ben-
efit to be paid in three years time to obtain its present value - the amount
which, when contributed today, will have a future value equal to the ben-
efit payment.

Estimating the Amount of the Benefit Payment

In some plans, the amount of benefit is fixed either as a dollar amount
or as a percentage of wages in the current year. In these cases, there is
no need to predict the future amount of the benefit; it is known. The
amount may change as a result of future negotiations, but the cost of
funding impact of the negotiated improvement will be taken into con-
sideration in a valuation of the plan only after the change has been made.

In other plans, the amount of the benefit moves ahead automatically
with wage increases and also may move ahead automatically with in-
flation increases after retirement. In this case, the impact of future wage
and inflation increases must be anticipated in an actuarial valuation of
the plan.

For example, a plan might provide annual retirement benefits for each
year of service equal to 2% of average earnings over the five years im-
mediately prior to retirement and annual adjustments during retirement
equal to 75% of the rate of inflation. In order to project the amount of
future benefit payments, the actuary must first make assumptions about
the average rate of future wage increases and the average rate of future
price increases. On the basis of the assumptions, the amount of average
earnings at retirement can be predicted and the amount of benefit can
be calculated using the formula set out in the plan documents.
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The initial amount of benefit can then be adjusted in annual steps in
accordance with the expected or assumed rate of inflation and the formula
for cost-of-living adjustments. These various steps produce a stream of
annual benefit payments starting at the member’s expected retirement date
and ending with the member’s expected date of death.

The present value of each year’s benefit payment can then be calculated
using the appropriate present value factor for the assumed rate of interest
and the number of years between the present date and the projected date
of each year’s payment. By adding up the present values of each annual
benefit payment, the amount is obtained which should be in the fund to-
day in order to cover the future obligation.

*e¢ The Mortality Factor

The process of calculating present values of future benefit payments was
described above as if it were done step-by-step for each individual. Butitis
not known when any particular person will die.

In practice, the present values can only be calculated on the basis of
averages for large groups. We may not know when Member X or Member Y
will die, but we can predict the average age of death for all members.

To recognize this simple reality of life and death, the mortality factor
must be integrated into the calculation of present values.

Suppose there is a group of 1,000 plan members all aged 60 and all want-
ing to retire immediately with a pension of $10,000 per year. On the basis
of averages for the entire Canadian population, it can be reasonably ex-
pected that there will be the following number of survivors at each successive
year of retirement.

AGE SURVIVORS
60 1,000.0
61 988.9
62 976.9
63 963.9
64 949.7
65 934.5
75 707.2
85 347.6
95 59.1
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Using the complete version of the above table, the amount of benefit pay-
ments which will have to be made in each future year for the original group
of 1,000 retirees can be predicted. If the benefit is indexed to inflation, the
amount of the payments could be adjusted in accordance with the formula
and the assumed rate of price increases.

With a complete stream of all future payments, the present value at age
60 of each payment could then be calculated. The sum of all the present
values is the amount, which should be in the fund when all 1,000 members
retire at age 60.

The calculation might of course be wrong when measured against the
actual experience for any one group. The members involved may die sooner
than expected, in which case, there would be a positive balance left in the
fund when the last member has died. The members may, on the other
hand, live longer than expected and the fund would therefore fall short at
some point before the last member has died.

The likelihood of being wrong about the average remaining lifetimes of
any group of members decreases with the size of the group. The larger the
group, there is less likelihood of being wrong.

It is also difficult to predict rates of termination before retirement and
the average age of retirement because they involve a certain amount of
individual choice and can be influenced by management practices. Death
occurs according to relatively predictable patterns, at least when we are
dealing with large groups of people.

*ee Who Will Qualify for What Benefits and When?

Calculating the present value of a retirement pension with the mortality
factor taken into account is a difficult and important element involved in
an actuarial valuation. There are, however, other factors that must also be
taken into account because not all members will remain employed and
covered by the plan until retirement age and service conditions are met.

To complete the analysis, there must be an estimate of the number who
will terminate prior to retirement and the number who will die prior to
retirement. The benefits in these circumstances may be calculated in a
different way; they may involve a refund of the members’ own contribu-
tions and / or a lump sum payment that represents the present value of
future benefit payments. In any case, the basic principles are similar to the
calculation of the fund required for those who do retire from the plan.
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First of all, there is a prediction made as to the number of members who
will die or terminate in each future year of the plan. Then the lump sum or
series of benefit payments to which they will become entitled are calcu-
lated at that point. Finally, the present value of the total amount of death
and termination benefits expected to be made in each future year is calcu-
lated. The sum of those present values is the estimated total obligation of
the fund with respect to such benefits. An actuarial valuation will often
report the liabilities of the fund arising from death and termination as sepa-
rate items of the balance sheet for the plan.

The remaining members are the ones for whom the present value of a
retirement pension must be calculated using an estimated age of retire-
ment, an estimated amount of pension payments and annuity factors that
incorporate the effect of mortality.

If the plan provides any form of continuing benefits for a spouse or ben-
eficiary in the case of death after retirement, the calculation of annuity
factors must also incorporate the number who will be receiving death ben-
efits in each future year, the amount of such additional benefits and the
term over which they will most likely be paid.

*ee¢ Determining the Financial Health of a Plan

Each new actuarial valuation of a pension plan must address two basic
questions based on the present value of future benefit payments:

* Have there been enough contributions to the fund up to the present
date?

e What level of contributions is necessary in the future?

There are a variety of ways to address these two basic questions. The
simplest and most common method simply examines the present value of
benefits earned for service to date and the present value of benefits to be
earned in the coming year.

The unit benefit method starts by calculating the benefits which are likely
to be paid to current members of the plan as the result of service to date
and, secondly, as the result of service in the coming year. The amount of
the benefits may be based on projected wage and / or inflation increases if
the plan provides for such adjustments.

The present value of benefits for service to date is known as the accrued
liabilities of the plan and includes the present value of benefits earned by:

¢ active members;
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e retired members; and

¢ terminated members who are entitled to a deferred pension.

The liabilities with respect to active members are often broken down
into the components that will arise from retirement, death and termina-
tion.

The liabilities are then compared to the assets in the fund to determine
whether there is a deficit or a surplus. If there is a deficit, a program of
special payments will be set up to cover the shortfall. If there is a surplus,
it may be held as a reserve against adverse experience in the future. Sur-
pluses, however, have been more often used to reduce future service
contributions to the fund or to improve benefits depending on the terms of
the plan and the process of negotiations.

The contribution to be made with respect to future service is determined
by calculating the present value of benefits that will be earned in the com-
ing year by the active members of the plan. This too may be broken down
into benefits on retirement, death and termination.

The total may be referred to as the future service cost or the normal
actuarial cost. If the plan requires member contributions, these will be
deducted from the total result to determine the contribution for the com-
ing year. The required contribution may be expressed as a percentage of
payroll or in some other formula which will permit calculation of the re-
quirement in subsequent years.

Aless common method, but one used widely in the public sector, is based
on determining the normal actuarial cost as the first step. Instead of ask-
ing what contributions might be required with respect to benefits earned
in the coming year, the actuary asks, “What rate of contributions would
have been required if a fixed percentage of payroll had been calculated at
the members’ date of entry into the plan sufficient to fund their future
benefits from the plan with respect to all years of service?” This is called
the entry age normal cost; it might be calculated as the average of separate
determinations for age and service groups or as a single calculation using
the average age of entry into the plan. The resulting percentage of covered
payroll is then used to determine future service contributions to the plan
on an ongoing basis.

The corresponding method of examining where the plan stands with
respect to past service is somewhat more complex than under the unit
benefit method. The liabilities are calculated with respect to all years of
service in the plan - both service to date and expected years of service in
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the future. This result is then compared to the assets in the fund plus the
present value of future contributions at the entry age normal rate. Because
this approach includes all years of service, it is also described as an aggre-
gate method of valuation.

The advantage of the entry age / aggregate method is that it produces a
stable rate of future service contributions, which does not increase as the
average age of the group increases. The aggregate method also allows the
future service contribution rate to be set at any level in excess of the nor-
mal actuarial cost determined on a unit benefit basis. The entry age basis
is generally more conservative than the unit benefit basis but can produce
lower future service contributions in a group with a relatively high average
age.

*e+ The Solvency Question

Solvency is a regulatory measure in pension legislation for determining
the financial strength of a pension plan. It represents the hypothetical
funded status of a plan if it were wound up or discontinued. Governments
require sponsors of plans that are not fully solvent to accelerate contribu-
tions to those plans in order to bring them to a fully funded level, typically
over a five-year period. This measure is also increasingly being disclosed
to plan participants, either as a regulated requirement or voluntarily by
plan sponsors.

In recent years, several jurisdictions have introduced new legislative re-
quirements for accelerated funding when a plan has a deficit on a solvency
basis. The solvency asset value is generally determined on the basis of
relatively conservative assumptions. It is based on what the current mar-
ket value of the pension fund would be if the assets of the fund were sold
at current market prices and annuities were purchased to meet the current
obligations of the plan.

There are, however, serious limits to the annuities markets. The price tag
put on indexed annuities makes them very unattractive. Moreover, annui-
ties are priced based on assumptions that the assets used to support the
annuities will be invested only in long-term bonds. The price of annuities
is high at this time because of historically low interest rates and the lower
the assumed rate of interest, the higher the liabilities.

In the current area of low interest rates, this explains in part why many
DB plans in Canada are funding a solvency deficit. If long-term interest
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rates begin to rise, coupled with an increase in the rate of return earned by
the pension fund, a large deficit can turn into a surplus.

Another important assumption used in a solvency valuation relates to
the assumed retirement age. Actuaries must examine all the possible re-
tirement ages and choose the one that maximizes the actuarial value of
the pension expected to be received by the plan member. This is effec-
tively a kind of worst-case scenario for plan sponsors because actuaries
must assume that everyone who is eligible to retire will do so at the most
expensive age. This can easily add an additional 10% to the solvency liabili-
ties, relative to the plan’s funding liabilities.

Comprehensive Pension Insurance — A Possible
Alternative!

Given these limitations, it is important to ask whether there is a better
way of protecting pension plan members from wind-ups and insolvency
than relying upon solvency funding. One way is to develop a comprehen-
sive pension insurance system. Under this approach, pension funds would
not have to be funded on the basis that they could be wound up at any
time. Rather, they would be insured against this contingency.

System-wide, insurance would be much less expensive than requiring
every pension plan to be fully funded as though it were going to be wound
up.

Insurance, however, raises its own questions and issues - solvent em-
ployers don’t want to fund an insurance program that would benefit
weaker employers, and questions inevitably arise about issues such as
what level of premium should be paid by which employers, which fac-
tors should be used in assessing premiums and what the implications
of higher insurance premiums would be in the broader market.

Financial Statements

Financial statements provide an accounting summary of what has oc-
curred in relation to a particular pension plan. They show such key
information as what assets the pension plan owns at a given point in
time (such as on the last day of the fiscal year) and what liabilities it
owes to others at the same point in time. They also show what revenues
have been generated and what expenditures have been made, over the
course of a specified time frame (such as over the course of a year). Typi-
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cally, this data is broken down into meaningful subcategories, to help read-
ers gain a fuller understanding of the pension plan.

Financial statements may provide other useful information, such as the
current market value of particular assets (as contrasted with the original or
‘book’ value that appears on the ‘balance sheet’); and detail about how cer-
tain events, some of which may not even have taken place, could affect the
pension plan. Sometimes, these details are found within appended notes
to the financial statements, not in the body of those statements themselves.

The particular reports, categories and subcategories that are included in
financial statements, as well as the other information that is provided, may
be specified in law or regulation; or may be in accordance with guidelines
issued by accounting or other professional associations.

Financial statements, which are often included in a pension plan’s an-
nual report, can provide an important source of additional information to
its members. They may provide a description of the plan; the number of
members, active and retired; average salaries at retirement; the plan’s in-
vestment policy; the principal investments of the plan; plan contribution;
plan earnings; investment fees; rates of return; and other important facts.
Sometimes, members may have to obtain professional advice for assist-
ance on how to read and interpret this information.

It is important to differentiate between the data found in financial state-
ments and the information found in actuarial valuations. Financial
statements provide the best ‘guesstimate’ of the current status of a pen-
sion plan. This is usually based on events that have actually occurred
(although it is important to recognize that judgments and estimates may
be involved).

Actuarial valuations deal with the long-term status of a pension fund.
As such, they incorporate a series of estimates, to account for developments
that may reasonably be expected to occur over a far longer period of time.
Such estimates tend to be quite conservative in nature.

In conclusion, it is important to note that financial statements provide
valuable information, but it must be recognized that they only represent a
snapshot in time.

" This section is taken directly from a paper entitled Current Pension Issues And Trends by Murray Gold with Toronto-based
law firm Koskie Minsky LLP. P. 6-7. The paper was presented to the Canadian Labour Congress Pensions Committee in
February 2006.
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Key Elements of a Pension Plan: A Checklist

There is a lot more to learn about a pension plan than simply how much it
will pay an individual upon retirement. There are many different types of
pension plans and many variations in the benefits to which a member might
be entitled. It is not an easy task to analyze the positive and negative as-
pects of a particular pension plan and any analysis will vary based on differing
individual circumstances.

Information in this section is of a general nature - it’s a checklist to help
an individual to begin to understand his or her pension plan. Remember,
pension plans vary greatly and minimum standards that apply to regis-
tered pension plans are based on provincial pension legislation (see section
entitled Legislative Framework Governing Pensions). It is also important to
note that many of the pension concepts noted below only relate to defined
benefit (DB) pension plans (see section entitled Workplace Pension Plans).

In preparing a checklist of this sort, it is also difficult to avoid technical
terms entirely. To assist in understanding the information below, the reader
might want to refer to the glossary of terms at the end of the manual (see
Appendix I - The Language of Pensions: A Glossary).

For details about a specific plan, individual members should contact the
plan administrator.

Membership and Eligibility

A workplace pension plan may be established for all employees or just
for certain groups or classes of employees. A class of employees is nor-
mally defined by the nature and terms of employment, for example, salaried
or hourly employees, unionized or non-unionized employees, supervisors,
managers, executives, corporate officers or employees who work at a spe-
cific location or division. Once a pension plan is established for a group of
employees, every employee in that class is eligible to join that plan.
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Separate plans can also be established for full-time and part-time employ-
ees.

Membership in a pension plan can be either mandatory or voluntary.

Eligibility to join a pension plan is based on employment and length of
service. Part-time employees, casual, temporary workers or new hires might
not be entitled to join the pension plan until they have reached a minimal
length of service (i.e. - work 700 hours) or earned a certain level of income
(i.e. — earned at least 35% of the Year’s Maximum Pensionable Earnings, a
term used in the CPP).

Our objective is that all past service, beginning from the time employ-
ment first commences, be recognized and that employees become eligible
to purchase credits for past service at a specified date — for example, when
the employee becomes vested. We should also seek 100% plan participa-
tion, for full-time, part-time and temporary workers.

* e+ Definition of Credited Service

Most pension benefits are based on years of pensionable service. If serv-
ice under the pension plan is not the same as service with the employer,
the pension will be smaller than it should be. This situation can arise un-
der a number of circumstances, for example, when service under a newly
established pension plan is credited on day one of the new plan, even if
employees have spent many years with an employer. The definition of
credited service can make a huge difference in the size and adequacy of
the pension a member will receive at retirement.

A second issue in the definition of credited service is how absences from
work will be treated. Service may be interrupted for sick leave, disability,
maternity or parental leave, lay-off, absence on union business, educational
leave and so on. A related issue is what happens when members are termi-
nated and are then re-hired. Pension plans routinely include provisions
stating that members who are terminated and then re-hired must start
from scratch.

A third issue, which has become quite pronounced in the public sector in
recent years, relates to what happens when organizations are privatized,
devolved to other levels of government or combined with organizations
operating under different collective agreements or pension practices.

Our negotiating objectives should be to obtain as broad a definition of
credited service as possible, to ensure that seniority is maintained and to
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preserve (or upgrade) existing benefits when organizations or jurisdictions
change.

Contributions

Pension plans are either contributory or non-contributory. In a con-
tributory plan, both the employees and the employer must make
contributions to the plan. Member contributions are usually a percent-
age of earnings, as described in the plan terms, and are normally made
by payroll deduction. In a non-contributory plan, only the employer is
required to make contributions. In some pension plans, you can also
make additional voluntary contributions, which allow you to purchase
additional pension benefits.

The employer and member contributions to a registered pension plan,
and the investment earnings on those contributions, must be held sepa-
rate and apart from the assets of the employer. This is in order to protect
the assets of the pension fund in the event the employer becomes insol-
vent or goes bankrupt.

Ultimately, the important thing to remember about contributions to a
pension plan is that they are the deferred wages of employees. Employ-
ee’s contributions are obvious in a contributory pension plan. In a
non-contributory plan, however, employees contribute, although less
obviously, to the cost of benefits by way of foregone wage increases.

Vesting

When pension benefits are vested, this means that the employee is
unconditionally entitled to receive the pension benefits that have ac-
crued under the plan as a result of satisfying age or service requirements.
In the case of a DC plan, being vested means an employee is entitled to
receive a pension benefit equal to the value of the contributions the
employer made on his / her behalf as well as the employee’s own contribu-
tions, if any, plus investment earnings. In the case of a DB plan, being
vested means an employee is entitled to receive the pension benefits ac-
crued according to the benefit formula. Being vested does not mean an
employee is entitled to the employer’s contributions; it means the employee
is entitled to the promised pension benefit (that is, the benefit that she / he
has accrued), consistent with the type of the employee’s plan.
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In other words, vesting enables a plan member to qualify for pension
credits without remaining a plan member until retirement. Without vesting,
plan members would only receive their own contributions plus interest
when they change jobs.

Required conditions for vesting are outlined in the plan document and
must, at a minimum, meet the requirements of the applicable pension ben-
efits legislation (either federal or provincial) which determines vesting by
attainment of a certain age and / or completion of a specified period of
service or plan membership.

*ee¢ Tocking-In

Locking-in is a legislated provision that means the plan member cannot
withdraw their own or their employer’s contributions in cash and can only
use them to provide a pension at retirement. The date at which contribu-
tions are locked in varies by jurisdiction and is determined by attainment
of a certain age and / or completion of a specified period of service or plan
membership.

Locking-in protects the pension funds from being used for anything but
retirement purposes. Creditors can not seize locked-in pension benefits.

As a result of pension legislation, locking-in provisions may allow for
the value of a worker’s pension to be transferred to another locked-in re-
tirement arrangement (i.e. the funds do not necessarily have to stay in the
original pension account).

*ee¢ Deferred Vesting

When an employee terminates employment before eligibility for retire-
ment and is vested, he or she may be entitled to a deferred pension. The
problem is that the benefit may be frozen, thereby losing its real value over
time. Itis therefore important to ensure that there is indexing or another
mechanism in place, to preserve the pension benefit.

* e+ Portability

Portability means that employees have the ability to ‘take’ their pension
credits with them when they change jobs. Although pension legislation
requires some form of portability, true portability has not yet been achieved.
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Generally, pension legislation requires plan sponsors to provide employ-
ees who terminate employment with a number of options for the vested
portion of their pension:

¢ the employee can leave his or her pension in the pension fund and
receive a pension in the future (a ‘deferred vested benefit’);

¢ the employee can take the value of his or her pension and purchase an
annuity from an insurance company;

¢ the employee can take the value of his or her pension and transfer it to
a locked-in RRSP (or in Quebec, to a Locked-in Retirement Account — LIRA);
and

¢ the employee can transfer the value of his or her pension into the new
employer’s registered pension plan, if the new employer agrees to accept
the transfer.

Where this option exists, it is often because ‘reciprocal transfer arrange-
ments’ have been made between employers.

Normal Retirement Age (or Date)

In a pension plan, the normal retirement age or date is the time at which
the employee becomes eligible to receive an unreduced pension. This age
or date must be set out in the pension plan and can be no later than one
year after an employee turns 65.

This does not necessarily mean that the employee must retire at that
time. The age at which an employee is eligible to retire under a plan will
depend upon the terms of his / her employment and upon any applicable
legislation.

Retirement Benefits

The benefits provision of a DB pension plan sets out the formula that
will determine the actual amount of a member’s pension benefits. Some
factors to consider:

e Are the benefits integrated or stacked with CPP / QPP? Stacked results
in higher benefits, but also higher contributions.

e Are the benefits integrated with OAS? Most provinces no longer allow
this.

e What percentage of salary will the member’s pension benefits offer
upon retirement?
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e Is a member forced to contribute beyond 35 years and yet land up with a
maximum benefit capped at 35 years?

e [s there provision for ad hoc or (preferably) automatic indexing? Is the
indexing fixed to the CPI or to the CPI minus some amount?

e Is there an early retirement bridge benefit?

¢ Are past service credits and military service credits accepted?

*++ BHarly Retirement Age

Many jurisdictions allow pension plan members to retire early if they
are within 10 years of the normal retirement age. The pension plan should
specify the age at which a member may apply for early retirement with a
reduced benefit.

e+ ¢+ Reduced Benefits for Early Retirement

When members retire early, there is less time for contributions made on
their behalf to earn interest and build up enough money to pay the prom-
ised benefit. As well, the pension will have to be paid for a longer period of
time than if the member retired at the normal retirement age. For these
reasons, members who retire early are given a reduced benefit.

Our objective is to ensure that the reduction in our members’ benefits
for early retirement is as low as possible.

This issue is complicated by the fact that the Income Tax Act says that
benefits must be reduced by at least 3% per year prior to age 60 unless the
maximum pensionable service is achieved or the job is designated as a
‘public safety’ occupation. The occupations specified in law are firefighter,
police officer, corrections officer, air traffic controller and commercial air-
line pilot.

Actuarial estimates put the costs in the 5% to 7% per year range and at
some point it is important to know how much the other members should
‘subsidize’ the early-retired group.

eee [Unreduced Pensions

Pension plans often include provisions for members to retire early with
an unreduced pension once they have reached a certain age and / or com-
pleted a certain number of years’ service. For example, early retirement
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with an unreduced benefit may be permitted once the worker has completed
30 years’ service; or when age plus years of service equals 80.

A related issue is the provision, by some employers, of special arrange-
ments for early retirement that allows for unreduced pensions, even though
normal plan criteria may not have been met.

Another issue concerns designated ‘public safety’ occupations. In these
occupations, if their plan so provides, a plan member may retire early with
an unreduced benefit if the member has reached age 50, if age plus service
equals 75, or if he or she has 25 years’ service.

Our concern is that these occupations are currently largely male-domi-
nated. At the same time, there are other, female-dominated occupations,
such as nursing, which are not specified in law although they have equal or
even greater ‘public safety’ considerations.

Early retirement is an important part of our overall retirement objective.
Allowing employees to retire early with the dignity that adequate income
permits, not only improves the quality of life, it can also help create jobs
for younger Canadians and / or reduce layoffs. In order to encourage early
retirement, we need to negotiate unreduced early retirement provisions, to
the extent they are permitted by tax laws and regulations.

Bridge Benefits

Bridge or supplementary benefits are paid to workers who retire early to
make their retirement income equal to the amount of income they will be
eligible to receive from OAS and CPP / QPP at the age of 65. The benefit is
then reduced at age 65 equal to the amount an individual is now eligible to
receive under OAS and CPP (see also section entitled Workplace Pensions).

Disability Pensions

Many pension plans pay some form of disability benefit, but in many
cases, the benefit is inadequate. In many cases, it may be more appropri-
ate to provide benefits through a long-term disability plan (LTD) until the
worker reaches age 65, than through the pension plan.

If disabled members are provided for through LTD, it is important to make
sure the member continues to accrue pension credits while he or she is
disabled. That way, when the member reaches retirement age, she or he
will still be able to get a decent pension.
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Itis also desirable to have a minimum disability pension. But where there
is a minimum benefit, care must be taken that any offsets for Workers’
Compensation benefits and / or CPP / QPP disability benefits do not nullify
the minimum benefit.

eee Pre-retirement Death Benefits

Some plans provide a pre-retirement death benefit. Death benefits are
paid to a pension plan member’s beneficiary when the member dies before
retiring, and the member still has contributions on deposit with the plan.
The member’s spouse is usually the beneficiary unless the spouse consents
in writing to the nomination of another beneficiary. If there is no spouse
and no named beneficiary on file prior to the date of the plan member’s
death, death benefits are paid to the plan member’s estate. The amount of
the death benefit usually will depend on the member’s age at date of death
and years of contributory service.

eee Survivor Benefits

Legislation in all jurisdictions now requires that a spousal benefit be avail-
able as part of the normal form of pension for those with spouses. If an
employee has a spouse when he / she retires, the employee’s pension must
be paid as a joint and survivor pension unless the employee and her / his
spouse waive this right. This allows the surviving spouse to receive a life-
time pension after the employee’s death that will be at least 60% (66%*% in
Manitoba) of the monthly pension that was paid to the employee. The sur-
viving spouse would also continue to receive these payments if he or she
later became the spouse of another person.

In a joint and survivor pension arrangement, the dollar amount of the
monthly pension a member would have received if he / she did not have a
spouse may be reduced to fund the payments that will continue through-
out the member’s lifetime and that of his or her spouse. If the spouse dies
before the member, the pension continues to be paid at the reduced amount.

e ¢+ Digability Benefits

A good pension plan should provide for continued plan membership while
a member is disabled and receiving long-term disability benefits. Ideally, the
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accrual of pensionable service should continue. Employee contributions
should be waived or paid by the employer. Disability retirement without
reduction should be available for the worker who is disabled and cannot
return to work.

Inflation Protection

This takes two forms: protection before and after retirement. The best
way to ensure inflation protection before retirement is to have a best or
final average earnings benefit formula. This ensures that a member’s pen-
sion benefit is calculated using her / his highest wage level that reflects the
wage raises received over those years. After retirement, further inflation
adjustments are required to prevent a member’s pension being outstripped
by rising prices.

It is important to note that while inflation may not seem as relevant in
today’s environment as it once was, it could very well return at some future
date. Even with a minimal inflation rate, an employee who draws on his or
her pension for 30 or more years could find themselves with significantly
lower incomes over time, if their pensions are not inflation protected.

Wind-up (or Partial Wind-up) of a Pension Plan

A wind-up occurs when a pension plan is terminated or discontinued, in
whole or in part, usually at the decision of the employer. This most often
occurs as a result of a downsizing or restructuring where the employment
of a significant number of active plan members is terminated, when a busi-
ness or part of a business is shut down or when an employer becomes
insolvent or bankrupt. However, depending on the circumstances, an em-
ployer can simply decide to discontinue a pension plan.

Generally wind-ups rarely occur in the public sector as governments and
other public service employers do not shut down, become insolvent or bank-
rupt. In fact the only substantive example of a wind-up of a public sector
defined benefit pension plan is in Saskatchewan when in the late 1970s
the Saskatchewan government wound up its defined benefit plan and leg-
islated a new defined contribution pension plan based on matching employer
and employee contributions and individual investment accounts. The plan
covers all new employees hired after 1977 and any existing employees who
chose to transfer their accrued pensions from the old defined benefit scheme
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to the new plan. There is no other case in the Canadian public sector of
an established defined benefit scheme being replaced with a defined con-
tribution scheme.

In July 2004, the Supreme Court of Canada handed down an impor-
tant decision dealing with the treatment of surpluses on the partial wind-up
of a defined benefit (DB) pension plan. In its decision on the ‘Monsanto’
case, the Supreme Court concluded that, on the effective date of a partial
wind-up, employers will be required to distribute, either to the affected
plan members or to the employer, a pro-rata share of the actuarial sur-
plus relating to the part of any pension plan being wound up. This
distribution of actuarial surplus would occur regardless of whether plan
members were required to contribute to the pension plan.

The Supreme Court did not indicate, however, how the distribution
should be split between the members affected and the employer. In
outlining the policy and practical reasons supporting this interpretation,
the Supreme Court noted that “requiring that the pro-rata share of the
actuarial surplus be distributed at the time of partial wind-up is un-
likely to compromise the continuing integrity of the pension fund”.

Although the ‘Monsanto’decision dealt with Ontario law, similar word-
ing appears in pension legislation across Canada and this decision
impacted on pension legislation in all jurisdictions of Canada.

*++ Employee Information

In every jurisdiction there are legislative standards in place to ensure
members are informed about their plan. These minimum standards
include:

e explanation / summary of plan with description of members’ enti-
tlements and obligations;

e explanation / summary of notification of registration of any plan
amendments, especially those affecting the members’ benefits;

e annual benefit statement; and

¢ statement of benefits due on members’ retirement, termination or
death.

Ideally, at a minimum, the plan sponsor should provide members with
access to actuarial valuations; annual information returns that may be
required under provincial or federal legislation; the pension document,
as amended; the trust agreement(s); the insurance contract(s); the pen-
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sion fund reports; and the detailed financial statements setting out the spe-
cific holdings in the pension fund.

Surplus Assets

In employer sponsored plans, the payment of surplus funds to the em-
ployer is usually technically possible; however, there are invariably a number
of stringent conditions that must be met. The most important is that the
plan should specifically allow for employer withdrawal of surplus.

Workers should never accept the premise that employer-sponsors ‘own’
their pension plans and that the fund’s assets or surpluses can be used at
the employer’s total discretion. Surpluses, no matter how they arise, are
part of a worker’s total compensation package. Despite this, there may be
specified conditions where workers might gain - through achieving other
benefits - from sharing these pension surpluses with their employers.

In a jointly trusteed plan, both the liabilities and the rewards are shared
equally. If there is a surplus, there is a requirement for the parties to agree
on the use of the surplus. Uses could include pension plan improvements
or reduction in contributions by both the employer and the members.
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Pension Plan Governance

Traditionally, pension funds and plans were assumed to be the responsibil-
ity of employers. The prevalent view was that employers had the sole
prerogative to manage our pension plans as they saw fit, with the respon-
sibility to provide their workers with the pension promise — secure income
during their retirement years. Workers and their unions rarely questioned
how the pension plan was being administered, or the decisions plan man-
agers made on fund investment. Their focus was on the actual amount of
the pension benefit on retirement. In the public sector, most plans were
partially funded and really didn’t accumulate a significant investment fund;
in fact some plans didn’t even have an investment fund established - there
was no need for a fund, per se, because the benefits were guaranteed, and
there would always be a government with taxing power in place to ensure
the benefits promised were actually paid.

In the last two decades there has been a huge shift in the level of interest
and attention workers and their unions give to pension plans. They’re not
only thinking about the level of pension benefits; they’re also paying much
more attention to the overall health of pension plans. Pensions are now
widely viewed by workers as their deferred wages that will provide them
with a steady income upon retirement.

For this reason, the National Union and its Components have long had a
concern with the specific ways our members’ pension plans are governed —
in particular, the way they are structured, and how their governing bodies
are constituted.

eee What is Pension Plan Governance?

Pension plan governance refers to the system used to organize the roles
and responsibilities of all individuals involved in governing, managing and
administrating a pension plan.
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The governing structure of a pension plan will determine such things as:

¢ the benefits provided by the pension plan to its members;

e the allocation of contribution rates among employers and employ-
ees;

e the investment policy of the plan and how it is executed;

¢ the delivery of the benefits to plan members (i.e. pension adminis-
tration);

¢ the selection of the professional advisors to the pension plan (i.e.
actuary, legal, audit, investment); and / or

e the best way of communicating with plan members, on an ongoing
basis in relation to results, problems and other issues.

The governance factors relevant to any particular situation can vary
according to the specific model that a plan has adopted.

e e e (Governance Models

Governance models for pension plans can be looked upon as a continuum,;
movement along the continuum depicts the extent to which authority over
the critical governance factors passes from control by the employer spon-
sor, at one end, to control by plan members, at the other.

Before exploring the types of governance models, a number of impor-
tant factors should be recognized. First, pension plans are subject to federal
and provincial regulation in many of the critical governance areas such as
benefits, design, investments and funding strategy. These regulations de-
termine the degree of control the governance authority exercises over the
pension plan.

Second, a model may not indicate the control that is actually exercised.
For example, in some cases, decision-making authority rests with the em-
ployer, the plan sponsor, but the employer has established an advisory body
which includes representatives of plan members (workers). Often, the
employer will regularly implement the recommendations of the advisory
body.

There are other cases where workers have formal representation on a
pension board, but are outnumbered by employer representatives. In still
other instances, they may only have decision-making authority over a lim-
ited range of issues.

A brief exploration of the four main governance models should illustrate
some of these factors.
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* e ¢ Tmployer Governance

In this model, authority over the critical governance factors rests with
the sponsor of the plan - the employer. Day-to-day management of the
pension plan, for private sector plans, rests with an appointed trustee (for
example, the employer’s own administrative operations, a trust company,
a life insurance company, or specified individuals appointed by the em-
ployer).

For some public sector plans, where pension plan governance is based
on what is included in the relevant legislation governing a particular plan,
it may rest within one government ministry, or be distributed among sev-
eral.

Under this model, the terms of the pension plan are typically not negoti-
able, although there may be consultations on specific issues.

Some employers / sponsors have modified this model by appointing pen-
sion committees or advisory bodies. The mandate of such committees or
bodies can vary. With some plans, it may have no role except to advise, in
relation to a limited range of issues. In other plans, it can have a number of
specific responsibilities, which (in the public sector) may even be legislated.

Member Governance

In this model, authority over the critical governance factors rests with
the sponsor of the plan - the union which appoints a Board of Trustees that
is made up entirely of plan member representatives. The employer’s con-
tribution to the plan is defined through collective bargaining, and the
employer has no residual financial obligations beyond this.

In this model, the Board of Trustees is responsible for plan administra-
tion, controlling the investment policy of the plan, benefit design, and for
other matters. This model is most commonly found in the construction
trades.

Joint Governance

In joint governance, responsibility for some or all of the critical govern-
ance factors rests with a joint Board of Trustees; pension plans governed
under this model are referred to as jointly trusteed. A jointly trusteed plan
is set up through the use of a trust document. The trust document be-
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comes the binding contract on the parties and cannot be arbitrarily changed
without agreement of the parties.

The trustees are appointed to the Board by their principals (for example,
an employer and the union(s) representing the particular workers), in ac-
cordance with the relevant trust agreements. Joint boards are numerically
balanced in voting power, although in some cases the actual number of
trustees on each side is not the same. Generally, the Chair is rotated be-
tween the two sides or there is a provision to appoint a ‘neutral’ Chair.

In jointly governed plans, the joint Board is concerned with the manage-
ment of the plan. In larger matters requiring the attention of the principals
[the employer(s) and the union(s) representing the members], the Board
acts as a vehicle for identifying issues, developing proposals and arranging
or performing research and analysis.

*ee+ Pros of Joint Trusteeship

Although there are no hard and fast rules, joint governance is the model
which the National Union and its Components favour.

Under the governance model where the employer is the sole sponsor of
the plan, unfunded liabilities are the responsibility of the employer. (With
respect to plans covering a large portion of our members, the employer
happens to be the provincial government.) In exchange for this assump-
tion of risk, surpluses belong to the employer with no requirement to use
them for improved benefits.

In a jointly trusteed plan, both the liabilities and the rewards are shared
equally. If there is a surplus, there is a requirement for the parties to
agree on the use of the surplus. Uses could include pension plan im-
provements or reduction in contributions by both the employer and the
members.

Jointly sponsored DB plans in fact contribute, in an important way, to
improved funding because they reduce the level of employer exposure
to deficiencies.! In jointly trusteed plans both the employer and work-
ers (through their union) are both responsible for funding half of any
deficiencies that arise with respect to their plans.

Jointly trusteed plans make it much more difficult for employers to
shed their responsibilities for liabilities in plans. In fact, joint trustee-
ship obligates trustees to deal with liabilities in the near future and not
decades from now. The move in several provinces to joint trusteeship
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over the last decade has therefore been a significant factor in reducing li-
abilities of public sector pension plans.

Some other advantages of a joint trusteed plan are:

¢ Plan members have an equal say with the employer in all the major
decisions related to the governance of their pension plan including invest-
ment practices and plan allocations;

e Surpluses generated within the plan are equally shared between plan
members and the employer sponsor, and can be used for plan improve-
ments;

¢ In most public sector plans which our members belong to, joint trus-
teeship makes it more difficult for future governments to interfere with
the benefit structure and the investments;

e Information on all aspects of plan operations is generally more acces-
sible;

e Increased pension services could be provided if desired; and

e The potential to engage in socially responsible investment (see section
entitled Socially Responsible Investment).

A Cautionary Note Concerning Joint Trusteeship

Joint trusteeship of pension plans is an important progressive policy ob-
jective for unions - but the pursuit of that objective can be fraught with peril
if the union does not have a clear understanding of whatitis trying to achieve
and the reasons as to why it is trying to achieve it.

The key disadvantage in joint trusteeship is that any liabilities accruing
to the plan in the future become the shared responsibility of both the em-
ployer and plan members, rather than being restricted to the employer.
Any future unfunded liabilities will most likely result in equal premium
increases for the employer and for plan members.

With joint governance comes responsibility.

Worker representatives are responsible for ensuring that pension fund
investments will provide promised benefits to plan members. They are
also responsible for implementing policies and guidelines that reflect work-
ers’ goals and interests and for ensuring that the ongoing operations of the
plan are carried out satisfactorily.

If things go wrong, it isn’t possible to pass the blame onto the employer.
As a joint trustee of the pension plan, the union gets to share the rewards,
and the blame.
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Plans often have a guaranteed benefit. In the public sector, this guarantee
may be legislated. With joint control, this guarantee may no longer exist.
As well as obtaining the rewards from successful management and invest-
ment of pension monies, in this model, workers also share the many risks.

Unions may not be well equipped, at least initially, to play an effective role
in the process. Pensions can be an intimidating subject. Specialized knowl-
edge is required, with a great deal of additional information being required
for union representatives to play an effective trustee’s role. Additional un-
ion resources, as well as adequate education and training in pensions and
related areas, will be needed.

Unions must never let a short- term bargaining goal become a long-term
liability. Before putting joint trusteeship on the bargaining table, a union
should know why it’s a priority and whether the union has the capacity to
deal with the many complexities of joint trusteeship.

oo e¢ Multi-Employer Pension Plan (MEPPs) Governance

As noted above, most workplace pension plans are sponsored either
by the employer alone or jointly by the employer and the union. Each
employer providing an occupational pension plan has its own pension
plan and a separate pension fund.

As the name suggests, a multi-employer pension plan (MEPP) is one
where unrelated employers agree to participate in a single pension plan,
because their employees are engaged in similar types of employment
within a specified geographic area.

Typically, there will be a large number of small employers, with em-
ployees moving frequently between them. A MEPP allows plan members
to move between employers without losing all or part of their pension,
because the pension benefit is determined by service at more than one
employer. A MEPP may be collectively bargained or established by legis-
lation.

Very often in private sector MEPPs, the participating employers com-
mit to a given level of contributions with no contributions coming from
the employees.

Most MEPPS will have some form of joint trusteeship. The trustees,
using actuarial advice, determine the level of contributions that can be
supported by the contributions.
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Pension standards legislation, both federal and provincial, usually includes
special sections to deal with the various facets of MEPPs, including defini-
tion, administration, participation, eligibility, vesting and locking-in,
portability, termination and other matters.

While many similarities exist across jurisdictions, the applicable statutes
are by no means identical and, in fact, there are some important differ-
ences. For example, Newfoundland does not define a MEPP and provides no
specific administrative requirements. As another example, while many prov-
inces make participation in the plan optional, Manitoba makes it compulsory
for full-time employees and Newfoundland’s legislation is silent. Vesting
and locking-in provisions can also be quite different across jurisdictions.

For specific arrangements related to a MEPP, the relevant federal or pro-
vincial supervisory authority should be contacted.

eee A Final Note

While the differences between the governance structures of pension plans
can appear quite minor at first glance, their implications can dramatically
affect the way that unions and plan beneficiaries can or cannot play a role
in administering a pension plan and fund.

The most significant point of differentiation among pension plan gov-
ernance models is the source of real policy direction for a plan. Is policy
(such as benefit and contribution levels) set by the plan sponsor solely, or
by the plan sponsor based upon the advice of an ‘advisory’ body, or jointly
by trustees representing either the employer or plan members?

Wherever the pension plan lies on the continuum of a governance model,
the most critical point is to develop a structure within that governance
model which best facilitates and creates accountability, with at least mean-
ingful input, if not control, from the workers whose money is being ‘trusteed’
for their retirement.

l Murray Gold, Current Pension Issues and Trends, Koskie Minsky LLP (Toronto: 2005) p. 7.
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Pension Plan Administration

Many factors can affect the pension fund that accumulates and the pension
benefits that are paid out. Some of these factors - including decisions that
are made about how pension contributions are invested and assumptions
that are made about things like wage increases, inflation, the costs of future
benefits — are strongly dependent on the people who participate in the ad-
ministration of the pension plan.

A Clarifying Note

The objective of this Chapter is to provide a general overview of how a
pension fund is managed and how it is administered. In that regard, it
deals primarily with decision-making authority and administration prac-
tices and procedures of pension plans.

For the purposes of this Chapter, it is assumed that the plan administra-
tor is the ‘Pensions Committee’ - whether the committee is the actual named
governing body responsible for the plan or whether the committee has been
delegated by the plan administrator to oversee the plan.

It should also be noted that Chapter Twelve — Union Approach and Policy
to Joint Trusteeship of Pensions of this Manual deals specifically with un-
ion policy and approaches involving union trustees appointed to union or
jointly trusteed pension plans.

Plan Administrator

First and most important is the ‘plan administrator’. This term is used
to describe the party responsible for managing the pension fund and ad-
ministering the plan in accordance with the plan’s terms.

Generally pension standards legislation does not explicitly state who shall
be the plan administrator, but rather gives a list of possible administrators.
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Plan administrators can therefore be: the employer, a Pensions Committee
generally comprised of employer representatives and / or members of the
plan, the insurance company guaranteeing the benefits provided under the
plan, or a Board of Trustees of either employer or member representatives
or both! (see also Chapter Seven - Legislative Framework Governing Pen-
sion Plans).

While the plan administrator may designate others to carry out certain
or all investment and administration functions, the administrator, as the
governing body, is ultimately responsible for overseeing the plan.

Administration is also a general term often used to describe all persons
and bodies associated with the plan (and their agents) who have govern-
ance, management or day-to-day operational responsibilities over matters
affecting the benefit entitlements earned by plan members and beneficiar-
ies.

As noted in Chapter Ten - Pension Plan Governance, the governance struc-
ture of a pension plan plays a major role in how the plan is administered
and who in fact has decision-making responsibilities and authority for how
the plan is managed.

¢ In an employer sponsored plan, the plan sponsor — the employer - gen-
erally delegates the administration of the plan to a Pensions Committee
comprised of representatives of the employer and, possibly, members of
the plan.

e In a jointly trusteed plan, the Pensions Committee generally consists of
an equal number of trustees appointed by the employer and the unions
representing members of the plan. Those trustees are responsible for ad-
ministering the plan.

e In a traditional multi-employer plan, the administration is the respon-
sibility of a Pensions Committee made up of trustees representing each
participating employer. In some public sector multi-employer pension plans
an equal number of trustees are appointed by the employers and the un-
lons representing members in the plan (e.g. OMERS, HOOP, BC Municipal
Employees plan).

Quebec is the only jurisdiction that requires that a Pensions Committee
be appointed to administer all aspects of the plan and that the committee
consists of at least two members of the plan and one who must be inde-
pendent of both the employer and the plan members. Legislation in most
other jurisdictions allows for some form of representation of plan mem-
bers on the Pensions Committee. The legislation differs by jurisdiction in
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terms of the powers of such representation — whether they have decision-
making authority or serve in an advisory capacity.

Financial Responsibilities

In order to ensure sound administration of a pension plan, the roles and
responsibilities of all parties involved in the operation of the plan must be
clearly defined and the persons delegated with those responsibilities must
have the education and skills to do the job.

Members of the Pensions Committee (plan administrator and / or trus-
tee), who have decision-making authority over plan administration are
responsible to the members and the beneficiaries (retired members). In
order to fulfill this responsibility, committee members must carry out the
provisions of the plan text and ensure that all legal requirements are met.
There are generally transfer agreements that may supplement the plan text
which allow members to transfer their benefits to another of the employ-
er's pension plans or to a new employer’s plan, when certain conditions
exist.

In terms of financial duties, the Pensions Committee must ensure that
the pension fund is invested in various types of investments to obtain
revenues that will make it possible to pay the pension benefits when
members become beneficiaries of the plan. One of the duties of com-
mittee members is to ensure the fund’s investments do not involve
unreasonable risks.

The main financial duties include:

e Ensure that the member and employer contributions are paid into
the pension fund within the prescribed period and that the contribu-
tions received correspond to the amounts required;

e Pay pensions and any other prescribed benefits, and where a mem-
ber is entitled and applies, refund, or transfer his / her accrued benefits;

e Adopt and periodically revise an investment policy (commonly known
as the Statement of Investment Policies and Goals (SIPG) or the State-
ment of Investment Policies and Procedures (SIPP)) or to define the
investments that can be made to the plan by setting, for example, asset
mix, investment return targets;

e Ensure the pension fund is properly invested and that the invest-
ments are in conformity with the investment policy; and

¢ Choose an actuary to make an actuarial evaluation of the plan.
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‘Prudent Person Rule’ or ‘Fiduciary Responsibility’

Pensions Committee members are subject to the ‘prudent person rule’
which requires them to “exercise the care, diligence and skill in the ad-
ministration and the investment that a person of ordinary prudence
would exercise in dealing with the property of another person.”

The term used to describe a person who has a legal obligation to fol-
low the prudent person rule is ‘fiduciary’ - an individual who acts in the
capacity of trust and confidence to exercise discretionary authority or
control over investment decisions of the plan’s funds.

This prudent person rule exists in federal legislation as well as the
pensions laws of all provinces except for Alberta, Saskatchewan and New-
foundland and Labrador. A fiduciary relationship, however, exists in all
provinces under common law, regardless of whether or not it is con-
tained in pensions benefit legislation of a particular jurisdiction.

This prudent person rule or fiduciary responsibility has been contro-
versial over the course of recent years, as it is somewhat difficult to
measure and has been used to argue that trustees or administrators must
only consider financial criteria when making investment decisions.

Do committee members violate their fiduciary duties (prudence) by
considering the social consequences of investment? Why would public
sector pension funds invest in companies that are attempting to take
over public services — like private corrections companies that build and
run prisons, or private laboratory companies that are bidding to provide
public health care services?

Is it prudent to invest plan members’ retirement income in companies
that are guilty of environmental degradation, or clothing firms that rely
on third world sweatshop labour to produce fashion apparel?.

It’s critical that the members’ pension funds be invested in profitable
ventures. But that doesn’t mean that ethical, socially useful and / or
other positive considerations cannot be used to assist making invest-
ment decisions for our pension funds.

This position has been reinforced by a 2005 comparative analysis of
the legal interpretation of fiduciary duties among different Canadian
common law jurisdictions done by Shareholder Association for Research
and Education (SHARE).2

The results of SHARE’s analysis found that the application of non-fi-
nancial criteria by way of investment screens and economically targeted
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investing is compatible with the fiduciary obligations of pension trus-
tees. The study noted that while Canadian courts have not yet provided a
clear statement on the issue, the weight of current policy and practice
indicates that trustee fiduciary duties include, and arguably require, con-
sideration of non-financial factors, provided that it can be demonstrated
to be in the financial long-term interests of plan members.?

Indeed, because pension funds are long-term and global investors, con-
sideration of the potential risks and opportunities that political, social,
environmental and ethical practices have and will have on financial
markets and the fund’s investments, is prudent.*

*e¢ Administrative Responsibilities

Pensions Committee members are also responsible for the daily ad-
ministration of the plan. Some of these administrative duties are
prescribed by law while others are imposed by the plan’s text and inter-
nal policies that have been established by the committee.

The main administrative duties prescribed by pension legislation for
committee members are as follows:

e Determine which employees meet the eligibility requirements to join
the plan as prescribed in the plan text and enrol eligible members in the
plan;

e Send out on a regular (annual) basis a statement of benefits accu-
mulated under the plan to each member;

e Answer questions from members about their pension plan and their
benefits;

e Submit an Annual Information Return (AIR) to the appropriate pen-
sion regulatory body, as well as to the Canada Revenue and Customs
Agency,

¢ Register all plan amendments with the appropriate pension regula-
tory body and with the Canada Revenue and Customs Agency;

¢ Inform the plan’s members of amendments which adversely impact
the plan;

e Issue annual reports and / or hold an annual meeting of all plan
members and beneficiaries to inform them of the committee’s activi-
ties, the plan’s financial situation and any amendments to the plan; and

e Hire staff or consultants to provide advice to the committee or help
carry out the committee’s duties.
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* ¢+ Roles and Responsibilities of Staff
and Consultants in Plan Administration

The role of a Pensions Committee can be compared to that of a Board of
Directors in a union or a business. The committee makes strategic deci-
sions, conducts risk control and monitors the administration. Pension plan
administration is complex. Pensions Committee members do not neces-
sarily have the knowledge required for carrying out certain financial and
administrative functions. In order to perform its role objectively and with
openness, it will enlist the services of staff or certain professional consult-
ants in the field of pensions to help with day-to-day financial and
administrative activities.

Some of the professionals that help manage and administer a pension
plan include investment manager(s), actuary, custodian, auditor, legal ad-
visor, communication specialist, administrative service provider, pension
consultant, asset consultant, investment broker / dealer and performance
measurement purveyor.

The following is a brief description of what each of these professionals
do and their specific roles and responsibilities.

e Investment manager - A company or person that is hired by the plan
to manage plan assets. They decide on how to invest fund assets and se-
lect securities on a day-to-day basis within the discretion determined by
the Pensions Committee, usually in the form of an investment policy state-
ment (Statement of Investment Policies and Goals (SIPG) or the Statement
of Investment Policies and Procedures (SIPP)). The investment manager may
be an independent counselor, an insurance company, a trust company or a
bank (or their investment subsidiaries).

Choosing an investment manager is a critical decision for the plan. Con-
sideration should be given to the investment manager’s style, objectives
and risk tolerance. Whether or not the investment manager has a track
record in terms of solid pension experience and association with well-es-
tablished investment companies should also be considered.

e Actuary - This is a professional who calculates and certifies the value
of the liabilities of a defined benefit pension plan, the plan’s funded status
and the level of required contributions for funding purposes and pension
expense for accounting purposes. They also prepare reports, in accordance
with pension legislation. There is a more detailed explanation of the role
of actuaries in Chapter Eight — How Pensions are Funded.
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e Custodian - Custodial services are offered by a company (usually a trust
or insurance company) or person performing functions related to the ad-
ministration of the pension fund, including: safekeeping of assets and
security certificates; maintaining accounts and records; providing regular
statements of fund transactions and holdings; receiving plan contributions
and investment earnings; making payments to beneficiaries and paying
expenses as directed; and settling trades with investment dealers on in-
structions from the investment manager(s).

It is important when choosing a custodian to take into account experi-
ence, fees, reporting capabilities and compatibility with the plan’s investment
manager(s).

e Auditor - This is a professional accountant who prepares an audit of
the transactions affecting the pension plan and / or pension fund and veri-
fies financial statement.

* Legal advisor - The legal advisor provides legal advice and interprets
plan provisions, pension legislation and regulations.

e Communication specialist - The role of this individual would be to
foster openness and accountability with the plan’s members. Given the
complex and specialized nature of pensions, it’s important to have a spe-
cialist to help communicate the plan’s administration and performance to
members and beneficiaries to help instill confidence and interest in the
plan.

* Administrative service provider — The role of this person or company
is to be record keeper of the plan. It involves maintaining information on
beneficiaries for the ongoing administration of the plan. Functions include
recording members’ contributions and other related information, determin-
ing benefit entitlements and providing information to other interested parties.

A Pensions Committee may decide to have the plan hire its own staff,
contract with a company or have the custodian firm hired by the plan do
these functions.

* Pension consultant-This is a person who assists and advises the plan
sponsor, unions or other employee groups, in the management of the pen-
sion plan. Areas of expertise may include plan design, documentation,
compliance with an interpretation of pension legislation, preparation of
employee benefit statements and other communications, calculation of plan
member benefit entitlements and administration.

» Asset consultant- A person who assists and advises in the investment
of fund assets. Areas of expertise include investment policy and asset allo-
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cation, management structure, investment strategies, selection of invest-
ment managers and custodians and performance evaluation.

e Investment broker / dealer — A company or person matching buyers
and sellers of securities and / or providing research for investment manag-
ers.

» Performance measurement purveyor - This is a company or person
performing the function of calculating rates of return and related statistics
to measure and compare the performance of the fund.

*ee+ Basic Principles of Sound Administration

Administering a pension plan somewhat resembles administering a un-
ion. Like elected officers and senior staff of the union who are responsible
for administering the union’s policies, services and assets, Pensions Com-
mittee members must act in a competent, responsible and prudent manner.

Sound administration of a pension plan is achieved when a set of proce-
dures and internal control mechanism are putin place to manage the pension
fund and administer the plan.

Sound administration entails numerous advantages, thus facilitating:

¢ accountability;

e informed decision-making;

¢ by and large better investment performance;

* better control of risks;

e satisfactory monitoring of the plan’s operations; and

e appropriate division of responsibilities amongst the plan’s key players.

In addition, sound administration prevents contradictions between the
plan text and the administrative policies, inappropriate expenditures, poor
communication to members and beneficiaries, legislative breaches and
conflict of interest.

'B. Berthune, A. Whiston and Lois C. Gottlieb, Morneau Sobeco Handbook of Canadian Pension and Benefit Plans, 13" edition
?CH Canadian Limited, Toronto: 2005. p. 86-88.

Gil Yaron, Fiduciary Duties, Investment Screening and Economically Targeted Investing: A Flexible Approach for Changing
'!'imes, Shareholder Association for Research and Education (Vancouver: May 2005).
) Same Source

Same Source
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CHAPTERlZ

Union Approach and Policy
to Joint Trusteeship of Pensions

e Joint Trusteeship
A relatively new governance model for unions

For the National Union and its Components, pension fund activism is
helping to ensure economic security for our members in retirement while
becoming a key strategy in promoting and engaging in socially responsible
investment and good corporate governance.

A key component of pension activism is the ability to influence pension
fund investment through union sponsored pension plans and union par-
ticipation in the joint trusteeship of pension plans. Many of the construction
and retail unions have a long history of being the sponsor for their mem-
bers’ pension plans. For the rest of the labour movement, this is uncommon
and it is only in recent years that other unions have had the opportunity to
have representation on pension plans through a jointly trusteed model.
The significant trend towards joint trusteeship has been with large pen-
sion funds involving public sector unions and their government employers.

Components of the National Union were among the first unions in Canada
to gain joint control of members’ pension funds. The first major victory in
this area was with OPSEU, where after ten years of campaigning on the
issue, OPSEU was able in 1994 to achieve joint trusteeship of their public
service plan, one of the largest pension plans in Canada. Since then BCGEU,
HSA BC and MGEU have fought hard for, and achieved, joint trusteeship of
some or all of their members’ pension plans. There is a commitment from
the governments of PEI and Newfoundland and Labrador to move to joint
trusteeship of their employees’ plans and active campaigns by Components
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of the National Union to achieve joint trusteeship in Nova Scotia, New Bruns-
wick and Alberta. It is therefore likely that the joint trusteeship model of
plan governance will be the dominant model within the public sector in the
next decade.

Even with the National Union’s success at achieving joint trusteeship of
many of our members’ plans, union trustees of pension plans is a rela-
tively new development with which we have less than 15 years experience
to call upon. The role that our trustees play as administrators and manag-
ers of our members’ pension plans, the perspectives they bring and the
challenges they face are not completely understood by them as well as
many of our leadership activists.

e+ Joint Trusteeship Improves Financial Health of Plans

We do know that achieving joint trusteeship of several of our members’
pension plans has generally contributed, in an important way, to improved
financial health of those plans. One of the primary reasons for this is that
joint trusteeship reduces the level of employer exposure to deficiencies.?
Jointly trusteed plans make it much more difficult for employers to shed
their responsibilities for liabilities in plans. In fact, joint trusteeship obli-
gates trustees to deal with liabilities in the near future and not decades
from now. The move in several provinces to joint trusteeship over the last
decade has therefore been a significant factor in reducing liabilities of pub-
lic sector pension plans. In a jointly trusteed plan, employers and workers
share the risk of underfunding and the benefit of surplus which ultimately
reduces the volatility of any pension liability.?2

*e+ The Power of Workers’ Capital

The increased financial health as well as better governance and admin-
istration of our pension plans are worthy goals of joint trusteeship and
have produced positive outcomes for our members. But joint trusteeship
of pension plans has a much greater potential for working people. It pro-
vides an opportunity for them through their unions to influence corporate
behaviour toward more socially responsible investment and worker friendly
outcomes.

Canadian pension fund assets are estimated at just over $800 billion and
are second only to the combined financial assets of the major banks in
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Canada. Today the collective assets of our members’ pension plans that are
either jointly trusteed or sponsored by one of the National Union Compo-
nents are over $90 billion. That’s a lot of economic clout.

Expanding our Joint Trusteeship Agenda

We need to transform the way we think about pensions and joint trustee-
ship. We need to create a pensions culture within the National Union and
our Components where we are able to speak with confidence and commit-
ment about what joint control of our members’ pension plans means, and
what it should mean. We must develop a broad agreement on how we trans-
form our pension ideology into concrete, achievable actions. We need to
make pension fund trusteeship a central part of the union’s work, as much
as negotiations and grievance handling.

Gaining joint control of the governance of our pension plans is only the
first part of our pensions’ agenda. We need to expand our pensions’ agenda
so that we are better equipped to unleash our new found power to ensure
that pension fund capital is used to advance the best long-term interests of
our members, their families and the communities that they are a part of.

eee A First Step
Increased support for our trustees

The field of pension trusteeship can be a very complex and intimidating
area - itis an area that is governed by a great deal of regulation and legisla-
tion, most of which we have had no say in establishing and which therefore
often doesn’t represent our interests.

Most of the trustees who are appointed to pension governance boards to
represent our members’ interests are relative newcomers to the scene of
pension fund governance. They face many challenges acquiring the skills,
knowledge and support to assist them in becoming active and integrated
participants on the pension board.

In a recent survey of union trustees in Canada, many had reported that
they feel they are largely thrown unaided into a world of complicated fi-
nancial jargon, entrenched traditions of operation and unclear financial
and legal obligations.® In general, they receive little formal or informal
training, mentoring, reporting structures, directives or other support. Other
pension trustees and staff, who largely reflect the interests of employers
and the financial community, sometimes view them with suspicion and /
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or annoyance due to their perceived lack of ability and their union connec-
tion.*

It is in this environment that our union trustees are expected to protect
the interests of our members and plan beneficiaries as well as promote the
union’s broader agenda around environmental, social and governance is-
sues (see Chapter Thirteen - Socially Responsible Investment). Trustees also have
an obligation to ensure the policies of the union are being followed while at
the same time maintaining their fiduciary responsibility.

* ¢+ Relationship between a Union and its Trustees

It’s not fair, strategically wise, nor realistic to expect those members who
we elect or appoint as individual trustees of our pension plans to do this by
themselves; we need to make this a coordinated initiative of our entire
union.

This Chapter examines a number of issues related to trustees and their
relationship to their union. It also offers a number of suggestions regard-
ing a union’s approach and policy with respect to working with those trustees
who have been elected or appointed to represent members with respect to
decision-making involving the members’ pension plans. The specific areas
examined below are:

erecruitment and selection

eunderstanding of roles, responsibilities and accountability

eskills and training

eongoing support and networks

econflict of interest

einternal union policy

*e+ Recruitment and Selection

The selection procedures for labour trustees vary greatly, depending on
the governance model of the pension plan. The union can hire individuals
external to the union, the government can appoint a union trustee based
on the union’s recommendation or the trustee can be elected by plan mem-
bers or be appointed by the union. Some unions appoint or recommend
union staff from their pension and benefits departments or bargaining com-
mittees who tend to be generally more knowledgeable about the issues
than the average plan member and typically have a strong sense of the
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union agenda. Some plans or unions have formal selection procedures with
competency tests and interviews.

Most union trustees enter their roles with limited previous knowledge of,
or experience with, pension governance, management and investment. For
many, their previous knowledge of pensions is limited to a policy level and
most of what they learn ‘on-the-job’.

With this in mind, the following are guidelines® for the union to consider
when recommending or appointing representatives as trustees to the pen-
sion plan:

*The prospective candidates should have strong leadership capability
and a solid union perspective;

eThey should have a strong appreciation for and support the union’s
objectives for the pension plan as well as its broader pensions agenda;

eIn acknowledgement of the incredibly steep learning curve of a new
trustee, the union should consider those candidates who are viewed as
having the interest, ability and time to commit to expanding their knowl-
edge base and skills around the many complex issues related to pension
plan administration and investment;

eIt is also important that the union recommend / appoint trustees who
are trustworthy and accountable to the union. (In that regard, some unions
have taken the position that it is advisable to have an individual who holds
either a leadership or staff position in the union.)

Other issues involving appointment or recommendations of union trus-
tees which should be considered include: terms of appointment, ability
and circumstances under which to ‘un-appoint’, requirement for regular
reporting and established communication guidelines.

In recognition of the skills and knowledge learning curve faced by all
union trustees, it is also advisable for the union to develop a succession
planning process for trustees. This involves identifying a ‘pool’ of poten-
tial trustees and training them in pension issues.

Understanding of Roles,
Responsibilities and Accountability

It is critical that union trustees have a clear picture of the roles and re-
sponsibilities. This can be complicated for new trustees who often feel
conflicted in what they sometimes perceive as competing interests. Union
trustees represent their coworkers or their union’s members as the plan’s
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members, retirees as the funds’ beneficiaries, as well as their union. They
are also part of a wider decision-making process shared with employer trus-
tees, investment professionals and other financial and legal advisors.

Union trustees face the challenge of feeling isolated from other trustees
and the staff of the plan. Union trustees new in the job are sometimes
viewed as not competent, inexperienced or even untrustworthy by their
co-trustees representing employers and / or by plan managers.® Particu-
larly when joint trusteeship is first achieved, there is often an ‘us’ versus
‘them’ mentality at the pension board.

The mere questioning of fund managers, requesting more detailed expla-
nation of a funding proposal or actually engaging in debate can be viewed by
‘the other side’ as suspicious. Some union trustees report that plan manag-
ers often have a paternalistic and narrow view of them as simply passive
participants in deciding investment policy and disseminators of informa-
tion to plan members.

Without strong support and clear accountability mechanisms from the
union, the association between the union and its trustees will be weak-
ened and could very well result in the trustee acting independently of the
union’s agenda and objectives.

It is therefore important to ensure there are strong structural and ad-
ministrative links between the union and its trustees in terms of policy
directives, reporting mechanisms, feedback, evaluation and other sources
of support and contact (see also sections below). This will inevitably help
in strengthening a union trustee’s identity and accountability to his / her
union and the union’s overall pensions agenda while at the same time
meeting their fiduciary responsibility to the plan members and beneficiar-
ies.

eee SKkills and Training

The fact that pension plan administration and investment are complex
issues cannot be overstated. In order for a union trustee to perform the
role proficiently on behalf of plan members and the union, she / he re-
quires a broad knowledge and skills in pension administration. This is not
something that one can necessarily pick up from a manual and just ac-
complish during one’s spare time. It takes time, commitment on behalf of
a trustee and dedicated training resources and opportunities from the un-
ion.

[ 100 ]

National Union RESEARCH
www.nupge.ca



Chapter 12 / Union Approach and Policy to Joint Trusteeship

Initially, there are basic educational needs of trustees in technical areas
such as plan terms, actuarial assessments, financial reporting, investment
guidelines and laws and regulations that need to be considered. Much of
this training is available from the pension industry through its organi-
zations, institutes and conferences that provide training in pension issues.

This training, however, is not adequate in fully meeting the needs of
union trustees. It is provided through a financial or business lens and
rarely deviates from, let alone questions, the traditional means of pen-
sion governance. As well, these courses typically cater to pension trustees
in general and do not address some of the needs specific to union trus-
tees such as developing critical thinking and alternative viewpoints.

Union trustees need specific training on issues related to the labour
movement’s agenda on pensions such as socially responsible investment
(SRI), new interpretations of the prudence principle, shareholder activ-
ism and proxy voting.

Such training is critical in that it helps to alleviate possible confusion
by the union trustee over his / her roles and responsibilities and it rein-
forces the trustee’s identity with her / his union.

Currently, there is little formal training from a union perspective avail-
able. One of the few educational alternatives tailored toward union labour
trustees is a trustee education program developed by the Vancouver-based
Shareholder Association for Research and Education (SHARE) that includes
both courses and conferences. SHARE’s courses are offered through the
CLC’s regional week-long schools.

The National Union has established a Trusteeship Coordinating Com-
mittee to provide a forum to provide an exchange of information and
the coordination of activities among those Components that have
achieved joint trusteeship of pensions. NUPGE also sponsors annual
working sessions which bring together elected officers, staff and union
trustees from our Components. The major focus of these Working Ses-
sions is on skills and expertise building on a wide range of pensions
issues. We have also devoted a section of the National Union website to
pensions, providing news and research on a wide variety of pension is-
sues from across the country and around the world.” Stories contained
on this site are distributed to over 100 activists by way of an e-bulletin.®

These initiatives are a good starting point for trustee or pension train-
ing from a union perspective. There are, however, still gaps in terms of
the expertise level of training, on-going training structures, and training
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content, specifically regarding the pensions agenda of the labour move-
ment. This type of training is critical if we are to increase the levels of
participation of our union trustees and also benefit their effectiveness
at advocating labour goals and objectives.

Enhanced cooperation within the National Union and among our sister
unions and among education providers is necessary to share and build on
progressive and alternative educational experiences for our union trustees.
It is also critical unions devote the appropriate time and resources to de-
veloping, implementing and administering new training programs to meet
the growing educational needs of union trustees.

*ee¢ Ongoing Support and Networks

The job of a union trustee involves a lot of work, well beyond attend-
ing meetings of the pension board and its various committees.

There is a lot of preparatory work for a union trustee if her / his par-
ticipation in the decision-making process is going to be knowledgeable
and effective. There are often binders of information to read prior to a
meeting and often the material is not available until two or three days
before the meeting. This can’t be done on the corner of somebody’s desk.
Unions must be prepared to give these key people the time and resources
necessary to do the job.

Unions can also play an important role in helping their trustees develop
a large and strong network for advice or support. Union trustees are most
often selected or elected from the leadership or staff of the union. As a
result they often possess an extensive set of contacts within the union to
rely on for advice and support.

As well, where there is more than one union trustee of the pension plan,
it becomes easier to form a network. In these cases usually the more expe-
rienced trustees will assist newer trustees. Some unions have a staff member
dedicated to pensions; in those cases, the union staff can play a valuable
role as a mentor / advisor for newly appointed / elected trustees.

It is also critical that trustees develop the capacity to know who to go to
for good advice and to understand the difference between advice and good
advice. A lot of people in the ‘pensions industry’ are paid to give advice,
and advice can differ as many times as the number of people who give
advice.
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This is another area where a good solid support network for union
trustees can be a valuable tool. At the same time, however, trustees should
recognize that advice is not a substitute for decision-making; it’s only a
tool to help you make decisions. Union trustees therefore also need to
develop the capacity to evaluate advice.

Finally, one of the best ways a union can support their pension trus-
tees is to provide opportunities for them to develop organized networks
among themselves. As union trustees operate largely in isolation, it
would be useful to create and / or support forums which bring union
trustees together - those from the trustee’s union, or from the same plan,
or geographic region, and then ideally trustees across unions and across
the country.

Conflict of Interest

Union trustees can sometimes feel that the responsibility and account-
ability to their union can conflict with their responsibility and accountability
to plan members.

A trustee must behave prudently with respect to the pension fund and
investment decisions and be loyal to the plan members’ interests. It is
critical that they avoid placing themselves in a conflict of interest situation
which is only easy to do if one has a good understanding of what is and is
not a conflict. Here are a number of examples to consider.

eIt’s a conflict if the trustee makes decisions that she / he will benefit
from at the expense of others. It’s not a conflict if the trustee is also a plan
member.

eIt’s a conflict if the trustee uses information received from the invest-
ments for his / her own benefit. It's not a conflict if the trustee makes
decisions concerning investments that she / he believes are relevant to con-
sider.

eIt’s a conflict if the trustee acts as a union officer in the interests of the
union, and not in the interest of the plan members. It’s not a conflict if the
trustee makes decisions based on his / her beliefs and principles, as long
as they are supported with independent advice.

eFor the union, it’s a conflict if the union attempts to direct a trustee on
an issue. However it’s not a conflict if the union is requesting information
concerning actions taken by the trustees provided she / he is not restricted
by plan confidentiality policies.
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eIt’s also a conflict for the union to mandate how trustees will conduct
themselves but not a conflict if the union is requesting reports on attend-
ance, expenses, etc.

It’'s important that a union ensures appointed / elected trustees are trained
to recognize conflicts or potential conflicts and agrees to follow a conflict
of interest policy from the plan and / or the union.

*ee¢ Tnternal Union Policy

Being appointed a pension plan trustee should not be seen as a perk.
It involves very serious work and complex decision-making — and with
that go responsibilities to the union, the plan members and fellow trus-
tees who serve on the governing body.

It is therefore wise for a union to develop a consistent policy approach
to the trustees they appoint or elect to the governing bodies of mem-
bers’ pension plans. Besides the key areas referred to above, a union
should consider having union trustee policies developed covering, but
not limited to, these key areas:

eaccountability of trustees;

eprocedure for appointment of union trustees;

eprocedure for removal of trustees;

eunion time and resources available to trustees;

eexpense allowances;

econflict of interest guidelines;

estandards of communication,;

elengths of trustee terms; and

eeducation and training opportunities for trustees,

internal and external.

* ¢ ¢ Policy Framework for Good
Governance Principles for Union Trustees

The National Union’s Ontario Component, the Ontario Public Service
Employees Union (OPSEU/NUPGE), adopted a policy statement in April
2003 with respect to “Union Appointed Trustees and Sponsors for Jointly Trusteed
Plans.”
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The policy statement outlines a number of sound governance and ad-
ministration principles for union trustees which focus on:

efiduciary responsibility and financial management practice faced
by union trustees;

esocial investment practices; and

ethe role of the union in overseeing their trustees and sponsors.

The OPSEU policy statement is appended to this Chapter as a sug-
gestion for a template for other Components to consider in developing
a policy framework to guide union trustees.

OPSEU POLICY
with respect to Union Appointed Trustees and
Sponsors for Jointly Trusteed Pension Plans

I. General Principles

1. OPSEU sponsors and trustees have a fiduciary responsibility to
pension plan members and the union to manage the plan’s assets to
ensure the funds are available to pay the pensions that have been
promised. All other policy guidelines are subordinate to this princi-
ple.

2. OPSEU policy is to advance the interests of its members and all
working Canadians through the socially responsible investment of
pension funds which include shareholder activism, ethical and other
screens and economically targeted investment strategies.

3. OPSEU is responsible for ensuring that all union appointed spon-
sors and trustees are sufficiently trained to carry out the policies of
the union.

4. OPSEU has oversight of its appointed sponsors and trustees and
has an obligation to ensure the policies of the union are being fol-
lowed. In the event that trustees fail to perform their duties, the union
has a responsibility to remove them. The appointment and removal
process should be accomplished by way of a written policy setting
out both the grounds and procedure for appointment and removal.

II. General Governance
5. The governance policies of pension plans should be transparent
to sponsors, trustees and members.
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6. Trustees must ensure that investment portfolios remain diversi-
fied, seeking adequate rates of return at acceptable levels of risk.

7. Pension plans should have comprehensive governance policies
to enable trustees to be responsible fiduciaries by being active deci-
sion-makers.

8. Governance policies should provide detailed descriptions of direct
responsibilities of trustees as well as delegation of responsibility through
the organization itself. Governance policies should describe the moni-
toring and regular review processes to ensure evaluation of
decision-making.

III. Sponsorship and Trust Documents

9. In the case of jointly trusteed plans, sponsorship agreements must
prohibit changes to the plan, trust or sponsorship except by mutual con-
sent of the parties to protect against unilateral or legislative change.

10. In the case of jointly trusteed plans, there should be an equal
number of employer and union trustees on Boards of Trustees.

11. Retirees should be given the opportunity to serve as trustees.

12. Lengths of trustee terms should be designated to enable sponsors
to have an orderly process for the appointment of trustees.

13. Trustees should elect a chair and vice chair, or co-chairs, from
among themselves (rotating between sponsors) for a specified period.

14. Sponsors should provide in the trust agreement a process for ap-
pointing a mutually agreed ‘extra’ trustee to resolve deadlocks between
‘regular’ trustees.

15. The Board of Trustees should have the specific authority to hire
and fire the plan and investment managers.

16. The Board of Trustees should at minimum establish four commit-
tees with clear terms of reference and equal representation of union
and employer trustees — namely an Administration Committee, an In-
vestment Committee, an Adjudication Committee and an Audit Committee.

17.The Board of Trustees should, at minimum, reserve direct responsi-
bility for actuarial valuations and investment decisions, audited financial
statements and annual reports.

18. Trustees should ensure that the plan text — defining members’ pen-
sion benefits - is interpreted fairly and consistently with established
rules and procedures.
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19. Trustees should establish and monitor standards of service to mem-
bers and regularly review these standards of service.

IV. Communication with Sponsors and Members

20. The Board of Trustees should make their decision-making trans-
parent through documentation that is clear, comprehensive and fully
informed. Regular reporting to sponsors and members should be in-
corporated into the sponsorship and trust documents such that
reporting is meaningful and relevant to sponsor and member con-
cerns and allows for dialogue.

21. Service to members should be a high priority. While legislation
guarantees a bare minimum of information to members, pension
plans should have much higher standards of communication. Mem-
bers should have information on their pension entitlements as well
as more general information on the plan.

22. The Board of Trustees should ensure that pension plans have
comprehensive and accessible websites.

23. Pension plans should deliver retirement planning workshops
specific to the plan.

V. Active Trusteeship and Training

24. Information and briefings provided by staff and advisors should
be complete and communicated in a form as determined by trustees
to ensure accessibility and transparency.

25. Trustees are responsible for the decisions they make and must
be aware of the rationale for each decision. Trustees must be fully
informed and seek advice when necessary.

26. Trustees are fiduciaries for the plan as a whole. All trustees must
receive ongoing training in pension fund administration.

27. Sponsors must satisfy themselves that their trustees are trained
to the extent they are able to carry out their fiduciary responsibility.

28. Sponsors, in recognition of their own fiduciary responsibility
for pension fund governance, must receive ongoing training in pen-
sion plan governance.

29. Trustee training expenses should be covered by the plan as a
cost of effective governance and should be directly under the control
of trustees.
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30. There should be an appropriate number of trustee meetings per
year such that trustees are confident they can fulfill their fiduciary
responsibility.

VI. Statements of Investment Policies and Procedures (SIPPs)

31. All pension plans are required by law to have statements of invest-
ment policies and procedures (SIPPs). SIPPs must be developed, monitored,
regularly reviewed and filed annually by trustees.

32. SIPPs are specific to the administrative and financial circumstances
of each pension plan. But each should include language on: plan liabilities,
benchmarks, risk tolerance, investment manager selection, investment strat-
egies, private placements, all classes of assets, proxy voting, fund
management, mandates and monitoring of practices and conflict of inter-
est.

33. The Board of Trustees must monitor fund managers to ascertain
whether they are in compliance with plan investment mandates.

34. Statements of investment policy should have breadth, depth and clar-
ity and should be communicated and made accessible to members both in
print and on websites.

VII. Social Investment Strategies
35. No component of statements of investment policy should bar trus-
tees from pursuing social investment strategies.

Shareholder Activism

36. No component of SIPPs should bar trustees from pursuing shareholder
activism. This is especially relevant given the recent accounting and audit-
ing scandals and the loss of confidence in the markets.

37. Shareholder activism includes proxy voting, initiating shareholder
proposals at annual meetings and class action suits. Shareholder activism
encourages investment in corporations that take the high road on labour
standards, environmental protection and responsible community behav-
iour.

38. The SIPP must give clear information about how shareholder activ-
ism is to be undertaken, the extent of activities and by whom so that there
is direction to investment managers and information to members about
investment strategy.
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39. The SIPP should provide authorization to work with other sharehold-
ers in developing and supporting shareholder resolutions.

40. Pension plans should have proxy voting guidelines.

41. The Board of Trustees must monitor proxy voting through delegation
or retention of the votes. The process for delegation or retention, monitor-
ing and review must be described in the SIPP. Trustees must assure themselves
that the process works in the best interests of plan members by regular
review of voting results.

42. Investment managers must be advised of proxy voting policies of the
pension plan.

Ethical Screens
43. No component of SIPPs should bar trustees from implementing in-
vestment screening.
44. Screens include the following:
epositive screens, to screen in good features such as good labour, hu
man rights and environmental practices;
enegative screens, to screen out poor corporate behaviour such as
child labour;
ebest-of-sector screens to include best-practice companies within a
sector.
45. Investment screening must be described in the SIPP and communi-
cated to members. The description should include the financial and
non-financial criteria being used for the screens.

Economically Targeted Investment

46. No component of SIPPS should bar trustees from implementing eco-
nomically targeted investment (ETIs).

47. ETIs are investment funds set up to benefit workers and their com-
munities, including: real estate development and mortgage funds, regional
development and worker-friendly and privatization alternatives.

48. Investment policy relating to ETIs will be extensive and therefore will
form documents separate from the SIPP. However, they should be refer-
enced in the SIPP.

49. The SIPP should contain the objectives of the ETI investment as well
as reference to the ETIs asset allocation, type and risk profile.

50. A specified proportion of assets or amount of money may be allo-
cated to an investment vehicle such as a pooled fund organized by a number
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of pension funds in order to minimize risk. Documents relating to this strat-
egy, including performance benchmarks, should be referenced in the SIPP.

51. Trustees who are authorizing, implementing and setting standards,
criteria or processes for shareholder activism, screening or targeted invest-
mentinitiatives, must assure themselves that investment managers understand
and support such initiatives and are capable of implementing them.

52. Investment managers should be required to report on performance at
least quarterly, and on compliance once or twice a year. Reports should have
depth and clarity and should be accessible in a format agreeable to or sug-
gested by the trustees themselves. Investment managers should be required
to meet with trustees at least annually for discussion on performance and
strategy.

ll Murray Gold, Current Pension Issues and Trends, Koskie Minsky LLP (Toronto: 2005) p. 7.
3Salme source, p. 7.

Johana Weststar and Anil Verma, Effective Labour Representation on Pension Boards, Pensions at Work, Ontario
Institute for Studies in Education of the University of Toronto. (Toronto: 2005) http://www.pensionsatwork.ca/english/
pdfs/weststar_effective.pdf
. Same Source.

Dennis Blatchford, Cons, Cautions and Conundrums of Joint Trusteeship: Lessons Learned, contained in the Report of
the National Union of Public and General Employees 2005 Pensions Working Session, National Union of Public and
General Employees (Ottawa: April 2005)

Johana Weststar and Anil Verma, Effective Labour Representation on Pension Boards, Pensions at Work, Ontario
Institute for Studies in Education of the University of Toronto. (Toronto: 2005) http://www.pensionsatwork.ca/english/
gdfs/weststar_effective‘pdf
. To view the pensions section of the National Union’s website go to http://www.nupge.ca/issues/pensions.htm

To subscribe to the National Union’s Pensions E-Bulletin, e-mail national@nupge.ca
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Socially Responsible Investment (SRI)

The traditional approach to the investment of pension funds has been fo-
cused on the sole and narrow strategy of maximizing return and minimizing
risk. However, the pension fund landscape is changing. Plan members are
now asking why fund assets are not managed in ways that more closely
reflect their values. It is also becoming clear that the social goals of the
plan members and beneficiaries can be integrated into the investment de-
cision-making process in a manner consistent with trustees’ duties as
fiduciaries.

One tool that can be used in the pursuit of workers’ goals funds is So-
cially Responsible Investment (SRI).

*++ What is Socially Responsible Investment (SRI)?

SRI refers to a strategy of adopting social or ethical goals in addition
to the rate of return objective in pension fund investing. It really repre-
sents a multi-dimensional understanding of financial investment
practices that advances the broader and long-term interests of plan
beneficiaries — workers who contribute to the plan on a regular basis. The
most important objective of SRI is to maximize long-term market rates of
return to ensure adequate retirement payments for workers. In this regard,
the SRI view does not differ from conventional investment priorities.

But the SRI view departs from conventional investment practices by
expanding the options, methods and principles that guide capital allo-
cation decisions. It’s critical that we recognize that capital markets are
neither perfectly efficient nor value-free.

Therefore, those who seek to advance the long-term interest of work-
ers inside financial markets must look beyond both the array of choices
these markets presently offer and the narrow band of information con-
ventional investment managers provide.
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Alternative investment practices and vehicles can better reward both the
pension fund beneficiaries (workers) and the broader community to create
wealth in the long-term. A growing body of evidence shows that there does
not have to be a contradiction between SRI practices and the fiduciary du-
ties of pension trustees to plan beneficiaries. Fiduciary duties extend beyond
short-term financial return and pension trustees can and should consider
broader interests when making plan investment decisions.

*++ Environmental, Social and Governance (ESG) Issues

The concept of SRI within the field of pension investments is relatively
new and is constantly evolving. In the last year we have witnessed SRI
terms making way for new terminology that appears to be gaining atten-
tion and respect within the pension investment community. This new
terminology refers to a fiduciary duty of trustees to consider environmen-
tal, social and governance (ESG) issues in their investment decision-making.
Increasingly the links between ESG factors and financial performance are
being recognized.

The National Union is committed to staying on top of these new devel-
opments and we will adapt our work with the use of terminology that is
considered most broadly accepted and inclusive. Regardless of the lan-
guage we use, our objective remains the same: to advance a larger social
agenda for pensions that includes social, environmental and good govern-
ance factors being a part of pension investment decision-making.

*ee¢ Advancing a Social Agenda for Pension Investment

Pension funds can advance a larger social agenda reaching beyond sim-
ple individual returns. The SRI or ESG view is not value-free, but neither are
the institutions that currently control these funds. To hold, as many pen-
sion fund managers do, that the quality of an investment depends solely
upon its risk and return profile with little or no consideration of the impact
upon workers, the environment and communities - is certainly not value
free. Rather, it is to advance one particular value, the risk-adjusted rate of
return, above all others. To claim a single-minded focus on risk-adjusted
rates of return advances no agenda. Such a view simply reinforces the
narrow values associated with conventional investment practices, discour-
ages debate and reduces transparency.
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* » ¢ (Collateral Benefits versus Collateral Damage

We know there are many inefficiencies and systematic negative conse-
quences of contemporary financial market practices. Just as carefully SRI/
ESG investments can yield ‘collateral benefits’ beyond monetary rates of
return, contemporary financial investment practices can result in ‘collat-
eral damage’. How often have we witnessed the ‘collateral damages’ such
as corporate downsizing, overseas job flight, employee lay-offs, and merg-
ers and acquisitions resulting from such narrow-minded investment choices
that concentrated on rapid stock turnover and leveraged buy-outs?

The Three Pillars of Socially Responsible Investment
(SRI)

There are three basic pillars that an SRI strategy must rely on to be suc-
cessful, each of which the National Union and its Components build its
capacity around in terms of understanding, commitment to and the ability
to advance:

eEthical screening

eShareholder activism

eEconomically targeted investments (ETIs).

Ethical Screening

Ethical screening, often called social screening, involves the application
to an investment of social and ethical screens - either negative or positive.
Certain features can be screened in or out of an investment portfolio. How-
ever, most individuals and institutions that practice ethical screening also
take a proactive approach, implementing positive social screens. For ex-
ample, they may seek out investments in companies that demonstrate
leading-edge environmental practices or companies with a good labour
relations record. While ethical screens are new for pension funds, they
have been used in a class of mutual funds known as ethical mutual funds,
and have been shown not to damage the rate of return.

In analyzing the social and environmental performance of companies or
their labour relations record, it is possible to draw from a comprehensive
array of sources. These include corporate documents; national and inter-
national press; periodicals, journals, and trade publications; government
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publications and databases; and the Internet. Another mechanism is to
conduct interviews with a wide variety of stakeholders, including commu-
nity, company, industry, government and union contacts.

One pension fund in Canada that has a systematic screening regime in
place is the OPSEU Staff Pension Plan. It has a labour screen in place that
rates the performance of Canadian companies based on approximately 25
criteria, which reflect both positive and negative attributes. They look at
things like level of unionization, labour practices, job security and benefits,
number of strikes / lockouts and diversity issues.

*ee¢ Shareholder Activism

The second pillar of SRI is shareholder activism. This is a way that share-
holders (the members of pension plans) can collectively claim their power
as pension fund owners to influence a corporation’s behaviour on pension
fund investment policies. Shareholder activism involves a whole range of
approaches to influencing corporate behaviour ranging from writing let-
ters, to drafting resolutions for annual meetings, to pulling shares - all in
an attempt to hold corporations accountable.

Increasingly, workers are recognizing that they do in fact have the ability
to influence management decisions of large companies. Some unions with
joint trusteeship have injected labour priorities into corporate governance
agendas around issues such as training, executive compensation and the
creation of sustainable shareholder value through high-performance
workplace practices. Labour’s shareholder activism has the potential to
promote the establishment of standards to measure and disclose corpora-
tions’ human resource values, thereby aligning the interests of workers and
plan beneficiaries (who as we know are most often one of the same). The
resultis usually increased transparency, stronger corporate governance, and
greater accountability on the part of management.

In addition, like all ‘owners’, union pension funds need to be concerned
about the potential that the management teams running the corporations
in which they have invested do not have the same objectives as the owners
- and on strictly financial grounds. For example, pension funds are usually
invested in companies for the long-term and need to ensure that the com-
pany is concentrating on long-term creation of wealth rather than the
short-term fixation with stock prices that often determines executive com-
pensation.
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Some unions have even developed proxy voting guidelines for their trus-
tees that address corporate governance issues. Proxy voting refers to the
fact that most pension funds hold blocks of shares within a company. Un-
ion trustees then insist that their pension fund vote this block of shares in
a way to influence corporate decisions so that they reflect the long-term
interests of pension plan beneficiaries. Proxies are typically voted on in
relation to the following categories:

*Board of Directors’ proposals (such as the election of Board members,
their compensation, and / or their term of office);

eCorporate governance and changes in control (for example, deciding on
whether the Board should be increased or on the appropriate compensa-
tion packages for Board members and Executives);

eWorker-related proposals, such as the extent to which workers should
be actively involved in decision-making; whether compensation should be
linked to performance; or whether the firm should use part-time or con-
tractual employees to the exclusion of full-time employees; and

eCorporate responsibility, for example, in the company’s human rights
record.

Economically Targeted Investment (ETTI)

The third pillar of SRI is referred to as economically targeted investment
(ETI). ETI is an investment designed to produce a competitive rate of re-
turn commensurate with risk as well as create economic ‘collateral benefits’
for a targeted geographical area, group of people, or sector of the economy.

Unions have a history in operating such funds, ranging from large com-
mercial and residential funds that support union-built construction to more
recently established funds that specialize in private equity.

As an example, the Carpentry Workers’ Pension Plan has a subsidiary
non-profit housing cooperative which uses a portion of the pension funds
to build quality, affordable housing in B.C. using unionized workers. An-
other example is the specialized fund pooling vehicle, the Vancouver Land
Corporation which provides capital to build moderately priced housing in
Vancouver. This corporation was established by the Telecommunications
Workers Union, the International Woodworkers of America and other B.C.
unions.

There are also Labour Sponsored Investment Funds (LSIFs), which are
pools of venture capital that invest based not only on just financial criteria,
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but on social and environmental parameters as well. They exist in six prov-
inces: British Columbia, Saskatchewan, Manitoba, Ontario, Quebec and New
Brunswick. These funds look closely at employee relations, environmental
performance, business practices, the products / services provided, impact
on communities, etc. Overall these funds had combined assets of over $6
billion in 2005, representing 51% of the venture capital market in Canada.

The Ontario government however announced in September 2005 that at
the end of 2005 it was ending the 15% tax credit it has offered since 1991 to
Ontarians who put money into LSIFs. There were 46 LSIFs in Ontario with a
total of $3-billion in assets under management.

ETI funds aim to generate ‘collateral benefits’ in addition to yielding
market-based rates of return. Such investment approaches are said to have
a double bottom line because they generate not only conventional returns,
but also additional benefits for stakeholders such as more and better pay-
ing jobs, affordable housing, well-funded pension plans, and reduced
environmental degradation. Collateral benefits can include enhanced
workplace cooperation leading to increased productivity, or the delivery of
products and services that might not otherwise occur without some inter-
vention to correct a capital market failure.

The greatest obstacle facing ETI investing today is the lack of education
and expertise among pension plan trustees and their advisors, therefore
preventing them from making informed decisions regarding ETIs. Many
find that investment professionals and management trustees discourage
ETIs out of unfamiliarity or perceived risk aversion.

eee (Conclusion

It is critical that we expand our knowledge base of these three important
pillars of progressive pension fund investment. The National Union needs
to raise the level of comfort and understanding of our leadership and our
pension plan trustees on the prudent and strategic use of these SRI/ ESG
practices to create ‘collateral benefits’ to our members and the broader
community.
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The Real Pensions Crisis in Canada.:

It’s about coverage—Not funding*
* This chapter was originally published April 2007 as a stand-alone paper - No Pension Panic.

e e+ The Sky is Falling—Or Is It?

Lately, the business sections of newspapers have been full of stories talk-
ing about the pension funding ‘crisis’ in Canada and around the world. The
headlines have been alarming: “Pension Shortfalls Threaten to Explode ...”

“Pension Plans Face $225 Billion Shortfall ...” “Companies’ Pension Short-
falls Could Destroy Retirement Dreams ...” “A Time Bomb is Tickingin Pension
Plans...”.

Those who are signaling the alarm about the so-called ‘crisis’ primarily
come from the pension and investment industry and the corporate finan-
cial sector. They continuously have been warning us that the future of
workplace pension plans is in jeopardy, that the sky is falling!

These alarmist headlines are likely to scare many working people and
their families. After years of paying into a decent workplace pension, they
might be now asking whether their pension plan will be able to provide
them with financial security in retirement. They probably want to know
what’s happening to their pension. Is it safe? Is the sky really falling?

This answer is no. This is in large part a manufactured crisis, designed
to attack quality workplace pensions and allow employers to abrogate re-
sponsibilities to their employees.

The Focus of the Attack
Defined Benefit (DB) Pension Plans

The so-called ‘crisis’ with private workplace pensions ostensibly involves
a specific kind of pension plan — defined benefit (DB) plans - the most com-
mon and superior type of workplace pensions in Canada.

A DB plan defines and guarantees a specific pension amount to the worker
upon retirement. The benefit is determined according to a formula based
on the worker’s salary, age and years of service. DB plans are required to set
money aside to pay promised benefits.
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The funding crisis that we keep hearing about is intended to justify a
move away from this DB style of pension plan to a defined contribution
(DC) plan, where the employer and often the employee set aside a spe-
cific amount of money - a defined contribution - every month.

At retirement, the worker has an account balance which is completely
dependant on how much has been put into the fund and how these con-
tributions have grown over time as they have been invested. By definition
there cannot be a ‘funding crisis’ with a DC plan - the employee is enti-
tled to his or her account, and only to his or her account.

But there can often be a ‘pension crisis’,under a DC plan, as the amount
available may not be nearly sufficient for a decent retirement.

*e+ (Clear Advantages to a Defined Benefit (DB) Pension Plan

It is clear that the best form of pension is a defined benefit plan. De-
fined contribution plans are certainly better than no plan at all, for most
workers, but they are unable to deliver the same level of benefits that a
defined benefit plan can.

Less Risk / Greater Certainty

A DB plan provides less risk to a worker and greater certainty on how
much pension income the worker will have in retirement. The reason for
this is that a DB plan is first and foremost a pooled resource under which, if
there is a shortfall in the fund, the employer as a plan sponsor must at
least help make up the shortfall to ensure the promised benefits are avail-
able. A DC plan is simply an accumulation of money, with no promised
benefit. If the DB plan is short of money, the employer has to cover, or
share in the task of covering, the shortfall with the workers. If the DC plan
does not provide enough for a decent retirement the employee is simply
out of luck.

Moving from a DB to a DC plan transfers the entire risk of inadequate
retirement income from the employer to the employee. That’s why em-
ployers like it so much.

Additional Benefits

DB plans can provide for a number of benefits in addition to the basic
pension, including enhanced early retirement benefits, survivor benefits
beyond those required by legislation, portability, disability benefits and infla-
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tion protection. While DC plans can also provide benefits in addition to
retirement income, these additional benefits must be purchased by each
individual at the time of retirement and will significantly reduce the
monthly income available to retirees.

Lower Administration Fees

Because DB plans are centrally managed, the cost of administering
the pension fund is shared among all beneficiaries, so less of the funds
needed to pay retirement benefits are taken up by investment manage-
ment fees. In a DC plan, especially an individually managed plan, a
larger proportion of an individual’s account is absorbed by investment
management fees charged by the pension industry, leaving fewer funds
available for retirement income. Most moves by employers to a DC plan
also transfer the administrative cost to the individual worker. This po-
tentially huge source of profits for the investment industry explains why
they are so active in the push for conversion of DB plans to DC.

Guarantee

A DB plan offers a guaranteed income for life to retirees. A DB plan
pays benefits for as long as a retiree lives and, in most cases, pays ben-
efits to a surviving spouse for as long as he / she lives.

A DC plan carries no certainty that the benefit will be paid for the
retiree’s entire life; the retiree faces the real possibility of outliving the
so-called retirement ‘nest egg’. The only way to ensure a lifetime of
benefits is to purchase an annuity, but an annuity comes at a real cost
and reduces the monthly payments available. Purchasing an annuity
with survivor benefits is even more expensive and reduces the retire-
ment income available. At a time of increasing life expectancies, DC
plans provide no guarantee that they will have sufficient assets to cover
living longer than expected.

DB plans are the best form of pension plans for workers. Workers are
assured a certain retirement income for the rest of their lives and the
risks and responsibilities associated with providing that guaranteed re-
tirement income either rests with the employer or is shared equally
between the employer and the workers. This is in large part why corpo-
rate employers want to eliminate DB plans in favour of DC plans. By
doing so, they are reducing corporate risks and corporate responsibility
to their workers.
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If the value and effectiveness of workplace pensions is reduced, the
result will be greater poverty among Canadian seniors, and increased
pressure to substantially improve our public pension system.

*e+ The Global Corporate Agenda:
Downloading Pension Liability & Risk to Workers

The attack on DB pensions is not something we are experiencing just
here in Canada; it’s happening around the world. It's part of a larger
attack on wages and benefits of workers through corporate globaliza-
tion.

There have been world-wide structural changes to our economy in
the last several years in favour of capital and profits and away from so-
cial spending and workers’ incomes. The attempts to undermine DB
pensions have to be seen in this light.

The objective of the global corporate agenda with respect to workplace
pensions is to download the pension liability and the funding risk onto
workers — by replacing DB plans with DC plans and having workers indi-
vidually responsible for their own retirement income in the form of
individual savings accounts.

Major corporations in the U.S. and Canada have already converted their
DB plans into DC plans like IBM Corp., Motorola Inc., Lucent Technolo-
gies Inc., Verizon Communications Inc. and most recently Nortel Networks.

This agenda, however, has not been limited to the private sector. In
Latin America and Eastern Europe, there has been a substantial trend
toward converting publicly funded universal pension plans to a system
of individual savings plans / accounts. This trend has been advocated
and assisted by the World Bank, and it has led to massive increases in
poverty among retired workers.

In the United States, a recent proposal from President Bush to redi-
rect a portion of Social Security pension contributions to individual
investment accounts encountered heavy weather even from his own
ranks and has been quietly dropped. Thankfully, the investment indus-
try’s persistent lobbying for the individual investment accounts option
versus traditional universal public pensions has been blunted in recent
years by a better understanding of the consequences for retirees.
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There still remains however a strong push in the U.S. by employers,
both in the private and public sector, for the conversion of DB plans to
DC plans. In the public sector, 14 states have already adopted some form
of compulsory or voluntary conversion to defined contribution plans and
legislation in an additional 12 states has been proposed to convert DB
plans to some form of a DC plan.?

Extent of Financial Shortfall in DB Plans
‘Challenging, but Manageable’

There is no disagreement that some of the large private sector indus-
tries are currently experiencing some formidable challenges when it
comes to the funding of employer DB plans. But the extent of the prob-
lem has been massively overstated.

We have been constantly bombarded with DB bad news in the last
several years by the financial industry. There have been a lot of stories
in the news about underfunded pension plans. The Certified General
Accountants Associaiton of Canada estimated that up to the end of 2004
the shortfall in Canada’s DB pension plans had grown $30 billion in one
year to $190 billion.?

The Office of the Superintendent of Financial Institutions (OSFI) is the
federal body that oversees federally regulated pension plans. In Novem-
ber 2005, the OSFI reported that an estimated 72% of federal DB plans
were less than fully funded as at June 2005, compared to 53% in December
2004, although on average the funding shortfall was less than 10%.3

The OSFI described the situation as “stable but fragile.”At that time
OSFl stated that it had 50 out of the 370 DB plans it oversees on its ‘watch
list’,* down from the 60 it reported six months prior.

Added to that, there have been the high profile stories in recent years
implicating the DB pension funding shortfall as a significant factor in the
bankruptcy or near bankruptcy of major private sector employers like
Algoma Steel, Stelco and Air Canada.

The DB pension deficits that are reported sound like big numbers, and
a lot of bad news. But, it is important to look behind those headlines
and numbers to see what this means.
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e ¢+ What’s Behind the Current DB Funding Shortfall?

There are various reasons for the sudden funding crisis in DB pension
plans.

Contribution Holidays

Many of the employer sponsored DB pension funds are in a deficit posi-
tion because through the 1980s and 1990s, employers used the surpluses
generated by high investment returns to take regular contribution holidays,
and even take cash out of the plans, rather than contributing and leaving
the money to fund those years when investment returns did not meet the
pension plan’s liabilities. Because investment returns were so consistently
good for so long, corporate financial executives got used to pension plans
being very cheap, if not free, or even a source of cash.

In June 2005, Shareholder Association for Research and Education (SHARE)
published a study, which looked at the relationship between contribution
holidays and plan funding for federally registered and British Columbia
registered DB pension plans. The study compared contribution holidays
taken by active DB pension plans between 1994 and 2003 against their re-
spective current funding deficits.

Findings indicated that lost revenue from contribution holidays would
have played a significant role in mitigating the current funding deficits for
many pension plans assessed on a growing-concern basis. Of the 42 sig-
nificantly underfunded DB pension plans in the study, 45% would have
completely eliminated their current actuarial deficit if contribution holi-
days had not been taken.®

Stock Market Downturn

DB pension deficits also arose partly because of the downturn in stock
markets after the overheated technology sector crashed in the late 1990s
and poor market returns in 2001 and 2002. This is still having a lingering
effect on plan investments, even though the markets have since rebounded.
In fact, in November 2005, the OSFI reported that strong equity market per-
formance in the preceding six months made a positive contribution of about
three percentage points to those DB plans regulated by the federal agency.®
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Unexpected Return to Low Interest Rates

Another reason is partly because of very low interest rates in Canada
during most of the past decade (which make it more expensive to pay
for future pensions).

Many plans underperformed and failed to meet their assumed re-
turns based on assumed interest rates ranging from 6% to 7% or even
higher, which never materialized. When the valuation rate of inter-
est for funding purposes was increased beyond 4.0%, plan sponsors
prematurely accounted for higher investment returns before they had
actually occurred.

The current and apparently stable low interest environment represents a
return to normal interest rate cycles and the current environment should
not have been regarded as a surprise. It is however worthy to note that if
long-term interest rates rise as little as 1% - 2 %, the apparent funding defi-
cits in most plans will disappear.

Change in Actuarial Methods

An important factor impacting the deficit position of many DB plans,
which is not often mentioned by the pension industry, is the change in
actuarial methods introduced by the actuarial profession in February 2005.
The change in actuarial methods, adopted by the Canadian Institute of
Actuaries, revises how solvency liabilities are calculated. Among other
things, the new standard makes the calculation of those liabilities more
sensitive to prevailing market interest rates versus using rates more in line
with historical norms. According to OSFI this change lowers the solvency
rate of DB plans under its jurisdiction by seven percentage points.” The
solvency of plans hasn’t changed as much as the method of calculating
that solvency.

These external factors had been compounded by massive restructuring
and layoffs in large workplaces in the manufacturing sector with long-es-
tablished DB plans.

The growth in the average age and service of the active workforce, cou-
pled with significant increases in the number of retirees compared to active
workers, has added further pressures on the funding of DB plans; although
this has been widely foreseen and has been compensated for in plan fund-
ing.
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* e+ Jointly Trusteed DB Pension Plans Are Better Managed and
Funded

Although there are funding deficits in both public sector and private sec-
tor DB plans, those plans that are jointly trusteed, especially in the public
sector, have not faced nearly the same level of difficulty.

In a jointly trusteed pension plan, the responsibility for the financial
health of the plan is shared equally between the employer and the union
representing its members. Jointly sponsored DB plans in fact contribute, in
an important way, to improved funding because they reduce the level of
employer exposure to deficiencies.® In jointly trusteed plans both the em-
ployer and workers (through their union) are responsible for funding half of
any deficiencies that arise with respect to their plans.

Components of the National Union were among the first unions in Canada
to gain joint control of members’ pension funds. The first major victory in
this area was with OPSEU where after 10 years of campaigning on the is-
sue, OPSEU was able in 1994 to achieve joint trusteeship of their public
service plan, one of the largest pension plans in Canada.

Since then BCGEU, HSA BC and MGEU have fought hard for, and achieved,
joint trusteeship of some or all of their members’ pension plans.

There is a commitment from the governments of PEI and Newfoundland
and Labrador to move to joint trusteeship of their employees’ plans.

Active campaigns by Components of the National Union are used to achieve
joint trusteeship in Nova Scotia, New Brunswick and Alberta. It is therefore
likely that the joint trusteeship model of plan governance will be the domi-
nant model within the public sector in the next decade.

Jointly trusteed plans make it much more difficult for employers to shed
their responsibilities for liabilities in plans. In fact, joint trusteeship obli-
gates trustees to deal with liabilities in the near future and not decades
from now. The move in several provinces to joint trusteeship over the last
decade has therefore been a significant factor in reducing liabilities of pub-
lic sector pension plans.

For example, the OPSEU Pension Trust, which has $12 billion in assets, is
inits 11* year as a jointly trusteed plan and is the only public sector plan in
Ontario that has not had to increase contributions. Another example is the
jointly trusteed Manitoba Health Employees Pension Plan that has a re-
quirement that in the event the plan is not adequately funded, there must
be either a decrease in benefits or an increase in contributions. In order to
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deal with an underfunding problem in 2005, a deal was reached through
collective bargaining to increase contributions by 1.8% for both employer
and employees.

It also should be noted that the four large public sector plans in British
Columbia are jointly trusteed and remain in a significant healthy position.
In a jointly trusteed plan, employers and workers share the risk of
underfunding and the benefit of surplus. This sharing reduces the scale of
any underfunding that an employer must confront and therefore reduces
the volatility of their pension liability.°

Joint trusteeship of a pension plan ultimately leads to a more secure and
stable funding situation.

The Pension Funding Cupboard Isn’t Bare

In the public sector, the financial health of pension plans has greatly
improved in the last three years as Canada’s provincial governments have
taken advantage of an improved budgetary position to bolster their contri-
butions. A July 2006 report from CIBC World Markets notes that special
payments being made against pension liabilities, in many cases with bor-
rowed money, have placed public sector plans on a firmer long-term footing
and have helped to trim future debt-servicing costs.™

The current focus on pension shortfalls coincides with a generalized
improvement in provincial finances, according to the CIBC World Markets
report. In the past, budget deficits constrained government efforts to shore
up pensions, but today’s improved fiscal situation of governments provides
a more accommodative backdrop for special pension payments.** The re-
port notes that solid investor demand for high quality provincial bonds has
allowed governments to make debt-financed pension payments without
unduly pressuring provincial interest rate spreads.??

The report cites the governments of Newfoundland and Labrador, New
Brunswick, Prince Edward Island, Quebec and Manitoba for making special
payments against pension liabilities in the last year.

With respect to private sector pension plans, any claim that pension plans
in Canada are facing a ‘funding crisis’is getting less persuasive by the day.

First and foremost, corporate profits in Canada have reached record lev-
els as a percentage of GDP, ridiculing the notion that the great majority of
plan sponsors are without means to address financial shortfalls in their
pension plans. In fact, a study in the April 2006 edition of the Canadian

[125 ]

National Union RESEARCH
www.nupge.ca



National Union Pensions Manual / Edition 4

Economic Observer documents the growth of a massive corporate surplus in
Canada, reachinga “record net lending position of $80.6 billion by 2005”.** The
study explains that Canadian non-financial corporations are holding mas-
sive stores of liquid cash in their accounts, often at the expense of capital
improvements and shortfalls in pension funding.** These companies may
not have funded their pension plans, but it’s certainly not because they can’t
afford to.

Secondly, astounding growth in pension fund assets, and pension in-
vestment returns, certainly don’t help reinforce the pension industry’s
position that the pension plan cupboard is essentially bare.

During the last several years the assets in Canadian pension funds have
undergone fairly healthy growth. In fact, the rising asset value of pension
plans in Canada outweighed the impact of the increase in liabilities experi-
enced in the last five years.

Statistics Canada reported in September 2006 the value of trusteed pen-
sion funds was $836.8 billion during the first three months of 2006, a 4.7%
rise over the fourth quarter of 2005. Since 1995, fund assets have more than
doubled in value, while in the last five years they have grown more
than 30%.%

Fund revenues during the first quarter of 2006 amounted to just under
$28 billion and expenditures $9.5 billion, for a net cash flow of $18.9 bil-
lion.”* Contributions were at $9.9 billion, of which $7.6 billion was made by
employers, the result principally of special payments for unfunded liabili-
ties.” Employer contributions have been on the rise since 2001. Up to that
time many employers had been taking a contribution holiday because their
pension fund investments were doing very well. For the third straight
year, annual contributions have exceeded benefits paid out.

In its April 2006 issue, Benefits Canada reported the value of all Cana-
dian pensions recently eclipsed the $1 trillion mark. Further still, the rate
of return on pension investments has increased, averaging 9% in 2005 and
2004, double the rates during the ‘bear market’ years of 2001 and 2002.%8

*++ The Extent of Defined Benefit (DB) Pension Coverage in
Canada

The pension and investment industry often quotes the fact that the DB
plans are in decline in Canada. The Association of Canadian Pension Man-
agement (ACPM), representing over 700 pension plan sponsors and managers,
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cites that during the period from 1992 to 2003, the percentage of the Cana-
dian workforce covered by DB plans, declined from 44% to 34%.%

It’s very clear that the percentage of the workforce that is covered by a
pension plan has declined - from 45.1% in 1992 to 39.9% in 2003.%°

If we look at the decline of DB plan coverage by sector for the same pe-
riod, coverage for Canada’s public sector employees fell from 91.5 % to 79%
and coverage for Canada’s private sector fell from 28.7% to 20.5%.?* Much of
the large decline in DB pension plan coverage in the public sector during
that period can be attributed to massive government restructuring causing
direct public sector employment in Canada to shrink by 10% in 10 years
through outright cuts, offloading and privatization. There were 2.8 million
public service employees in 2002, compared with 3.1 million in 1992.%2

What the pension and investment industry fails to mention is that since
1992, the proportion of DB plans of all pension plans rose steadily — from
67.7% in 1992 to 73.4% in 2002 to 76.7% in 2004.% In fact the number of DB
plans jumped by a third within two years, from 2,234 in 2002 to 2,929 in 2004.

The number of workers covered by DB plans in Canada also increased by
nearly 11% - from 3,620,000 in 1992 to 4,012,000 in 2004. While the actual
number of workers covered by DB plans increased by nearly 400,000, the
proportion dropped - from 94% in 1992 to 87% in 2004. The reason for this
has been the growth of the Canadian workforce, especially with respect to
the number of contingent workers and in those sectors which generally are
not unionized and have not traditionally provided pension coverage.

During that period (1992 to 2003), Canada’s total workforce grew by 2.7
million workers, or 25% — with the majority of new jobs being part-time,
temporary or other forms of contingent work. Over one third of the Ca-
nadian workforce is now employed in contingent work and it is estimated that
approximately only 15% of those contingent workers participate in a workplace
pension.

In comparison the proportion of DC plans as a percentage of all pension
plans dropped from 31.3% in 1992 to 17.1% in 2002 to 13.8% in 2004 even
though the actual number of plans rose from 521 plans to 530 plans from
2002 to 2004. The number of workers covered by DC plans increased by 22%
during the period from 1992 to 2004. However in actual numbers, this only
represented an increase of 41,000 workers — from 187,000 in 1992 to 228,000
in 2004. The proportion of workers covered by DC plans has remained steady
at about 5% since 1998.
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Year Defined-Benefit Defined-Contribution
Plans %  Members % Assets  Plans | % Members = % Assets
‘000 ($millions) ‘000 ($millions)
1992 = 2,300 67.7 3,620 94.7 = 244489 1,054 | 31.3 187 4.9 7,585
1993 = 2,210 68.0 3,672 94.4 = 298,231 926 285 136 35 6,523
1994 2302 714 3,668 93.6 = 296,979 767 23.8 139 35 6,734
1996 2316 731 3,565 93.1 397,533 672 21.2 147 3.8 9,919
1998 2,228 75.2 3,378 90.3 = 478,928 514 17.4 178 4.8 13,270
2000 & 2,354 73.7 3,537 88.0 = 553,658 554 17.4 196 4.9 15,378
2002 | 2,2234 734 3,930 88.1 = 512,223 521 17.1 226 51 17,713
2004 = 2929 76.7 4,012 87.1 ' 631,606 530 @ 138 228 4.9 18,062

Source: Trusteed Pension Plans in Perspectives on Labour and Income (Statistics Canada:

Note:

January 2006, Vol. 7, no. I).
Other types of pension plans (i.e. — a combination of both DB and DC) are not included in this table.

The biggest crisis is not the gradual disappearance of DB plans, but the
declining pension coverage for new members of the Canadian workforce.
If this trend continues it is going to place increased pressure on our public
pension system as the primary source of income for a growing proportion
of Canadian seniors. This really points out the critical need for a national
policy focus on how best to ensure all Canadians have financial security
in retirement.

Conclusion

The evidence and current data available certainly contradicts the claim
that Canadian pension plans are in a state of crisis.

Pension plans went through a rough period in the first part of the decade,
but the high rate of return on investment in the last three years certainly
has helped bridge the pension funding gap. In many cases employer and
employee pension contributions have increased in recent years. However,
much of these increases have been necessitated by employer contribution
holidays taken in the 1990s. We are not out of the woods yet in terms of
dealing with funding shortfalls of DB pension plans. The dramatic growth in
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pension assets and corporate profits indicates, however, that today’s pen-
sion shortfalls are manageable and will be resolved in due course.

For the most part, the so-called ‘funding crisis’ of pensions in Canada
is a manufactured crisis. Many large corporate employers are using
this manufactured crisis to abrogate responsibility to provide quality
pension plans for their employees so that they have some guarantee
of financial security in retirement. They are failing to be part of the
solution to ensuring Canadians can retire with financial security and
dignity.

This manufactured crisis is nothing more than a smokescreen to
avoid the real pensions crisis in Canada - the increasing percentage
of a growing Canadian workforce that has no pension coverage. As
previously noted, less than 40% of Canadian workers are covered by a
pension plan.

The debate in Canada must focus on the real pensions crisis. It’s not ac-
ceptable for a large segment of corporate Canada to offload its responsibility
onto individual workers for their financial security in retirement. This ulti-
mately will lead to having more and more working Canadians living in poverty
in their retirement years and will place increased pressure on our public
pension system. A secure, enjoyable retirement should be the right earned
by workers for decades of contributions to one’s community and Canada’s
economy.

The labour movement must re-commit itself to achieving pension plans
for workers not covered by a workplace pension plan, and where there are
pension plans, they must be defended. Any attack on workplace pensions
must be seen as an attack on the wages of workers. Workplace pensions
are not a ‘gift’ from employers; they are owned by workers in that pensions
are deferred wages of workers.

Access to a workplace pension is a critical factor in overcoming seniors’
poverty and DB plans are the best type of pension plans to achieve this. DB
plans therefore should be promoted and encouraged through public policy.

It’s critical that unions continue the push for joint control over our mem-
bers’ pension plans. We have proven that having an equal voice at the
pension governance table is the surest way of ensuring that members’ pen-
sion plans are protected and secure.

Consideration should also be given to the expansion of our public univer-
sal workplace pension plan, the Canada Pension Plan. CPP is one of the
largest and most healthy pension plans in the world; by 2010 it’s anticipated
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to become the largest pension plan in the world. Contributions to the plan
are expected to exceed benefits paid until 2022, providing a 16-year period
before a portion of the investment income from the CPP reserve fund is
needed to help pay CPP benefits. CPP certainly has the capacity to provide a
greater proportion of Canadians’ retirement income beyond the 25% of their
average annual earnings and increase benefits beyond the current maxi-
mum of 25% of the average Canadian industrial wage ($44,900 in 2008) as it
does now.

An increasing percentage of working Canadians are coming closer to re-
tirement as the bulgingbaby boom generation ages. If we as a society do not
soon address the private sector’s failure to provide decent workplace pensions
for Canadians, then we will be guilty of manufacturing a real and a bigger
pensions crisis than what is purported to exist now.

' Service Employees International Union, The Attack on Defined Benefit Pension Plans http://www.seiu.org/mbe/
retlrement _security/db_vs__dc.cfm#Attack_on_DB_Plans

* Certified General Accountants Association of Canada, The State of Defined Benefit Pension Plans in Canada: An update on the
eens:on dilemma in Canada. (August 2005).
4
5

Office of the Superintendent of Financial Institutions Canada, November 2005 Pension Update. (Ottawa: November 2005).
Same source.
Shareholder Association for Research and Education (SHARE), Taking A Holiday: The Impact of Employer Contribution
I;Iohdays on the Funding of Defined Benefit Pension Plans. (Vancouver: June 2005).
, Office of the Superintendent of Financial Institutions Canada, November 2005 Pension Update. (Ottawa: November 2005).
\ Same source.
. Murray Gold, Current Pension Issues and Trends, Koskie Minsky LLP (Toronto: 2005) p. 7.
o Same source, p.7.

CIBC World Markets, Canadian Financing Quarterly. July 27, 2006.

Same source.

* Same source.
) A. Thomas, Recent Trends in Corporate Finance, (Canadian Economic Observer) April 2006.

Canadian Labour Congress, Submission to the Federal Finance Department on the Proposed Federal Solvency Funding
Regulations for DB Pensions. (Ottawa: July 2006).

Employer Pension Plans (Trusteed Pension Funds) Statistics Canada. (September 22, 2006). www.statcan.ca

Same source.
’ Sume source.

See Caroline Cakebread, “Top Forty Money Managers Report: Trillion Dollar Baby”, Benefits Canada. (April 2006).

* Association of Canadian Pension Management (ACPM). Back from the Brink: Securing the Future of Defined Benefit Pension
Plans (August 2005) page 2.
N * Statistics Canada. Pension plans in Canada. January 2005.

Association of Canadian Pension Management (ACPM). Back from the Brink: Securing the Future of Defined Benefit Pension
Pians (August 2005) page 2.

Statlstlcs Canada, Public Service Statistics http://142.206.72.67/04/04a/04a_009_e.htm#t01

? The data in this section is contained in Trusteed Pension Plans in Perspectives on Labour and Income (Statistics Canada:
January 2006, Vol. 7, no. I).
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The Language of Pensions — A Glossary

eee A eeo

Accrual of Benefits In the case of a defined benefit pension plan, the proc-
ess of accumulating pension credits for years of credited service, expressed
in the form of an annual benefit to begin payment at normal retirement
age. In the case of a defined contribution plan, the process of accumulating
funds in the individual employee’s pension account.

Accrue When actuaries say that pension benefits, actuarial costs and actu-
arial liabilities have accrued, they ordinarily mean that the amounts are
associated, either specifically or by a process of allocation, with years of
employee service before the date of a particular valuation of a pension plan.

Accrued Benefit For any retirement plan that is not a defined benefit pen-
sion plan, a participant’s accrued benefit is the balance in his or her plan
account, whether vested or not. In the case of a defined benefit pension
plan, a participant’s accrued benefit is his or her benefit as determined un-
der the terms of the plan expressed in the form of an annual benefit
commencing at normal retirement age.

Active Management A style of investment management that seeks to attain
above average risk-adjusted performance.

Actuarial Accrued Liability The actuarial accrued liability of a pension plan
at any time is the excess of the present value, as of the date of valuation, of
total prospective benefits of the plan (plus administrative expenses if in-
cluded in the normal cost) over the present value of future normal cost
accruals, determined by the actuarial cost method in use.

Actuarial Adjustment The result of offsetting the actuarial gains and losses
in an annual actuarial valuation.

Actuarial Assumptions Factors that are taken into account by actuaries
regarding future experience of defined benefit pension plans in order to
estimate the future cost of pension benefits. They include such things as
mortality, salary levels and increases, investment return, employee turno-
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ver, early retirement provisions and inflation protection.

Actuarial Gain or Loss The effects on actuarial costs of deviations or differ-
ences between the past events predicted by actuarial assumptions, and the
events that actually occurred. An actuarial gain results where the actual
experience under the plan is more favourable than the actuary’s estimate,
while an actuarial loss reflects an unexpectedly adverse deviation.

Actuarial Reduction The reduction in the normal retirement benefit that
offsets a cost increase to the plan when a participant retires ahead of sched-
ule.

Actuarial Table A tabular listing of assumed rates of decrement for death,
disability, retirement and withdrawal from service according to age and sex.
The table may consist of mathematical functions derived from the rates of
probability combined with an interest discount factor.

Actuarial Valuation An assessment of the financial health of a pension
plan by an actuary to determine the present value of future benefits to as-
sess plan assets and to determine the level of contributions required to
maintain solvency.

Actuary A person professionally trained in the technical and mathematical
aspects of insurance, pensions and related fields and, in Canada, a member
of the Canadian Institute of Actuaries. The actuary estimates how much
money must be contributed to a pension fund each year in order to support
the benefits that will become payable in the future.

Ad Hoc Adjustments Adjustments of pensions being paid or of accrued
pension benefits on an irregular basis and not as a result of a prior commit-
ment or contract. (See Indexing.)

Additional Voluntary Contributions Voluntary employee contributions
made to a pension plan to purchase extra benefits. They are in addition to
required contributions. The employer assumes no additional cost.

Administrator The party responsible for managing the pension fund and
administering the plan in accordance with the plan’s terms and prevailing
legislation.

Alpha The premium a fund would be expected to earn if the market rate of
return were equal to the Treasury bill rate, that is, a premium of zero for the
market rate of return. A positive alpha indicates that a fund has earned on
the average a premium above that expected for the level of market variabil-
ity. A negative alpha would indicate that a fund received on the average a
premium lower than that expected for the level of market variability. Some-
times alpha is used as a performance indicator or as a surrogate for selectivity.
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Ancillary Benefit A benefit that is in addition to regular retirement pension
benefits, such as, inflation protection, bridging benefits and disability pen-
sions.

Annuitant A person entitled to receive payments under an annuity; a per-
son receiving such payments.

Annuity A payment of money under a contract made periodically (usually
monthly) commencing at a predetermined time or event and continuing for
the lifetime of an individual (the annuitant). The series of predetermined
payments may be for a fixed or variable amount and may continue, usually
at a lower rate, to the beneficiary’s spouse or for a specified period after the
annuitant’s death. Usually purchased with a lump sum of money.

Annuity Rate The price charged by a seller of annuities to provide a dollar of
annuity per month to an individual based on the person’s age, interest rates
and conditions specified in the contract.

Approved Plan A pension, deferred profit-sharing or stock bonus plan that
meets the requirements of the applicable Revenue Canada regulations. Such
approval qualifies the plan for a favourable tax treatment. Approval of a
pension plan does not indicate any judgment regarding the plan’s actuarial
soundness.

Asset Allocation Decision A process that determines the optimal distribu-
tion of funds among various types of assets that offer the highest probability
of consistently achieving investment objectives within the confines of a pre-
determined level of risk. The process often includes the use of a computer
model program to assist in the processing of a myriad of data.

Asset Consultant A person who assists and advises in the investment of
fund assets. Areas of expertise include investment policy and asset alloca-
tion, investment strategies, selection of investment managers and custodians
and performance evaluation.

Auditor A professional accountant who prepares an audit of the transac-
tions affecting the pension plan and / or pension fund and verifies the
financial statement.

Average Industrial Wage (AIW) Average earnings for the Industrial Com-
posite of Wages and Salaries, measured by Statistics Canada. Although used
to represent an annual average wage for all Canadians, it does not take into
account these industries: agriculture, fishing and trapping, private house-
hold services, religious organizations and military services. Used in
determining the Year’s Maximum Pensionable Earnings under the CPP/ QPP.
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see B eoo

Back End Load A sales charge due upon the sale, transfer or disposition of
securities, partnership interests, annuities, life insurances or mutual funds.

Balanced Funds Investment companies that diversify their portfolio hold-
ings over a wide list of common stocks, bonds and / or preferred issues.

Bankruptcy A condition characterized by the inability to repay debts in full
because the liabilities (amounts owed) exceed the assets. Legally, a bank-
rupt is an individual or corporate debtor that is judged insolvent by a court.

Basis Point A measurement of fluctuation in the current yield equal to 1/100
of 1% on bonds or bills.

Bear Market A market where prices decline sharply against a background of
widespread pessimism, growing unemployment and business recession. The
opposite of bull market.

Beneficiary With reference to a pension plan, a beneficiary is the person(s)
who, on the death of a current or former plan member, is entitled to a ben-
efit under a pension plan.

Benefit Generally, any form of payment to which a person may become en-
titled under the terms of a pension plan; often refers specifically to the normal
pension provided by the plan benefit formula.

Best or Final Average Earnings A defined benefit pension formula which
applies the unit of benefit credit for each year of service to the plan mem-
ber’s average earnings for a specified period of the highest earnings, such
as, best five of the last 10 years of service or to the plan member’s average
earnings for a specified period of time just prior to retirement, such as, final
three years of service.

Birth Rate The number of live births per 1,000 population.

Blue Chip The stock of a leading company that is known for excellent man-
agement and a conservative financial structure.

Bond A certificate of debt (i.e. an IOU or promissory note) issued by such
entities as corporations, municipalities and the government and its agen-
cies, in multiples of 1,000 to 5,000 that represents a part of a loan to the
issuer, bears a stated interest rate and matures on a stated future date. A
bondholder is a creditor of the issuer and not part owner as is a stockholder.
Short-term bonds, issued for five years or less, are often called notes.

Bond Fund An investment company that holds corporate, municipal or
Treasury bills. Such companies concentrate variously on high grade
bonds, medium grade bonds, convertible bonds or a combination of bonds
and preferred stocks. Their main objective is securing the principal with
as much income as possible.
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Bond Yield The rate of return on bonds.

Bridging Benefit A temporary benefit paid to ease the recipient’s diffi-
culties during a relatively short transitional period; or, in the case of
retirement before age 65 under a workplace pension plan, additional
amounts paid until the person reaches age 65 when OAS and CPP / QPP
benefits will commence.

Bull Market An advancing stock market. The opposite of bear market.

Buyback of Past Service Special payments by an employer and / or em-
ployee to the employee’s pension fund to cover a period of service before
becoming a member of the pension plan.

eee C ooo

Canada Pension Plan / Quebec Pension Plan (CPP / QPP) The two
major social security programs in Canada. The provisions of these two
government-administered plans are virtually identical. Both are funded
by employee and employer contributions on a partial pay-as-you-go ba-
sis. The Quebec Pension Plan operates in the province of Quebec; the
Canada Pension Plan operates in the rest of Canada.

Canadian Association of Pension Supervisory Authorities (CAPSA)
Consists of senior government officials (provincial and federal) respon-
sible for the administration of pension legislation in each jurisdiction.

Career Average Earnings Formula A defined benefit pension formula
which applies the unit of benefit to average earnings over the whole
period of coverage under the plan for each year of service.

Carry Forward The portion of an RRSP deduction entitlement unused in
a particular year may be carried forward for the following seven years.
The amount carried forward is in addition to the regular RRSP contribu-
tion for that current year.

Cash Out A pension plan may provide for the forfeiture of an accrued
benefit where the plan provides for a cash out of an employee’s benefits
by making a lump sum distribution to the employee. The cash out ap-
plies only to the employee’s non-forfeitable interest upon termination
of service prior to retirement.

Cash Profit Sharing Plan A compensation plan that is not registered and is
funded with reference to the profits of the employer. Benefits are taxed as
employment income to the member.

Certified Financial Planner (CFP) A designation granted by the Financial
Planners Standard Council of Canada to individuals who complete a series
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of educational requirements, courses and examinations in the areas of per-
sonal financial and retirement planning and who pledge to a code of ethical
standards and continuing education.

Child-Rearing Dropout A provision under CPP / QPP to make allowance for
periods in which no (or low) contributions were made while the contributor
was raising children under the age of seven.

Claw Back (or Tax Back) Refers to a reduction in Old Age Security benefits
because of income (individual or family) from other sources.

Commuted Value The value of a pension, a deferred pension, a pension
benefit or an ancillary benefit as of a fixed date, which is estimated to be
equal in value to a series of future payments.

Compound Interest Interest upon principal credited to an investor at a
specified rate and on specified dates.

Compulsory Retirement Where the employee must retire when he or she
reaches a given age. Now prohibited under Canadian Charter of Rights and
Freedoms if based solely on age, except for certain executives or where public
safety outweighs individual protection (e.g. airline pilots). Also known as
automatic or mandatory retirement.

Consumer Price Index (CPI) Anindex compiled by Statistics Canada reflect-
ing cost-of-living changes during a specified period of time and achieved by
measuring the price of a fixed basket of goods and services relative to its
price in an earlier base year.

Continuous Service Period during which an employee is continuously em-
ployed by the same employer; may be defined in a pension plan (or by law)
so as to include certain periods of absence and service with an associated
or predecessor employer. To be distinguished from credited service.

Contribution The transfer of funds by either an employer or an employee to
an employee retirement plan.

Contribution Holiday The use of surplus in a pension plan to reduce or
eliminate employer and / or employee contributions to the plan for a speci-
fied period of time.

Contributory Pension Plan A pension plan under which both the employees
and their employer make contributions. The employees’ contributions are
usually related to their earnings and made by payroll deduction. Employees
must contribute to this plan to qualify for benefits.

Contribution Rate In a contributory pension plan the contribution rate is
the ratio of required contributions to the covered earnings. The term can
apply to either the employee or the employer.
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Cost Certificate The certificate of an actuary, based on an actuarial valua-
tion, setting out costs and contributions required under an employment
pension plan. Under pension benefits legislation, a cost certificate must be
filed when a plan is established and at least every three years thereafter
and when the plan is amended.

Cost-of-Living Adjustment (COLA) An across-the-board increase (or de-
crease) in wages or pension benefits according to the rise (or fall) in the cost
of living as measured by some index, often the Consumer Price Index (CPI).

CPP See Canada Pension Plan.

Credit Splitting A provision in a pension plan or legislation entitling a spouse,
on divorce or breakup, to a share of pension credits earned by the other
during the marriage or thereafter.

Credited Service Periods of employment counted in calculating the amount
of a pension. May also be used as the basis for qualifying for a particular
benefit.

Cumulative Rate of Return A compound rate of return covering more than
one period or year.

Custodian A company (usually a trust or insurance company) or person per-
forming functions related to the administration of the pension fund,
including: safekeeping of assets and security certificates; maintaining ac-
counts and records; providing regular statements of fund transactions and
holdings; receiving plan contributions and investment earnings; making
payments to beneficiaries and paying expenses as directed; and settling
trades with investment dealers on instructions from the investment
manager(s).
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Death Benefit The amount payable (usually as a lump sum) from a plan to
the beneficiary or estate of a member of the plan who dies before or after
retirement.

Deferred Compensation Arrangements by which compensation to employ-
ees for past or current service is postponed until some future date. Pension
and profit-sharing plans are tax-favoured deferred compensation plans.

Deferred Profit Sharing Plan (DPSP) A money purchase plan which is de-
fined in the Income Tax Act and funded out of annual profits by an employer
for the benefit of employees. Tax on employer contributions and investment
income is deferred until the plan member receives a benefit. Employee con-
tributions are not permitted.
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Deferred Wages Compensation for current services is deferred and received
in the future in the form of pension benefits.

Defined Benefit Plan A pension plan that specifies the pension to be pro-
vided (based on service, average earnings, fixed dollar amount, etc.) but does
not specify the total contributions. If the plan is contributory, the rate of the
employee contributions may be specified, with the employer required to
pay the balance of the cost.

Defined Contribution Limit The maximum contributions and additions an
employer may make on behalf of a pension plan participant.

Defined Contribution Plan A pension plan that specifies contributions made
by the employer and employees but does not specify the benefits payable
under the plan. The contribution level is usually a fixed percentage of the
employee’s salary. Accumulated contributions and investment earnings are
used to purchase annuities for retirees. The value of annuity varies with the
state of the market. Benefits depend entirely on investment earnings and
annuity rates at the time of retirement. Also referred to as Money Purchase
Plan.

Deflation A phase of the business cycle during which consumer spending is
seriously curtailed, bank loans contract and the amount of money in circu-
lation is reduced. (Antonym: inflation)

Dependent Child’s Benefit Under the Quebec Pension Plan (QPP), a monthly
amount payable to each dependent child of a disability pensioner or de-
ceased contributor.

Disability Benefit Periodic payments, usually monthly, payable to partici-
pants under some retirement plans if such participants are eligible for the
benefits and become totally and permanently disabled prior to the normal
retirement date.

Disability Pension Any pension payable to an employee totally and perma-
nently incapacitated by physical or mental disability prior to the normal
retirement date.

Drop-Out Periods A provision under CPP / QPP to make allowance for peri-
ods of no (or low) earnings. In addition to the CHILD-REARING DROPOUT,
the CPP / QPP allows 15% of the contributory period (the time contributions
could have been made between the ages of 18 and 65) to be ignored in cal-
culating the average earnings on which the contributor’s pension is based.
Also, periods during which a contributor was receiving a CPP / QPP disabil-
ity pension are not included.
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Early Retirement Provision in a pension plan for retirement earlier than the
normal retirement age. The pension to be paid may be reduced according to
a formula based on the gap between the retiree’s age and normal retire-
ment age. The plan may also provide for an unreduced pension if certain
conditions are met, such as length of service or service combined with age.

Early Retirement Age An age, established by the terms of an employee
pension benefit plan, that is earlier than normal retirement age, at which a
participant may retire and receive benefits (usually reduced) under the plan.

Earned Income With reference to RRSPs, includes employment income, ali-
mony and maintenance received, net rental income from real property, CPP
/ QPP disability benefits and LTD benefits (if any part of the premium is paid
for by the employer), but excludes pensions such as CPP / QPP and OAS,
retiring allowances, death benefits, payments from RRSPs, taxable payments
from DPSPs (i.e. withdrawals), investment income, alimony and maintenance
paid, UIC benefits and severance monies.

Earnings Money acquired from employment or self-employment. In some
pension plans, certain forms of pay that are not regularly received may be
excluded such as overtime pay and shift premium.

Economically Targeted Investing (ETI) Investing the plan’s money in an
investment vehicle that directly affects the employment environment of the
industries in which the participants of the plan are employed. (See Socially
Responsible Investments.)

Eligibility Any conditions such as age or length of service that must be met
before an employee is permitted or required to join a pension plan.

Employee Profit Sharing Plan (EPSP) A plan which is defined in the Income
Tax Act and funded with reference to the profits of the employer. Employer
contributions and investment income are taxable income to the plan mem-
ber in the same taxation year in which they are allocated rather than tax
liability being deferred until benefits are actually received. Employee con-
tributions are not tax deductible.

Employer Sponsored Pension Plan A pension plan offered by an employer
or supported by a group of employers for the benefit of employees.

Employment Insurance (EI) The successor to Unemployment Insurance (see
separate definition below). El is similar in nature to UI, the main difference
being that unemployed workers and others now find it more difficult to
obtain and retain benefits.

Equity A form of investment which involves ownership (e.g. stocks, real es-
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tate and venture capital) as opposed to fixed income bearing securities (e.g.
bonds).

Excess Earnings Earnings from investments of a pension fund in excess of
an assumed or expected rate of return. When a pension fund’s investments
do better than expected, the fund can have a higher balance than expected
and may produce a surplus in the fund beyond the resources required to
cover pension obligations.
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Fiduciary Indicates the relationship of trust and confidence where one per-
son (the fiduciary) holds or controls property for the benefit of another person,
for example, the relationship between a trustee and the beneficiaries of the
trust.

- Any person who (1) exercises any discretionary authority or control over the
management of a plan or the management or disposition of its assets, (2)
renders investment advice for a fee or other compensation with respect to
the funds or property of a plan, or has the authority to do so, or (3) has any
discretionary authority or responsibility in the administration of a plan.

- One who acts in a capacity of trust and who is therefore accountable for
whatever actions may be construed by the courts as breaching that trust.
Final Average (Earnings) Formula A defined benefit formula that applies
the unit of benefit credited for each year of service to the employee’s aver-

age earnings for a specified number of years just prior to retirement.

Fixed Annuity An annuity contract in which the insurance company makes
fixed (or guaranteed) dollar payments to the annuitant for the term of the
contract (usually until he or she dies).

Fixed Income Fund A mutual fund that invests in corporate, government or
other issuer bonds. Despite the name, annual income is rarely fixed or guar-
anteed.

Flat Benefit Pension Plan A specific kind of defined benefit pension plan
which usually specifies the pension to be provided based on a fixed (or flat)
dollar amount of pension per year of service irrespective of the level of earn-
ings of the plan member, e.g. $20 per month pension per year of service.

Flex pensions A provision approved under the Income Tax Act that allows a
plan member to make additional contributions to purchase enhanced an-
cillary benefits, such as full inflation protection or improved survivor benefits.

Fluctuations Variations in the market price of a security up or down. If a
stock advances or declines three points, it is said to have experienced a three
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point fluctuation.

Foreign Securities Investment in the securities issued by a company that is
incorporated outside of Canada and generates a major portion of its busi-
ness outside Canada, or securities issued by governments other than the
Canadian government.

Front End Load With reference to mutual funds, a system of sales charge for
contractual plans that permits up to 50% of the first year’s payments to be
deducted as sales charges. Investors can withdraw from the plan, but there
are some restrictions if this occurs.

Funded To set aside money on a systematic basis in advance to provide
future benefits.
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Group Annuity Plan A pension program underwritten and administered by
an insurance company. Normally uses the unit benefit method of funding.
Plan participants are covered under one contract; the employer pays premi-
ums on their behalf.

Growth Fund A type of diversified common stock fund that has capital ap-
preciation as its primary goal. It invests in companies that reinvest most of
their earnings for expansion, research or development. The term also re-
fers to growth income funds that invest in common stocks for both current
income and long-term growth of both capital and income.

Growth Income Fund A mutual fund that seeks both capital growth and
current income. The assets of these funds may be balanced (consist of both
equities and bonds) or stock funds whose assets are invested in high yield-
ing common stocks.

Guaranteed Annual Income System (GAINS) Plan introduced by some
provinces to aid low income retirees. The plan is in addition to OAS, GIS,
CPP / QPP and other taxable income, up to a guaranteed level of income.
(See Guaranteed Income Supplement; Spouse’s Allowance.)

Guaranteed Annuity An annuity that will be paid for the lifetime of a per-
son, but in any event for a minimum period; e.g. if annuity is guaranteed for
five years and the annuitant dies after three years, payments will be contin-
ued to a beneficiary or the estate for two more years.

Guaranteed Income Supplement (GIS) An income tested supplemental
benefit program for low-income recipients of the Old Age Security (OAS)
pension.

Guaranteed Investment Certificate Evidences a deposit made with a finan-
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cial institution. Maturities range from one to five years for amounts of at
least $1,000. It is issued in registered form on an interest bearing basis.
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Hedge Fund Finances its portfolio partially by issuing securities other than
common stocks. Some take short positions in stocks or write options; oth-
ers issue debt.

Hybrid A pension plan with both defined benefit and defined contribution
features in which the pension is typically the greater of one type subject to
a minimum of another type, e.g. defined contribution with a defined ben-
efit minimum or defined benefit with a defined contribution minimum.
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Immediate Vesting That form of vesting under which rights to vested
benefits are acquired by a participant, commencing immediately upon
his or her entry into the plan.

Income Fund A mutual fund whose primary objective is current income.
Such funds usually invest their assets in corporate or other bonds. Some
income funds may include high yielding common stocks in their portfo-
lios.

Income Test Any method by which a person or family’s income is used
in determining eligibility for payment under certain government pro-
grams, e.g. GIS. The higher the income, the lower the benefit payable.
(See Means Test.)

Index Fund An investment fund (or account) composed of securities the
characteristics of which will produce a return that will replicate (or sub-
stantially replicate) a designated securities index.

Indexing Automatic adjustments of pensions being paid or of accrued
pension benefits in accordance with changes in an index such as the
Consumer Price Index. (See Ad Hoc Adjustments.)

Individual Pension Plan (IPP) A registered defined benefit pension plan
with one member.

Inflation An increase in the average level of prices for goods and serv-
ices.

Integrated The pension formula of a defined benefit employment pension
plan co-ordinates under plan contributions and / or benefits with those pay-
able under a government-sponsored plan, i.e. CPP / QPP. Integrated plans
usually provide a lower level of contributions and / or benefits on all or part
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of a plan member’s earnings up to the Year’s Maximum Pensionable Earnings
or provide for pensions to be reduced by all or part of the CPP / QPP benefit.
(See Stacked.)

Interest Periodic cash payments made by a borrower to a lender for the use
of borrowed funds.

Investment Broker / Dealer A company or person performing the function
of matching buyers and sellers of securities, who also provides research for
investment managers.

Investment Manager A company or person that decides how to invest fund
assets and select securities on a day-to-day basis within the discretion deter-
mined by the plan sponsor, usually in the form of an investment policy
statement or manager mandate. The investment manager may be an inde-
pendent counsellor, an insurance company, a trust company or a bank (or
their investment subsidiaries).

Investment Objectives Long-term, risk-return targets developed principally
from careful consideration of plan sponsor factors, investment factors and
a forecast of the future. Critical in the adoption of investment objectives is
the asset allocation decision.

Investment Policy Statement The statement of policy is the communica-
tion of a risk policy to the fund’s investment manager(s). It states
unambiguously the degree of investment risk that fiduciaries are willing to
undertake with pension trust assets. A statement of investment policy dif-
fers importantly from a statement of investment objectives. An investment
policy prescribes an acceptable course of action; a policy can be acted upon,
implemented. An investment objective (such as a performance standard) is
a desired result. A manager cannot implement an objective; a manager can
only pursue a course of action, consistent with investment policy, which
the manager believes offers a reasonable likelihood of realizing the objec-
tive. Therefore, in drafting instructions for an investment manager, primary
emphasis should be on stating the investment, or risk, policy clearly.

Investment Strategy Quest of active management to achieve additional
return that more than compensates for the additional risk assumed. Gener-
ally, investment strategy relates to the intent of permissible portfolio changes
within a broader policy context. Investment policy, including short-term
strategy investment decisions, effectively implemented, helps achieve the
long-term investment objectives.

[ 143 ]

National Union RESEARCH
www.nupge.ca



National Union Pensions Manual / Edition 4

ooo] Y

Joint Administration Provision for a union-management committee or board
of trustees to assume supervisory functions relating to administration of an
employee benefit plan.

Joint Life and Survivor An optional form of pension payable in a reduced
amount until the death of the retired employee and continuing thereafter
(usually in a still further reduced amount) to the surviving spouse until that
person’s death.

see |, oo

Legal Advisor Provides legal advice and interprets plan provisions, pen-
sion legislation and regulations.

Liabilities Amount of money required to meet obligations to members
of a pension plan.

Life Annuity A series of payments under which payments, once begun,
continue throughout the remaining lifetime of the annuitant. Under this
form of annuity, there is no further benefit payment of any kind after
the death of the annuitant.

Life Expectancy Number of years a person of a given sex and age is
expected to live. The number of years is a statistical average based on
mortality tables showing the rate of death at each age and does not pre-
dict the life span of a particular individual.

Locking-in A legislated provision that means the plan member cannot
withdraw either their own or their employer’s contributions in cash and
can only use them to provide a pension at retirement. The date at which
contributions are locked in varies by jurisdiction and is determined by
attainment of a certain age and / or completion of a specified period of
service or plan membership.

Locking-In Provisions (45 and 10 Rule) Pension benefit legislation re-
quires that covered employees vest in the pension accrued to date of
termination of employment if the employee has reached age 45 and has
10 or more years of service with the employer (or membership in the
pension plan).

Long-Term Disability (LTD) Plan A benefit plan that provides income
payments to a disabled individual after the expiry of short-term disabil-
ity benefits.

Lump Sum Payment of a plan member’s benefit(s) in a single amount
that is estimated to have the same present value as the benefit(s) being
replaced.
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Management Fee The amount paid by a mutual fund to the investment
adviser for its services. The average fee industry-wide is about one-half
of 1% a year of the fund’s assets.

Mandatory Retirement A provision which requires a person to retire at
a certain age.

Maximum Pension Benefit Regulations established by Revenue Canada
limiting the maximum pension benefits payable under a defined benefit
plan or a hybrid plan with a defined benefit component.

Means Test Any method by which a person’s or family’s assets are used
in determining eligibility for payment under certain government pro-
grams, e.g. General Welfare Assistance. Benefits are reduced as the current
asset position, as well as the income position, of the recipient improves.
(See Income Test.)

Money Market That segment of the securities market that deals in short-
term (less than one year) debt and equity issues.

Money Market Fund A mutual fund that seeks maximum current in-
come through investment in securities whose maturities are less than
one year. Such securities may include bank CDs, bankers’ acceptances,
T-bills, repurchase agreements (repos) and commercial paper.

Money Purchase Plan An occupational pension plan that lacks the spe-
cific guarantees of retirement income that are found in defined benefit
plans. When members of money purchase plans retire, whatever money
has been built up over the years in their names is used to buy them an-
nuities.

Mortality An actuarial assumption involving the probability of death at
given ages used in estimating the cost of benefits payable under defined
benefit pension plans.

Multi-Employer Pension Plan A pension plan covering employees of
two or more independent employers, whose employees are engaged in
similar types of jobs within a specified geographic area. A multi-em-
ployer plan recognizes service with one or more employers in determining
pension benefits. Usually the plan is established by agreement with a
union or group of unions.

Mutual Funds (Investment Companies) Companies or trusts that use
their capital to invest in the securities of other companies, with the two
principal types being the closed end and the open end trust. Shares of
closed end funds are often listed on the Toronto Stock Exchange, and are
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traded like any other security. Capitalization of these funds remains fixed
for the most part.
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Net Asset Value (NAV) The value of a mutual fund share determined by
deducting the fund’s liabilities from the total assets of the portfolio and
dividing this amount by the number of shares outstanding. This is calcu-
lated once a day based on the closing market price for each security in
the fund’s portfolio.

Net Replacement Ratio Measurement of adequacy of retirement in-
come by relating it to income immediately before retirement, taking into
account income taxes, tax credits, etc.

Non-Contributory Plan A pension plan in which all required contribu-
tions are made by the employer.

Normal Retirement Age The age set out in a plan at which plan mem-
bers would normally retire and be entitled to full retirement benefits.
Where actual retirement age is more than or less than normal retire-
ment age, the retiree’s pension will be actuarially increased or reduced.
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Occupational Pension Plan A pension plan sponsored by an employer,
labour union or professional organization. Occupational plans are some-
times called private pension plans, company pension plans, registered
pension plans or employer-sponsored pension plans.

Old Age Security (OAS) Federal program providing a universal, taxable,
flat rate pension to all residents aged 65 and over, regardless of need
(although high income earners will have this benefit clawed back). Also
provides income-tested supplements. Benefits are indexed quarterly to
the increases in the Consumer Price Index.
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Past Service Period of service accrued by an employee prior to becoming a
member of a pension plan. In some plans, the employees can buy back or
pay the premiums for past service in order to improve their pension ben-
efits.

Pay-as-you-go Pension arrangements where benefits are paid out of contri-
butions currently being paid by and on behalf of active members, where assets
are only held for the purpose of short-term liquidity. The payments might be
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made by an autonomous body, funded by the members and / or the employer
or paid directly by the employer out of its own finances. Until recently, the
Canada Pension Plan was entirely pay-as-you-go, with payments being made
by the federal government out of its budgetary revenues.

Pension Generally, any regular periodic payment, usually for life, to a person
who has retired from the service of an employer or has met certain age or
other conditions for payments under a government pension program. Pay-
ments may also be made in the event of disability or death.

Pension Adjustment (PA) An amount, calculated annually, used in deter-
mining the maximum annual RRSP contribution. The adjustment reduces
the allowable annual contribution by taking into account the assessed value
of pension benefits earned or contributions made (as applicable) during the
year under a registered pension plan or a deferred profit sharing plan.

Pension Commission A provincial government authority established un-
der pension laws to protect employees’ rights and entitlements under pension
plans. For plans subject to federal laws, the governing body is the Office of
the Superintendent of Financial Institutions (OSFI). For jurisdictions without
a commission, a superintendent is responsible for performing this role.

Pension(s) Committee Group of persons designated according to the terms
of a pension plan to oversee the administration of the pension plan.

Pension Consultant A person who assists and advises the plan sponsor,
unions or other employee groups, in the management of the pension plan.
Areas of expertise may include plan design, documentation, compliance with
an interpretation of pension legislation, preparation of employee benefit
statements and other communications, calculation of plan member benefit
entitlements and administration.

Pension Plan A plan organized and administered to provide a regular in-
come for the lifetime of retired members. Payments may also be provided
in the event of disability or death.

Pension Trust A fund consisting of money contributed by the employer and
/ or the employee plus earnings to provide pension benefits.

Pensionable Service That part of a plan member’s total service used to
calculate pension entitlement.

Performance Measurement Purveyor A company or person performing
the function of calculating rates of return and related statistics to measure
and compare the performance of the fund.

Plan Document (Text) This document sets forth the benefits available under
an employee benefit plan and the eligibility requirements. This document
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is often separate from the trust agreement in order to allow plan modifica-
tions without frequent trust agreement amendments.

Plan Sponsor An employer, union or other entity that establishes and main-
tains a pension plan for the benefit of plan members.

Plan Termination Discontinuance of an employment pension plan either
on a voluntary or involuntary (e.g. as in bankruptcy) basis. The wind-up pro-
cedure is regulated by pension benefits legislation.

Portability The ability to transfer earned pension credits from the pension
plan of one employer to the pension plan of another employer when chang-
ing jobs.

Portfolio The mix and composition of an investor’s holdings among differ-
ent classes of securities such as bonds, mortgages and common stock.

Portfolio Mix A combination or selection of investments, including stocks,
bonds, real estate and selected limited partnership interests.

Postretirement Benefits All forms of benefits, other than retirement in-
come, provided by an employer to its retirees.

Present Value Amount of money which, if invested today at a given rate of
compound interest, would provide a defined benefit commencing at a speci-
fied future date.

Profit Sharing Pension Plan (PSPP) A registered money purchase plan that
is funded with reference to the profits of the employer subject to an annual
minimum employer contribution of at least 1% of the remuneration of plan
members to be made even in years of little or no profit.

Prospectus A legal document setting forth the complete history and current
status of a security issue, which must be made available to all interested
purchases in advance of a public offering.

Proxy A written authorization given by a shareholder to someone else to
vote his or her shares at a stockholders annual or special meeting called to
elect directors or for some other corporate purpose.

Public Sector Pension Plan Occupational pension plan established by an
employer covering employees of governments and public agencies includ-
ing civil servants, municipalities, school boards, universities and colleges,
hospitals, crown-owned corporations, boards of health, etc. It does not in-
clude statutory plans for citizens at large, such as OAS, GIS, CPP / QPP, etc.

Public Safety Occupations A provision in the Income Tax Act which allows
employees in public safety occupations to retire with an unreduced pen-
sion earlier than other employees;i.e. age 55 (60 for others); 25 years of service
(30 for others); or age plus years of service total 75 (80 for others). The public
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safety occupations are firefighter, police officer, corrections officer, air traf-
fic controller and commercial airline pilot.
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Quebec Pension Plan (QPP) A public earnings-related plan operating in the
province of Quebec, introduced together with the Canada Pension Plan (CPP)
in 1965, for all Quebec workers between the ages of 18 and 70. The two plans
are similar but not identical. Financing is on a partial pay-as-you-go basis
with only a small asset base relative to future liabilities.
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Rate of Interest The charge made by a borrower to a lender for use of the
latter’s money, expressed as a percentage upon the principal and usually in
terms of one year’s charges — unless otherwise stated. Thus, if the interest
rate is 5%, $5 is paid for the annual use of $100.

Real Interest Rate The nominal interest rate minus the rate of inflation.

Reciprocal Agreement An arrangement made between two employers such
that an employee moving from one employer to the other may transfer their
earned pension credits.

Registered Pension Plan (RPP) An employment pension that, on meeting
the registration requirements of the applicable pension benefits legislation
(either federal or provincial), has been accepted for registration under the
Income Tax Act, thereby qualifying for favourable tax treatment.

Registered Retirement Income Fund (RRIF) An investment vehicle permit-
ted under the Income Tax Act, which provides for a pay out of funds
accumulated in an RRSP. Assets are withdrawn from the fund according to
a prescribed formula whereby the assets are paid out in total in the year
that the individual reaches 90 years of age. It provides an alternative for
RRSP holders who do not want a life annuity.

Registered Retirement Savings Plan (RRSP) A personal retirement savings
vehicle permitted under the Income Tax Act that allows tax sheltering by
deferring tax on contributions and investment income until the savings are
withdrawn as an annuity or RRIF.

Replacement Rate Amount of post-retirement income needed in relation to
pre-retirement income, taking into account factors such as income tax, tax
credits, expenses, etc.

Retirement Withdrawal from the active workforce because of age; but may
also be used in the sense of permanent withdrawal from the labour force
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for any reason, including disability.

Retirement Allowance An amount paid by an employer to an employee (or
former employee) upon retirement from office or service in recognition of
long service or in respect of loss of office or employment.

Retirement Compensation Arrangement (RCA) An arrangement between
an employer and employee(s) where contributions by the employer are used
to pre-fund a retirement benefit in excess of the maximum pension benefit
allowed by the Income Tax Act, generally used as stand alone or top-up pen-
sion for executives or other high income earners. These arrangements are
not registered and not tax sheltered.

Risk Management A scientific approach to the problem of dealing with the
pure risks facing an individual or an organization in which insurance is
viewed as simply one of several approaches for dealing with such risks.
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Segregated Fund Assets of a pension plan held by an insurance company
for investment management only. Funds are segregated from assets of the
insurance company, and principal and interest are not guaranteed.

Shareholder Activism This is a way that shareholders (the members of
pension plans) can collectively claim their power as pension fund owners
to influence a corporation’s behaviour on pension fund investment policies.
Shareholder activism involves a whole range of approaches to influencing
corporate behaviour ranging from writing letters, to drafting resolutions for
annual meetings, to pulling shares - all in an attempt to hold corporations
accountable.

Socially Responsible Investments Refers to adopting social or ethical goals
in addition to the rate of return objective in pension fund investing. This
caninclude investments that are otherwise equal to other investments when
compared by traditional financial analysis but have favourable social or ethi-
cal characteristics; and may or may not include investments that carry a
lesser rate of return and / or less liquidity but have more favourable social
or ethical characteristics and / or create employment for plan members.

Solvency The ability of a pension plan to meet its present and future obliga-
tions.

Spouse’s Allowance (SPA) An income tested supplemental benefit payable
to the 60 to 64 year old spouse, widow or widower, of a recipient of the Old
Age Security (OAS) pension.

Spouse’s Benefit Payments to the surviving spouse of a deceased employee,
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usually in the form of a series of payments upon meeting certain require-
ments and usually terminating with the survivor’s remarriage or death. (See
Joint Life and Survivor.)

Stacked The pension formula of a defined benefit employment pension plan
does not take the benefits payable by the CPP / QPP into account. Stacked
plans will define the total benefits payable under the provisions of the em-
ployment pension plan and the CPP / QPP benefits will be added on top.
(See Integrated.)

Surplus The amount, if any, by which the assets of a pension plan exceed the
plan’s estimated liabilities (that is, the value of the benefits earned) as de-
termined by an actuary.

Survivor Benefit Any benefit payable to the surviving spouse or dependent
of a pension plan member who dies.

o0 T oo

Tax Deferral Provision in the Income Tax Act whereby certain pension and
similar contributions are tax deductible and employer contributions and
investment income are not included in a member’s current taxable income;
but benefit payments are considered income for tax purposes in the year in
which they are received.

Termination Benefit Any benefit to which a member of a pension plan is
entitled upon terminating membership in the plan for any reason other than
death or retirement.

Termination of Plan See Wind-up.

Treasury bill (T-bill) Government of Canada T-bills are issued in denomina-
tions ranging from $1,000 to $1,000,000. New issues are sold by public tender
at a discount. T-bills with terms to maturity of 3, 6 or 12 months are auc-
tioned on a bi-weekly basis, typically on Tuesday for delivery on Thursday.
From time to time, shorter-term cash management bills are also auctioned.
The difference between the purchase price and the face amount represents
the return to the investor.

Trust A legal entity that is created when a person or organization transfers
assets to a trustee for the benefit of designated persons.

Trust Agreement An agreement setting out the duties and responsibilities
of a trustee or trustees under a pension plan.

Trust Fund A fund whose assets are managed by a trustee or a board of
trustees for the benefit of another party or parties. Restrictions as to what
the trustee may invest the assets of the trust fund in are usually found in the
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trust instrument and in applicable state and federal laws.

Trustee A person, trust company or insurance company, who accepts the
duties and responsibilities of holding legal title to and dealing with fund
assets over which they have control for the benefit of other persons, in keep-
ing with the terms of a trust agreement.

Trusteed Pension Plan A pension plan in which the employer’s (and em-
ployee’s) contributions to the plan are placed in a trust for investment and
reinvestment, as distinguished from a plan in which the benefits are se-
cured by life insurance.

oee [J eeo

Unfunded Liability The value of all future liabilities of a pension plan, less
plan assets, as determined by an actuary.

TTRAVATY

Vesting This is an employee’s right, on termination of employment before
retirement, to the benefit that has accrued under the normal benefit for-
mula of a defined benefit plan or the accumulated contributions held on his
/ her behalf in a defined contribution plan, up to the date of termination of
employment. The benefit is often payable as a deferred annuity commencing
at normal retirement age. In other words, vesting enables a plan member to
qualify for pension credits without remaining a plan member until retire-
ment. Without vesting, plan members would only receive their own
contributions plus interest when they change jobs. Required conditions for
vesting are outlined in the plan document and must, at a minimum, meet the
requirements of the applicable pension benefits legislation (either federal or
provincial) which determines vesting by attainment of a certain age and / or
completion of a specified period of service or plan membership.

oo \\/ eoe

Wind-up Discontinuance of an occupational pension plan either voluntarily
or involuntarily, e.g. as in bankruptcy. Wind-up procedures including distri-
bution of the assets are regulated by the applicable pension benefits legislation
(either federal or provincial).
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Year’s Basic Exemption (YBE) The minimum earnings from employment
below which contributions cannot be made to the CPP / QPP during the year.
The YBE was frozen at $3,500 in 1998 and is not expected to be increased in
the foreseeable future, as it was in the past.

Year’s Maximum Pensionable Earnings (YMPE) The maximum earnings
from employment on which CPP / QPP contributions and benefits are calcu-
lated. Often, referred to as the earnings ceiling. It is calculated each year

according to a formula related to the average industrial wage. For the year
2008 the YMPE is $44,900.00.
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APPENDIXZ

Pension Acronyms

Guaranteed Income Sup-
plement

Group Registered Retire-
ment Savings Plan
Human Resources Devel-
opment Canada
International Foundation
of Employee Benefit Plans
Income Tax Act

Joint and Survivor (Annu-
ity)

Lifestyle Cost Index
Long-Term Disability

Life Underwriters Associa-
tion of Canada

Multiple Employer Trust
Normal Retirement Date
Old Age Security

Office of the Superintend-
ent of Financial Institutions
Pension Benefits Guarantee
Fund

Quebec Pension Plan

Risk Adjustment Factor
Registered Pension Plan
Registered Retirement In-
come Fund

Registered Retirement
Savings Plan

Survivor’s Death Benefit
Short-Term Disability
Expected Retirement Age
Year’s Basic Exemption
Year’s Maximum Pension-
able Earnings

ADB Accidental Death Benefits GIS
AD&D Accidental Death and Dis-
memberment GRRSP
A&l Accident and Indemnity
HRDC
BFOQ Bona Fide Occupational
Qualification IFEBP
CAC Consumers’ Association of
Canada ITA
CAPSA Canadian Association of J&S
Pension Supervisory Au-
thorities LCI
CRA Canadian Revenue Agency LTD
CFP Certified Financial Planner LUAC
CMV Current Market Value
COLA (1) Cost-of-Living Adjust- MET
ment NRD
(2) Cost-of-Living Allow- OAS
ance OSFI
CPC Certified Pension Consult-
ant PBGF
CPI Consumer Price Index
CPP Canada Pension Plan QPP
CPP/QPP Canada Pension Plan / RAF
Quebec Pension Plan RPP
DPSP  Deferred Profit Sharing RRIF
Plan
EPSP  Employees Profit Sharing RRSP
Plan
ESOP Employee Stock Owner- SDP
ship Plan STD
EVA Economic Value Added XRA
F/S Financial Statement YBE
GAINS Guaranteed Annual In- YMPE
come System
GDP Gross Domestic Product
GIC Guaranteed Investment
Certificate
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APPENDIXS

Major Public Sector Workplace Pension Plans
Covering National Union Members

Multi-Component

Canadian Blood Services National Defined Benefit Pension Plan

(Jointly Trusteed)

This is a jointly trusteed defined benefit plan with about 1,500 active members
who are Canadian Blood Services (CBS) employees represented by 30 union lo-
cals across the country. It also has about 100 pensioners and about 100 inactive
members. The plan is jointly sponsored between CBS and 12 unions including
HSABC and OPSEU. It is administered by an eight-member Board of Trustees
representing both CBS and the participating unions. The four union appointed
trustees serve three-year terms and are rotated through each of the 12 participat-
ing unions. Third-party administration services for the plan are provided for the
trustees by Morneau Sobeco. The plan covers members of the participating un-
ions and those other unionized and non-unionized employees of CBS who are
eligible, and elect to join (employees have the choice to join either the CBS DB
plan or the CBS DC plan). The plan has approximately $110 million in assets.

Members from the National Union Components - HSABC, HSAA, MGEU, OPSEU,
NSGEU and NAPE - belong to this pension plan.

Website: https://cbs.hroffice.com/en/retirement/dbplaninfo.asp

Canadian Blood Services National Defined Contribution Pension Plan

This is a defined contribution plan available to approximately 3,000 Canadian
Blood Services employees represented by 30 union locals across the country. The
plan is administered by Canadian Blood Services. Contributions to the plan are
invested in funds made available to employees through Manulife Financial. Third-
party administration services for the DC pension plan are provided for CBS by
Morneau Sobeco. The plan covers members of the participating unions and those
other unionized and non-unionized employees of CBS who are eligible, and elect
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to join (employees have the choice to join either the CBS DC plan or the CBS DB
plan).

Members from the National Union Components - HSABC, HSAA, MGEU, OPSEU,
NSGEU and NAPE - belong to this pension plan.

Website: https://cbs.hroffice.com/en/welcome2.asp

Newfoundland & Labrador Association of Public and Private
Employees (NAPE/NUPGE)

Public Service Pension Plan (PSPP)

There is a negotiated agreement to establish a committee of the parties “to iden-
tify and resolve any matters required to implement joint trusteeship by April 1,
2008”.

There are approximately 26,300 plan members in the PSPP, a defined benefit plan,
including employees of crown corporations, healthcare organizations, school
boards and a variety of other organizations owned or controlled by government.
There are approximately 10,900 pensioners. Overall administration of the PSPP
is the responsibility of the Pensions Administration Division of the Department
of Finance, in cooperation with the employers who participate in the plan.

Website: http://www.fin.gov.nl.ca/fin/pensions/pspp1.asp

Uniform Services Pension Plan (USPP)

There are 620 plan members in the USPP, a defined benefit plan, including mem-
bers of the Royal Newfoundland Constabulary, the St. John’s Fire Department and
Her Majesty’s Penitentiary. There are approximately 550 pensioners. Overall ad-
ministration of the USPP is the responsibility of the Pensions Administration
Division of the Department of Finance, in cooperation with the Department of
Justice, the Royal Newfoundland Constabulary and the City of St. John’s Fire De-
partment.

Website: http://www.fin.gov.nl.ca/fin/pensions/usppl.asp
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Government Money Purchase Plan (GMPP)

The GMPP is a defined contribution plan where members make contributions
that are matched by their employer and deposited into individual accounts with
Group Retirement Services, the plan custodian. There are approximately 22,400
plan members, including employees of crown corporations, healthcare organiza-
tions, school boards, substitute teachers and a variety of other organizations owned
or funded by government. Members may select from several investment options
and, with the assistance of trained professionals, can develop a personal invest-
ment strategy suited to their goals and expectations.

Website: http://www.fin.gov.nl.ca/fin/pensions/gmpp1l.asp

Prince Edward Island Union of Public Sector Employees
(PEIUPSE/NUPGE)

Civil Service Pension Plan

An agreement was negotiated in the last collective agreement that the govern-
ment “shall consult with the Union for the purpose of investigating the feasibility
of establishing a Joint Trusteeship” prior to March 31, 2007.

This defined benefit plan covers employees of the PEI Civil Service as well as the
health & community services system and is administered by PEI’s Provincial Treas-
ury Department (approximately 4,000 UPSE members). It is governed by the Civil
Service Superannuation Act and is administered by PEI’s Provincial Treasury De-
partment.

Holland College Faculty Pension Plan
This defined benefit plan covers employees of Holland College and is adminis-

tered by PEI’s Provincial Treasurer Department.

Website: not available
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Nova Scotia Government and General Employees Union
(NSGEU/NUPGE)

Public Service Superannuation Plan (PSSP)

This defined benefit plan covers employees of the Nova Scotia Civil Service as well
as employees in 22 agencies, boards and commissions and in nine district health
authorities. As of December 31, 2005, it has approximately 26,000 members (15,189
active members, 254 deferred and 10,700 pensioners). It is governed by the Public
Service Superannuation Act and administered by the Nova Scotia Pension Agency,
a special agency of the provincial Finance Department. InJanuary 2006, the Minis-
ter of Finance, as sole trustee, established a joint Public Service Pension Committee
composed of four labour representatives, one retiree representative, and five gov-
ernment and employer representatives to provide advice and recommendations to
the Minister. As of December 31, 2005, it has approximately $3.5 billion in assets.
The PSSP is the single biggest plan for NSGEU members.

Website: http://www.novascotiapension.ca/AbsPage.aspx?id=3

Nova Scotia Association of Health Organizations (NSAHO) Pension Plan

The NSAHO defined benefit pension plan covers approximately 25,000 health
system employees at over 80 different workplaces represented by five different
unions. As of December 31, 2005, it has 20,216 members, 395 deferred and 4,560
pensioners. This plan, with fund assets in excess of $2 billion, is managed by a
20-member Board of Trustees representative of employers, employees, retirees,
plus two trustees who have particular expertise in pension plan investment or
administration. Only four of the 20 trustees represent the unions involved. It is
the second biggest plan for NSGEU members.

Website: http://www.nsahopensionplan.ca/index.aspx

Dalhousie University Staff Pension Plan

This defined benefit plan covers all full-time employees and regular part-time em-
ployees of Dalhousie University. Statutory part-time employees may elect to join
the plan following completion of two consecutive calendar years of employment
during which, in each of the calendar years, their earnings were at least 35% of the
Canada Pension Plan YMPE, or their hours worked were at least 700. As of June 30,
2005, there are approximately 3,400 members of which 2,787 are active members,
126 are deferred and 505 are pensioners. There is an Advisory Committee which
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consists of representatives of interested bargaining units (including two repre-
sentatives of the Dalhousie Faculty Association) and representatives of the Board.
The number of representatives named by the Board shall not exceed those named
by the bargaining units. The Advisory Committee shall consider any matter relat-
ing to pensions and the administration of the plan referred to it by the Board, the
Dalhousie Faculty Association, other bargaining units or staff groups. As of June
30, 2005, it had $575 million in assets.

Website: http://humanresources.dal.ca/personne_4290.html

Halifax Regional Municipality Pension Plan (Jointly Trusteed)

This defined benefit plan was established in 1998 following the establishment of
the Halifax Regional Municipality. This plan covers all full-time and other em-
ployees with the Municipality, the Halifax Regional School Board and other local
participating employers provided they earn at least 25% of the YMPE from their
employment or work at least 700 hours with the municipality in the immediately
preceding 12 months of continuous employment prior to joining the plan. As of
December 31, 2005, there were approximately 8,000 members of whom 5,123 are
active members, 382 deferred members and 2,537 pensioners. As of December
31, 2005, the plan had $882 million in assets. The plan is governed by a joint
labour management HRM Pension Committee composed of five management rep-
resentatives, five union representatives, one non-union representative and one
retired member.

New Brunswick Union (NBU/NUPGE)

The Public Service Superannuation Plan (PSSP)

The PSSP is the main public sector defined benefit pension plan of the province
and includes all NBU members employed under Part I of the Public Service La-
bour Relations Act (PSLRA) as well as employees of NB Power; NB Liquor; Workplace
Health, Safety and Compensation Commission; non-academic employees of the
University of New Brunswick and non-bargaining employees of NB School Dis-
tricts and Regional Health Authorities. The plan has approximately 19,500 active
members (employees) and 10,000 retirees. The plan is governed by the Public Serv-
ice Superannuation Act (PSSA) and is administered by the NB Investment
Management Corporation (NBIMC), which reports only to the cabinet. NBIMC has
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been established as both the trustee of the plan and as the investment manager of
the plan; this creates a very obvious conflict of interest. Although the PSSA has
established an advisory committee to the plan, this committee plays an extremely
limited role. The plan has $4.3 billion in assets.

Website: http://www.nbimc.com/PSSA-Echo-Vol2-2004.html

Certain Bargaining Employees (CBE) of NB Hospitals Pension Plan
(although not technically Jointly Trusteed, it operates as such)

The CBE defined benefit pension plan covers full-time employees of NB Regional
Hospital Corporations. Members of the NB Nurses Union, NBU Paramed and SHCP
bargaining units are eligible to participate. The plan has approximately 5,500 ac-
tive members (employees),1,000 retirees and 1,000 inactive members. Although
the plan is not jointly trusteed, it does have a Pensions Committee which per-
forms functions specifically assigned with respect to the operation of the pension
plan, e.g. establish investment policy, monitor performance and act accordingly,
select fund consultants, investment managers, an actuary and advisors. The Pen-
sions Committee is composed of five management representatives and five union
representatives. The Fund has approximately $675 million in assets.

Website: Not available

General and Service Employees Pension Plan (Joint Trusteeship)
This is a province-wide defined benefit pension plan that covers all permanent
full-time and permanent part-time employees of New Brunswick Nursing Homes.

Website: not available.

Part-Time and Seasonal Pension Plan

This plan is the only defined contribution plan in the government sector. The
plan is voluntary and plan members have three contribution rates to choose from
(2.0%, 3.25% and 4.5%). The government matches the plan member’s contribu-
tion.

Website: http://www.gnb.ca/0163/pension/7/PT&SBookletE.pdf
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Ontario Public Service Employees Union (OPSEU/NUPGE)

OPSEU Pension Plan (Jointly Trusteed)

This defined benefit plan has approximately 45,000 active members from bar-
gaining units in the Ontario Public Service and certain agencies, boards,
commissions and foundations, and 22,000 current pensioners. In addition, the
plan has 10,000 deferred pensioners and members with a deferred entitlement.
The plan is administered by the OPSEU Pension Trust (OPTrust), an organization
separate and distinct from both the plan’s sponsors (the Government of Ontario
and OPSEU). As plan sponsors, the Government of Ontario and OPSEU each ap-
point five trustees to OPTrust’s Board of Trustees. The plan had assets of $12.5
billion.

Website: http://www.optrust.com/Home/p_home.asp

College of Applied Arts and Technology (CAAT) Pension (Jointly Trusteed)

The CAAT pension plan is a multi-employer, defined benefit pension plan for the
employees of the 25 Community Colleges of Ontario, Ontario College Application
Services (OCAS) Inc. and for the employees of the CAAT Pension Plan. It operates
under the joint sponsorship of the Boards of Governors of the 25 Colleges, the
Ontario Public Service Employees Union (OPSEU) and the Ontario College Admin-
istrative Staff Association (OCASA). A Board of Trustees, appointed by the sponsors,
is responsible for the overall administration of the plan’s assets and benefits.
The plan serves 16,000 members, 9,000 pensioners and 1,000 inactive members.
It has about $5 billion in assets.

Website: http://www.caatpension.on.ca/

Hospitals of Ontario Pension Plan (HOOPP) (Jointly Trusteed)

HOOPP is a multi-employer jointly trusteed plan serving 148,000 active members
who work at 331 health care and related organizations in Ontario. HOOPP also
serves more than 59,000 pensioners and has about 14,000 inactive members. Four
unions have trustees on the plan - OPSEU, ONA, CUPE and SEIU. The Board of
Trustees has a rotating Chair and Co-Chair. Each organization selects its trustee
and each trustee serves at the pleasure of the appointing body. HOOPP has over
$25 billion in assets.

Website: http://www.hoopp.com/
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The Ontario Municipal Employees Retirement System (OMERS)

The plan covers about 355,000 active and retired members and almost 900 employ-
ers. Some 1,114 municipalities, local boards and school boards participate in the
OMERS Plan and close to 70% of its members are CUPE members. OMERS is not
jointly trusteed but has a similar governance structure. OPSEU has a representa-
tive on the Board of the Sponsors Corporation of OMERS and is seeking permanent
representation on the plan’s Board of Trustees.

Website: http://www.omers.com/scripts/index_.asp

Manitoba Government and General Employees’ Union
(MGEU/NUPGE)

The Civil Service Pension Plan (CSPP)
(a commitment from government to move to Jointly Trusteed)

The CSPP is the main public sector defined benefit pension plan of the province
and includes all MGEU members employed or retired from the Civil Service. The
plan is governed by the Civil Service Superannuation Act, and is administered by
the Civil Service Superannuation Board. It has $3.6 billion in assets and serves
over 43,000 members. There is no trust document but the plan will operate as if it
were jointly trusteed. MGEU recently negotiated a Memorandum of Agreement
with the government that gave the union the right to elect amongst its member-
ship three trustees.

Website: http://www.cssb.mb.ca/index.shtml

Health Employees Pension Plan (HEPP) (Jointly Trusteed)

HEPP is administered by an independent Board of Trustees, with half of the 12-
member Board appointed by participating unions, and the remaining six members
appointed by employers through the Regional Health Authorities. Non-union and
retired members are also represented. It has over 44,000 members and $3.0 bil-
lion in assets. HEPP is governed by independent Boards of Trustees made up of
both union and employer participants.

Website: http://www.hepp.mb.ca/pension/index.shtml
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Home Care Employees Pension Plan (MGEU is Plan Sponsor)

This is a defined contribution plan established by MGEU for home care workers in
the province. Both employees and participating employers contribute to the plan.
The plan has approximately $40 million in assets.

Website: Not available

Saskatchewan Government and General Employees’ Union
(SGEU/NUPGE)

Public Service Superannuation Plan (PSSP)

This defined benefit plan is governed by the Public Service Superannuation Act
and the Act is administered by the Public Service Superannuation Board. The
Public Employees Benefits Agency (PEBA) has responsibility for the operation,
administration and management of the PSSP. The plan covered provincial gov-
ernment employees as well as employees of the Anti-Tuberculosis League and
the Saskatchewan Transportation Company. The plan however was closed to new
members as of October 1, 1977. As of April 2006, it had 1,452 active members, 130
inactive members and 5,988 retired members.

Website: http://www.peba.gov.sk.ca/pophome.htm

Public Employees Pension Plan (PEPP)

The PEPP, a defined contribution pension plan, has more than 100 participating
employers and over 43,000 members. PEPP employers include the Government of
Saskatchewan, certain crown corporations, agencies, boards and other institu-
tions. The plan is governed by the Public Employees Pension Plan Act. That Act
establishes the Public Employees Pension Board as Plan Trustee and the Board
consists of nine members, with four members appointed by government on be-
half of employers and four members appointed on behalf of employees (SGEU
appoints one of the trustees). The Board retains the Public Employees Benefits
Agency (PEBA), a branch of the Finance Department, to provide day-to-day ad-
ministration of the plan. As of March 2006, the PEPP had 29,571 active members,
13,639 inactive and retired members and had $3.8 billion in assets.

Website: http://www.peba.gov.sk.ca/pepphome.htm
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Municipal Employees’ Pension Plan (MEPP)

MEPP is a defined benefit pension plan and is governed by the Public Service
Superannuation Act. It is administered by the Municipal Employees’ Pension
Commission (MEPC). MEPC is a 10-member Board appointed by government with
five employer representatives and five employee representatives (although only
one of them is a union representative. Members of MEPP are employees of school
divisions, urban and rural municipalities, regional colleges, regional public libraries
and other local authorities within the province. As of December 2005,it had 11,656
active members, 1835 inactive members and 3,803 retired members and had $1.25
billion in assets.

Website: http://www.peba.gov.sk.ca/mepphome.htm

Saskatchewan Health Employees Pension Plan (SHEPP) (Jointly Trusteed)
SHEPP is the largest defined benefit pension plan in Saskatchewan with over $2.5
billion in assets. SHEPP has over 40,000 members and is in over 83 healthcare and
related organizations in Saskatchewan. The plan is jointly trusteed. The Board is
made up of eight trustees. Four trustees are appointed by SAHO and four unions
each appoint one trustee: CUPE, SEIU, SUN and HSAS.

Website: http://www.shepp.ca

The Liquor Board Superannuation Plan

This defined benefit plan is provided to employees of the Saskatchewan Liquor
Board. It is governed by the Liquor Board Superannuation Act and the Act is
administered by the Liquor Board Superannuation Commission, which consists
of three members appointed by government; one is nominated as Chairman. At
least one of the members shall be an employee and representative of the em-
ployees of the Liquor Board.

Website: Not available
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Health Sciences Association of Alberta (HSAA/NUPGE)

Public Service Pension Plan (PSPP)

The PSPP is a contributory defined benefit pension plan for employees of the
Government of Alberta, its agencies, boards, commissions and other public bod-
ies. It is governed by the Public Sector Pension Plans Act (PSPPA) and the Public
Sector Pension Plans (Legislative Provisions) Regulation (A.R. 365/93). The Minis-
ter of Finance is the trustee of the plan and is governed by a six-member Board
comprised of employer and employee nominees and is administered by Alberta
Pensions Administration (APA) Corporation. The plan served 27 employers, 58,272
active members and pensioners, and 10,038 deferred members as of December
31, 2005. The PSPP Fund is approximately $5.05 billion.

Website: http://www.pspp.ca

Local Authorities Pension Plan (LAPP)

LAPP is a contributory defined benefit pension plan for employees of local au-
thorities in Alberta including health authorities, cities, towns, villages, municipal
districts, colleges, school boards and many other public sector organizations. The
Alberta Minister of Finance is the legal trustee of the LAPP. LAPP has its own
legislation and is not covered by the Pensions Benefit Act. It is governed by a 14-
member Board of Trustees, all of whom are appointed by government. Seven
represent the employers and seven represent the various unions. The unions
nominate their representative and the government has always appointed those
nominees. (HSAA has one member on the Board.)

Website: http://www.lapp.ab.ca/

British Columbia Government and Service Employees’ Union
(BCGEU/NUPGE)

Public Service Pension Plan (PSPP) (Jointly Trusteed)

The PSPP is a defined benefit plan with nearly 50,000 members currently making
contributions to the plan, and almost 31,000 retired members collecting their
pensions. The plan has $16 billion in assets and is jointly trusteed between the
provincial government and the B.C. Government and Service Employees’ Union
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(BCGEU). These partners and other organizations representing plan employers
and plan members are responsible for nominating and appointing the trustees.
The 14-member Board of Trustees is responsible for the management of the pen-
sion plan, including asset investment and plan administration. The BC Pension
Corporation provides benefit administration services as an agent of the Board of
Trustees. The BC Investment Management Corporation (BCIMC) provides invest-
ment management services as an agent of the Board of Trustees.

Website: http://www.pensionsbc.ca

BC College Employees Pension Plan (CEPP) (Jointly Trusteed)

The CEPP is a defined benefit plan for senior administrators and faculty mem-
bers of most of BC’s Colleges and Institutes. The plan serves 16,053 members,
including 10,651 active plan members and 2,890 retired members. The plan has $2
billion in assets and is jointly trusteed, with four plan partners: the B.C. Govern-
ment and Service Employees’ Union (BCGEU), the Federation of Post-Secondary
Educators of BC (FPSE), the Post Secondary Employers’ Association (PSEA) and the
provincial government. The partners are responsible for appointing the trustees.
The 12-member College Pension Board of Trustees (the Board) is fully responsible
for the management of the pension plan, including the investment of the assets
and the administration of the plan. The BC Pension Corporation provides benefit
administration services as an agent of the Board of Trustees. The BC Investment
Management Corporation (BCIMC) provides investment management services as
an agent of the Board of Trustees.

Website: http://www.pensionsbc.ca

BC Municipal Pension Plan (MPP) (Jointly Trusteed)
See HSABC below.

BCGEU Defined Contribution Plan (Basically solely trusteed by BCGEU)

This is a multi-employer defined contribution plan sponsored by the B.C. Govern-
ment and Service Employees’ Union (BCGEU). Eligibility to join the plan is
determined by the various collective agreements and is also subject to the legis-
lation and regulations of the BC Pension Benefits Standards Act (PBSA). The plan
currently has 1,072 active members and 108 inactive members. It has $135 mil-
lion in assets.
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Health Sciences Association of British Columbia (HSABC/
NUPGE)

BC Municipal Pension Plan (MPP) (Jointly Trusteed)

The MPP is one of the largest defined benefit plans in the country with 204,823
members from 594 employers. Membership is open to all eligible employees of
municipalities, schools, the health sector, police and fire fighters, and many oth-
ers in the community health and social service sectors (129,862 active plan members,
27,310 inactive plan members and 47,651 retired plan members). The plan has $22
billion in assets and is jointly trusteed between the provincial government, the
Union of Municipalities, the BC Public Schools Employers’ Association, the Health
Employers Association of BC Municipal Employees’ Pension Committee (the former
union advisory committee) and the six unions representing members of the plan
(HSABC is one of the trustees). There are also trustees to represent the approxi-
mate 20 smaller unions who have members in the plan, retired members and
excluded members (managers).

The 16-member Board of Trustees is responsible for the management of the pen-
sion plan, including asset investment and plan administration. The BC Pension
Corporation provides benefit administration services as an agent of the Board of
Trustees. The BC Investment Management Corporation (BCIMC) provides invest-
ment management services as an agent of the Board.

Website: http://www.pensionsbc.ca
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