
National Report for Canada 

In the last two years Canada has voted in a new 
Conservative overnment which claimed it would 
reduce the hig\ budget deficits; agreement has been 
reached between the federal and provincial 
governments as to the financin of the Canada and 
Quebec Pension Plans and reform of the private 
pension s stem; the antidiscrimination provisions of 
the ~ a n a J a n  Charter of Rights and Freedoms came 
into effect. Further, the Canadian Institute of 
Chartered Accountants has adopted new uidelines 
on accounting for pension costs and o%ligations. 
which differ in several respects from the traditional 
actuarial practices. For these reasons there has been 
great activity in matters of concern to actuaries 
engaged in pension consulting work. 

The Canadian Charter of Rights and Freedoms, 
which rohibits discrimination by age, sex, race, 
nationaf origin, colour, reli ion and mental or 
physical disability, became eyfective on April 17, 
1985, three years after the adoption of Canada's new 
Constitution, of which it is a part. The result has 
been a widespread review of legislation at all levels 

overnment and the introduction of new o f ? .  . legis atlon In a number of controversial areas. 
Lawyers are having a field day exploring the 
implications of the Charter and testing the 
constitutionality of many laws. Women's groups are 
being successful in chan ing both legislation and 
attitudes in matters of  family law and sex 
discrimination. 

Among the difficult issues raised by the Charter 
and still controversial are emgloyment ,equity 
aff~rmative actlon or reverse ~scr~mmatlon to 1 '  . . '  avour mlnor~ty groups), pay equity (equal pay for 

work of equal value), the abolition of mandatory 
retirement, the use of unisex tables in pension plans 
and the reco nition of common law spouses. These 
are all devefoping areas as various lobby groups 
pressure the governments to accept their 
inter retations of the Charter and bring the 
legisPation into conformity with their views. Many 
aspects of actuarial work are being affected. 

Pension reform 
Under Canada's constitution the regulation of 

private pension plans is primarily a provincial 
jurisdiction and the provinces jealously guard their 
authorit Business groups and pension consultants 
have priced r t  pmphasis on the need for 
uniformity in t e various provincial acts, to avoid 
problems for companies that operate in more than 
one province. After many conferences of 
overnments and business organisations, agreement k as been reached on the main items of pension 

reform, although some variations by province will 
undoubtedly remain. 

The Government of Canada set the pattern with 
the Pension Benefits Standards Act, 1985, applicable 
to em loyment under federal jurisdiction. This 
r e v i s e f ~ c t ,  the first to be passed in conformity with 
the consensus, will be effective on January 1,1987. 

Some of the salient provisions of the federal Act 
are as follows: 

A pension plan must be open to all employees 
after two years of service (including qualified part- 
time employees). However, no employer is 
required to set up a pension plan. 
Vesting of pensions earned after 1986 and locking 

in of corresponding contributions must occur after 
two of plan membership; ensions earned 
before 1987 remain under the o1f"age 45 and 10 
years service" vesting rule. 
Employers must finance at least 50% of the value - 
of each vested pension benefit earned for service 
after 1986, payable on retirement, death or 
terhination. 
A pension must continue to the spouse after death 
of the pensioner in at least 60% of the previous 
amount. 
On death before retirement the lum sum value of 
the termination benefit must be pai!, but this may 
be offset by group life insurance. 
Pension benefit credits must be split in the event 
of marital breakdown. 
The sex of an employee may not be taken into 
account with respect to any contribution or benefit 
payable after 1986. 
Employees must be represented on a pension 
advisory committee if a majority of employees so 
request (except in small companies). 

However the proposal for mandator increases in 
g.nsions on account of inflation, whicx at one time 

ad strong support from the federal government and 
Ontario, has not been adopted. 

Some provinces have enacted or announced that 
they will enact different provisions. For example, 
Manitoba requires that where a pension plan exists, 
membership will be mandatory, not merely 
available, after two years' service; Alberta has 
adopted vesting after five years rather than two 
years; and Quebec does not recognize common law 
wives in its pension legislation. 

The federal Act has been passed, as have pension 
reform acts in Alberta, Manitoba and Saskatchewan. 
Most other provinces are expected to follow soon, 
although with some differences. There are very few 
pension plans that will not require amendment in 
one or more rovisions in order to comply with the 
new standarfs. The new laws will greatly increase 
the administrative complexity and overhead costs of 
operating pension plans. 

Income security 
Based on an understanding reached between the 

federal and provincial governments in  December 
1985, the financing of the Canada and Quebec 
Pension Plans will be strengthened. The present 
contributions of 3,6% of contributory earnings 
(shared equally between employer and employee but 
paid in full by the self-employed) will increase by 
02% a year for five years commencing January 1, 
1987. Thereafter, contributions will rise by 0,15% a 
year until year 2011, when the rate will be 7,6% of 
contributory earnings. The ultimate aim is to have a 
gension fund equal to approximately two years of 

enef~t outgo - currently the fund is equal to six 
times the annual outgo. 

It should be noted that Old Age Security benefits, 
which are payable in addition to benefits from the 
CanaddQuebec Pension Plans, are provided 
separately from general taxation. The cost of OAS, if 
financed in the same way as CIQPP, would be 
equivalent to roughly%% of contributory earnings. 

The Canada Pension Plan, following the example 
of the Quebec Pension Plan, will from January 1, 



1987, allow the pension to commence at any age 
between 60 and 70, the amount being adjusted up or 
down by 6% for each year between retirement age 
and age 65. Many pension plans are co-ordinated in 
some way with the benefits and contributions under 
the CanaddQuebec Pension Plan through offsets or 
bridge benefits. Most of the plans will require 
amendment because of these CIQPP changes. 

The federal government, as part of its deficit 
control programme, proposed in 1985 the partial de- 
indexing of the Old Age Security pension. The 
percentage increases in the amount of pension each 
year would have been 3% less than the percentage 
increases in the Consumer Price'lndex. The proposal 
united the senior citizen groups in a mass~ve piotest 
and was withdrawn. Nevertheless, there has been 
partial de-indexing of family allowances for children 
and of the income tax brackets. 

Taxation 
The federal government proposed a new system 

to provide more equity in the tax treatment of 
various forms of retirement savings. This would 
remove the present dollar limit of $3 500 on tax- 
deductible contributions and allow an employee to 
obtain tax relief on all contributions that the 
employee is required to make to a defined benefit 
pension plan (note that there is a benefit limit for tax 
pur oses, basically 2% of final average salary for 
eacK year of service). In addition, the pension plan 
member would be allowed to contribute up to $2 000 
a year to an individual Registered Retirement 
Savings Plan. Those not members of defined benefit 
pension plans could contribute considerably higher 
amounts to RRSPs or money purchase plans (up to 
$15 500 by 1990) in some circumstances. These tax 
changes have been criticised as unfair to employees 
who are members of substandard pension plans. The 
changes have not et been implemented. In the 
interim, for 1986, alycontributions that an employee 
is required to make to a defined benefit pension plan 
are tax deductible and the maximum contribution 
for those who do not belong to pension plans has 
been raised from $5 500 to $7 500 a year 

Professional matters 
The number of Fellows of the Canadian Institute 

of Actuaries resident in Canada is about 1150 and 
rising steadily. Nearly one-third. are engaged in 
consulting actuarial work. The Canadian Institute of 
Actuaries hosts three meetings a year in different 
Canadian cities. Many topics of interest to 
consulting actuaries are discussed and there have 
been specialty meetings completely devoted to 
consulting topics. The CIA has submitted briefs to 
government on man subjects of importance to 
consulting actuaries; !or example, current issues in 
pension reform, multi-employer pension plan 
reform, taxation of retirement savings and equality 
rights. Twelve chairmen of CIA committees are 
consultants. 

Members of the Canadian Institute have worked 
closely with the Canadian Instithe of Chartered 
Accountants, which has prepared and adopted a 
new guide on Accounting for Pension Costs and 
Liabilities". Although the CICA did not follow the 
advice of the actuaries on all questions, the 
guidelines would have been worse without their 
participation. Consulting actuaries have also 
assisted in the discussions of taxation matters. 
unemployment insurance, sex discrimination, etc. 
Several consulting actuaries are members or advisors 
to provincial pension regulatory bodies. 

Economics 
The recent Budget deficits exceeding $30 billion 

are recognised to be a very serious economic 
problem, but such a large part of federal 
ex enditures are contractual or untouchable that 
rexucing the deficit is extremely difficult even if the 
will to do so exists. In fact, the government is 
claiming credit for merely stabilizin the annual 
deficit. The rate of inflation has fallen %arply and is 
runnin at about 4% per annum. Interest rates have 
also fafien but 8,5% can be obtained on short-term 
government securities, giving a healthy real return of 
4.5%. Unfortunately, Canada's unemployment rate 
remains high and few economists predict a large 
improvement in the employment situation. 
Canadian and U.S. stock markets have been 
booming. The TSE 300 index reached 3 100 early in 
1986, an increase of nearly 50% over July 1984. The 
Canadian dollar has been weak in relation to the U.S. 
dollar, having fallen to about 72 cents U.S. 

Current issues 
With the need to adapt to pension reform, tax 

changes and amendments to the CanadaIQuebec 
Pension Plans, consulting actuaries will 
undoubted] be busy in the next few years. Certain 
special prohems have also been demanding their 
time and attention. One is the question of the 
ownership of surplus arising in a defined benefit 
pension plan, including the rights of the employer to 
withdraw surplus from an ongoing pension plan or 
from one that is being wound up. 

Another problem is to determine what 
constitutes discrimination between males and 
females in pension arrangements and how it can be 
eliminated without disrupting the options and 
transfer arrangements. Legislation on sex 
discrimination requires that the amount of the 
periodic pension payments to males and females 
must be equalized (not the value thereof), but this is 
difficult to reconcile with pension ortability when 
the prices for life annuities kom insurance 
companies differ by sex. 

Mandatory retirement appears to be on the way 
out, unless it can be 'ustified for valid occupational 
reasons, as a result oicourt decisions and provincial 
legislation. The question then arises as to the rights 
of the employee to fringe benefits if retirement is 
postponed for many years beyond the normal 
retirement age of 65. 

Several provinces are experience-rating the 
premiums for Workers Compensation, which in 
some industries are higher that the cost of pensions 
and group insurance combined. Actuaries are 
involved with the financing arrangements, 
experience rating formulas and cost control in what 
appears to be a growingfield for actuarial work. 

Actuarial evidence is often provided in personal 
injury laws suits and has often resulted in ver large 
awards to the plaintiff. The actuary 8,s. a 
responsibility to be realistic and not to use spurious 
assumptions in order to inflate the damages. 

Finally, one might mention that the new 
guidelines of the Canadian Institute of Chartered 
Accountants may require separate actuarial 
valuations for accounting pur oses and for funding 
purposes. It would be unErtunate if multiple 
valuations became the norm. In theory, perhaps, 
there should be one valuation for the accountants, 
one for the tax department, one for the pension 
regulatory authorities and one for funding purposes. 
Such a situation would be very confusing to the 



users of the valuation reports and damaging to the value the obligations of a pension or insurance plan 
credibility of the actuarial profession. and advise on the funding, has been overshadowed 

It will be seen that the activities of the consulting by a multitude of legal, governmental and social 
actuary in Canada are very varied. In addition to constraints which must be analysed and interpreted 
diversification, more of the work is international. fortheactuary'sclients. 
What used to be the prime function of the actuary, to 


