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Introduction and history 

Pension reform is the setting of minimum 
conditions in pension plans to ensure that 
members are treated equitably. Pension rep,% 
started in Ontario in 1965 with other jurisdictions 
gradually following. It was expected that reform 
would be a continuous affair, but in fact ver little 
happened in the next 20 years until ~askatcxewan 
introduced significant changes in 1980. Thus, the 
legislation being currently proposed is in effect a 20- 
year catch-up, and so is perhaps not quite as wide 
sweeping as might appear. 

Pensions are a sub'ect which the Canadian 
constitution allots to the provinces. Fortunately 
there is a eement that the province in which the 
majority ogf Ian members reside will administer the 
plan on befalf of all the provinces. Thus, a plan 
sponsor need only report to one supervisory 
authority. There are differences in the legislation of 
the various provinces, particularly with respect to 
the effective dates of the legislation. Thus, terms of 
pension plans can vary by jurisdiction, and different 
provisions can apply to members in different 
provinces. Fortunately the provinces have achieved 
in large part a consensus, and the administration of 
pension plans is not too complicated. 

All provinces in Canada except British 
Columbia, New Brunswick, and Prince Edward 
Island have pension legislation. In addition, the 
federal government has legislation that applies to 
companies under exclusive federal jurisdiction such 
as banks, transportation companies, radio, and 
television stations; the federal le islation also 
a plies to the northern territories - t f e  Yukon and 
tRe North West Territories. The most recent province 
to enact legislation was Newfoundland (January 1, 
1985). 

Pension reform has been a lively topic for many 
years. The federal government sponsored a National 
Pension Conference in 1981 in Ottawa, after which 
there was an ex ectation that reform would move 
rapidly. The fof;owing major studies have been 
published both before and after the National Pension 
Conference. 

-Financial Securit for the Elderly in the Province 
of Quebec. ~ e ~ o r t  or~ofirentes, 1977. 
-The Retirement Income System in Canada: 
Problems and Alternative Policies for Reform. 
Federal Task Force, 1979. 
-One in Three - Pensions for Canadians to 2030. 
Economic Council of Canada, 1979. 
-Retirement without Tears. Special Senate 
Committee on Retirement Age Policies, 1979. 
-Report of the Royal Commission on the Status of 
Pensions in Ontario, 1981. 
-Report of the Select Committee of the Ontario 
Legislature on Pensions, 1982. 
-A Consensus for Pension Reform. Canadian 
Association of Pension Supervisory Authorities, 
1982 [CAPSA). 
-Developing a Pension Policy for the Future. 
Province of British Columbia, 1982. 
-Better Pensions for Canadians. Government of 
Canada, 1982 (Green Paper). 

-Proposals for Amendments to the Pension Benefits 
Act. Pension Commission of Manitoba, 1983. 
-Report of the Nova Scotia Royal Commission on 
Pensions, 1983. 
-Report of the Parliamentary Task Force on Pension 
Reform, 198%. 
-Action Plan for Pension Reform and Buildin 
Better Pensions for Canadians. Department of 
Finance, 1984 (Budget Paper). 
- Ontario Proposals for Pension Reform. Treasurer of 
Ontario, 1984. 
-Proposal for Improving the Effectiveness of the 
Private Sector Pension System in Alberta, 1984. 
- Action Now for Tomorrow - The Quebec Policy on 
Retirement Income Security, 1985. 

i was a workshop leader at the National Pension 
Conference in 1981, and was a member of the Nova 
Scotia Royal Commission. 

When I proposed writin this paper, I expected 
that pension reform woufd be virtually a fait 
accompli. While it probably is, it has moved more 
slowly than anticipated. 

The reason has been the effort put into achievin 
a consensus on the part of the various provinces an% 
the federal overnment. This procedure was 
undoubtedly sfowed u by federal and provincial 
elections. Federally a n 8  in Ontario and Quebec the 
government was defeated ,so new players were 
introduced. A high degree of consensus has been 
obtained with respect to the terms of the proposed 
legislation. While originall it was anticipated that 
legislation would all be eiective January 1, 1987, 
this does not appear to be possible and there will 
probably be different effective dates by provhce. 

The new legislation usually applies only to 
benefits earned after the effective date of the 
legislation. 

In early June 1986, the following is the legislative 
situation. 

Federal 
A bill was introduced in 1984 to be effective 

January 1 ,  1987. This bill was not passed before the 
government was defeated in an election in 
September 1984. A bill similar in many respects was 
introduced in late 1985, has had amendments made 
to it, and will probably receive third reading in the 
near future. 

Nova Scotia 
A bill was introduced in May 1985, to become 

effective January 1, 1988. The bill will be studied by 
the law amendments committee of the house, and a 
revised bill will be introduced in 1987. The Nova 
Scotia legislature does not usually have a fall sitting. 

Quebec 
A bill was introduced in 1985 but was not passed 

before the provincial government was defeated in an 
election. It is understood that the new government 
wishes to make changes in the bill to bring it-closer 
to the provincial consensus, and that a revised bill 
will not be effective before January 1,1988. 



Ontario 
The government has circulated, but not intro- 

duced, a bill. They have been eliciting comments 
on the bill, which may result in revisions. The bill is 
supposed to beeffective January 1,1987. 

Alberta 
h bill was introduced in early 1986, but had not 

recelved third readinr! before o orovincial election In 
which the overnmekt was reiurned to power. It is 
expected taat the bill will be reintroduced and 
passed in June. It will be effective January 1,1987. 

Manitoba and Saskatchewan 
Manitoba and Saskatchewan jumped the gun on 

pension reform and have anticipated some, but 
certainly far from all, of consensus items. There is no 
indication as yet if they plan to bring their legislation 
in line with the consensus. 

Newfoundland 
Newfoundland apparently has no plans to 

change its act in the near future. 
There are repeated rumours that New Brunswick 

plans legislation (a bill was introduced but not 
passed in 19811, but British Columbia and Prince 
Edward Island apparenrly rXve no pla- 
l e a ~ s ~ a t ~ o n .  
This paper will concentrate on the provisions of the 
legislation that affect benefits, and will largely 
ignore the provisions that are primaril of an 
administrative nature on the assumption t i a t  these 
are of more limited interest to IACA members. 

No Provision 
To begin it is worth mentioning some proposals 

that have not been included. There is no requirement 
for any company to establish a pension plan. Having 
established a plan there is no requirement that 
membership in the plan must be mandatory for 
employees.- although-the plan sponsor can make 
membershioa condition of emolovment. . - 

One item that had been hotly debated was some 
mandatory form of inflation protection. Both CAPSA 
and the federal Green Paper recommended a form of 
excess interest indexing which received some 
support, and was widel opposed because of 
technical flaws in the metxod proposed. With the 
lessening of inflation, inflation protection has 
temporarily, at least, receded as a priority. As there 
are no requirements, the old proposal will not be 
dealt with in this paper. For a concise discussion the 
interested readers may refer to pp 265-267 of the 
Mercer Handbook of Canada Pension and Welfare 
Plans (CCH Canada Limited, Toronto. 1984). 

Eligibility and membership 
The maximum waiting eriod before an em- 

ployee is allowed to join a pyan is two years. Part- 
time employees who, if full-time, would be eligible 
to join must be allowed to join if they have earned at 
least 35% of covered earnings under the Canada or 
Quebec Pension Plans in each of two consecutive 
calendar years. In 1986, this 35% is $9,030. Once a 
part-time employee has met this requirement, he 
may join the plan at any time and remain a member 
even if his earnings drop below the 35% threshold. 

An employer may establish a separate pension. 
plan for part-time employees if the benefits are 

reasonabl equivalent to those of the plan for full- 
time empYoyees. 

It should be noted that a pension plan need not 
cover all employees, but can be limited to certain 
classes of employees (e.g., salaried employees. 
company officers, etc.) and can exclude certain 
classes (e.g., those represented by a union, hourly 
paid, etc.). 

Termination benefits 
At present (except in Manitoba and 

Saskatchewan) the minimum requirement for 
vesting and locking-in is ten years of service and the 
attainment of age 45 (locking-in means the employee 
ma not withdraw his required contributions). This 
is geing chan ed for benefits earned after the 
effective date of the legislation to two years of plan 
membership. At termination the vested em loyee is 
to have the choice of a deferred pension kom the 
plan, transferring the value of the benefit to the plan 
of his new employer, if the new employer will accept 
it, or transferring the value to an individual 
retirement account that will provide benefits only as 
a pension for life. This last will probably be a variant 
on the present tax-sheltered individual Registered 
Retirement Savings Plan, with the provision 
allowing the fund to be cashed out (subject to tax 
penalties) deleted. 

How the transfer value will be established has 
not yet been laid down. The Canadian Institute of 
Actuaries has published a paper recommending the 
use of market interest rates - i.e., rates comparable to 
those used by insurance companies in establishing 
annuity rates. 

Where a member is not vested and receives only 
a refund of contributions (in fact whereany benefit is 
a refund of contributions), interest must be credited 
at a prescribed rate. It is anticipated that for defined 
contribution plans this rate will be that actually 
earned b the pension fund, while for defined 
benefit p&ns it will be similar to that allowed by 
banks on non-chequing savings accounts. . 

Minimum employer contribution 
On defined benefit plans at least half the pension 

benefit, or commuted value of a pension, which is 
payable at retirement, termination, or death must 
come from employer contrihutions. Employee 
contrihutions in excess of 50% of the value of the 
benefit are refunded to the employee, or used to 
provide an additional benefit. 

It should be noted that this does not apply to 
defined contribution plans where the employer's 
contribution is s eci led as a percentage of the 
employee's contrigutions. Inasmuch as in most such 
plans the employer matches the employee's 
contributions in practice it already a plies. It is not 
prohibited, however, to have a pLn where the 
employer contributes, say, only 50% of what the 
employee does. 

This provision may well be misunderstood by 
employees who will think it requires the em loyer to 
contribute an e ual amount to what .they $0. Such 
will not alwaysxappen. Consider a case where the 
employee is entitled to benefits with a value of 
$10.000. The following table illustrates how the rule 
works for different levels of employee contributions. 

While the two cases at the far right may seen 
extreme, they can occur at young ages, with less 
generous plans, and if market rates are used for 
valuing benefits. 

In the most extreme case the employer 



Employee Contributions 
With Interest NIL $3,000 $5,000 $8,000 $10,000 $12,000 

Em loyer Contributions $10,000 7,000 5,000 2,000 NIL NIL 
Adjitional Employer 

Contributions NIL NIL NIL 3,000 5,000 5,000 
Excess Employee 

Contributions NIL NIL NIL 3,000 5,000 7,000 
Value of Benefit Given 

Employee $10,000 $10,000 $10,000 $13,000 $15,000 $17,000 

contributes 5112 of which the employee does, or 
considerably less than the 100% employees will 
probably expect. Nevertheless, the employee is 
much better off than at present where there may be 
no employer contributions. Current legislation 
requires that the benefit granted must be at least 
equal to the employee's own contribution so the 
benefit granted at present in the extreme case would 
be increased to be worth $12,000. 
This is the on1 place where inflation protection has 
remained. In txe federal bill the emplo er need not 
make the 50% minimum contribution i fhe  provides 
that deferred pensions granted on termination of 
employment will be indexed at 75% of the increase 
in the Consumer Price Index, less 1%. Thus, if the 
CPI increases by 4%, deferred pensions will be 
indexed by 2%. 
It does not appear that the provinces will include a 
similar provision. 

Post retirement survivor benefits 
At retirement the member must elect a form of 

pension of which at least 60% continues to a 
surviving spouse. This ension may be the actuarial 
equivalent of the norma? form of pension, so there is 
no cost to the plan. 

The spouse can waive rights to the survivor 
pension. The survivor pension cannot stop on 
remarriage (this applies to all survivor pensions). 
Common-law spouses are recognized as being 
eligible, except in Nova Scotia. 

This election applies to the entire pension, not 
just that earned from the effective date on, but only 
to retirements occur~ing after the effective date of the 
legislation. 

Pre-retirement survivor benefits 
This is the one area in which the consensus has 

broken down temporarily. 
Ontario requires that the benefit be the same as 

would be paid if the member had terminated rather 
than died. This would be an increase in benefits, and 
costs, as the normal death benefit in a defined 
benefit plan is a return of contributions. 

Death benefits in Canada have been traditionally 
provided by grou Life insurance. This is because 
Canadian tax reguEtions require the death benefit in 
pension plans to be related to the benefit accrued to 
the date of death which gives the smallest benefits to 
young, short service employees whose needs are 
probably the greatest. Further, all pension benefits 
are subject to income tax in the hands of the 
recipient whilegroup insurance benefits are not. 

The Ontario groposal further creates a 
discontinuity in t e death benefit for death 
occurring immediately before as opposed to after 
retirement (100% vs 60%). Alberta and Nova Scotia 
get around this by making the benefit only 60% of 
that payable on termination. 

The federal proposal is still in a different 
direction. If a member is eligible to retire, even on an 

actuarially reduced pension, the spouse gets an 
immediate pension equal to 60% of the ension that 
would have been payable from the memger's normal 
retirement date. In the original federal bill the 
proposal was that if the member were eligible to 
retire early, he would be deemed to have retired on 
the date of his death (possibly with an actuarially 
reduced ension) and elected the 60% survivor 
option. TEe amended federal proposal pays larger 
benefits than the original one. We now understand 
that the original proposal is likely to bereinstated. 

Alberta, Nova Scotia, and the federal government 
limit this enhanced death benefit to s ouses If there 
be no spouse there is only a return ofcontributions. 
Ontario pro oses that the enhanced benefit be 
payable in alfcases. 

Both Nova Scotia and the federal government do 
not require the pension plan to provide these 
enhanced death benefits if equal or greater benefits 
are provided by group life insurance. 

This is obviously an ares in which more 
negotiating must be done. 

Retirement age 
The normal retirement age may not be later than 

age 66. This is to accommodate university and 
schools where the retirement age is frequently the 
end of theacademic year in which age 65 is reached. 

A member must have the right to retire with a 
pension at any time within ten years of normal 
retirement. The pension may be actuarially reduced. 

A member who works after normal retirement 
must be allowed to continue to accrue pension 
benefits unless he has already accrued the maximum 
allowed under the rules of the pension plan. 

Credit splitting on marital breakdown 
Current pension law prohibits any assignment of 

pension benefits (the only exception is that Revenue 
Canada seems to be able to attach pensions-in-pay 
for non-payment of taxes, as well as requiring 
deductions at source for income tax). Thus, spouses 
could not attach pensions-in-pay if support orders 
were not honoured. With pensions being regarded 
more and more as marital property, this has 
frequently created problems if the plan member did 
not have assets to give to the divorced spouse in lieu 
of the pension. The proposed legislation will 
recognize assignments of pension benefits as a result 
of marital breakdown and pensions-in-pay may be 
attached for support or maintenance. The value of a 
deferred pension benefit will be 
determined as if the memb?Kd terminated 
employment on the date of marital breakdown, and 
cannot reduce the member entitlement by more than 
half the pension earned durinathe,mam,iage. 
The division is left up to t e ~ n d ~ v ~ d u a l s  or the 
courts. This contrasts with the requirement in the 
1984 version of the Federal Pension Benefits 
Standards Act which prescribed a rigid method and 
apparently put responsibility on the employer to 



carry out the credit splittin For details of this 
approach, see the Mercer FJulf~tin for October 1984 
(Canada). 
It appears that the value of the benefit assigned to the 
spouse will be kept in a se arate account in her 
name in the plan, which ad& a complication. The 
regulations (as yet unwritten) may allow the value to 
be transferred to the divorced spouse's individual 
retirement account, as ha pens on termination of 
employment. This w o u d  certainly be a much 
cleaner course. 

Sex discrimination 
The sex of a member may not be taken into 

account in determining required contributions, 
ension benefits, eligibility conditions, or ancillary 

genefits. This may be done by using unisex annuity 
factors, higher employer contributions that vary by 
sex, or any other approved method. 

For defined benefit plans this has relatively little 
effect. It means that actuarial adjustments for early or 

ostponed retirement cannot differentiate by sex. 
gut many such plans already used scheduled 
adjustments, such as '/z% for each month between 
normal and actual retirement. Whether the 
adjustment for optional forms of pension can take 
sex into account is not yet clear. It has been argued 
that, as the choice of options is within the control of 
the member, taking sex into account is not 
discriminatory. 

Presumably most plans will comply by making 
the assumption that gives them the most protection 
against anti-selection. 

The major effect will be on defined contribution 
plans. Such plans almost invariably purchase 
annuities for plan memhers as it is impossible to 
justify paying a pension less than the most 
competitive rate available commercially. Obviously 
pension funds cannot always match the best rate 
available. Furthermore, insurance companies 
usual1 use interest assum tions in their annuity 
rates iigher than those wlich actuaries use for 
valuing pension funds, or which supervisory 
authorities will allow in pension fund valuations. 
Thus, if the ension fund matches commercial rates 
there may g e  an immediate unfunded liability 
created. 

Until insurance companies start offering unisex 
annuity rates, it would appear that the on1 option 
open will be for emplo ers to contritute an 
additional amount so that Amales will receive the 
same pension as males do. 

A ain this applies only to benefits earned after 
the effective date of the legislation, although the 
language in the federal bill could be interpreted as 
meaning it applied to all pensions commencing after 
the effective date. 

Public pension offset 
Pension plans in Canada are usually integrated 

with the Canada or Quebec Pension Plans, and less 
frequently with the Old Age Security Pension. 

Those plans that use a direct offset rather than a 
step rate or the ineligible earnin s methods now 
have a restriction. The maximum okset for bach year 
of pensionable service is 1135 of the CIQPP or OAS 
pension at the date of retirement. Further the 
offsetting of OAS benefits is limited to service before 
the effective date of the new le islation. The 
thinking seems to be that, as OAS is a iemo ant that 
is not conditional upon earnings, it shouE not be 
taken into account. 

It has been suggested that plans which accrue 
their maximum benefit over a shorter period than 35 y, e.g. 30 years, should be allowed to offset a 
arger amount of the public pension, e.g. 1130. 

Inasmuch as plans usin other integration 
methods where the allowance k r  the public plan is 
implicit rather than ex licit can still make whatever 
allowance they cons ig r  proper, the limitations on 
the direct offset method appear illogical. 

Disclosure and employee 
representation 

There will be a strengtheningof the requirements 
with respect to information being given or made 
available to employees. In addition, each employee 
will be given annually a statement indicatin 
benefits accrued to date. The details of this will%:i? 
the yet unwritten regulations. It is safe to expect, 
however, that the statement will show em loyee 
contributions, employer contributions in &fined 
contribution lans, and pension benefits earned in 
defined beneit plans. There may also be information 
concerning the vested status of the employee and the 
funded status of the plan. 

All, except Nova Scotia, require plans with over 
50 memhers to establish an advisory committee if the 
majority of members request it. This committee will 
have employee, and possibly ensioner represen- 
tation. Its function is strictly a&isor and it is not 
required that it have any decision-mating authority. 
Nova Scotia seems to be alone in considering 
that better disclosure may make such a committee 
unnecessary. 

Funding 
None of the legislation makes any changes in the 

funding requirements other than to tighten up 
requirements with respect to contributions not made 
when due. The proposed bill in Quebec did make 
changes, lengthenin the fundin period for well- 
funded plans and saortening it for oorly funded 
plans. These proposals made muci  sense, but, 
unless they were ado ted by other 'urisdictions, 
which did not seem Pikely, would have created 
severe administrative complications. It is not 
expected that when Quebec reintroduces its bill this 
proposal will be included. 

A contentious issue in Canada at present is the 
ownership of surpluses. This is really a subject for a 
separate paper. The revised legislation recognizes 
that sur lus can revert to the Ian sponsor if the plan 
rules a fow it. Such a refun$ must be approved by 
the supervisory authorities who may set conditions 
as to how much can be withdrawn. More 
importantly, the legislation requires notice to be 
given to employees if the employer intends to 
withdraw surplus. 

The future 
The current package of reforms to plan 

provisions is quite comprehensive and it is difficult 
to identify major areas for future reform. 

The on1 major item considered in the various 
studies andl not implemented is some form of 
inflation rotection. This is undoubtedly both 
because o f  its potential cost and the lessening of 
inflation in Canada. 

It seems unfair that, when pension plans need 
not be established, to impose expensive provisions 
on those employers who do establish them. For this 
reason, if some form of inflation protection is 
mandated, it will probably be some form of excess 



interest indexing, eliminating the flaws in the 
CAPSA approach. 

Until pension plans are mandatory, it would also 
seem inequitable to impose minimum pension 
requirements, etc. Perhaps the only major step left is 
to make gension plans mandatory, with certain 
minimum enef~t  levels. Those with long memories 
will recall Ontario proposed this in 1963 in a futile 
attempt to make the then proposed Canada Pension 
Plan unnecessary. The idea was opposed then. 

The various Canada governments are concerned 
about the large part of the Canadian work force not 
covered by pension lans. Unless the pension 
industry can improve t i e  coverage, there may well 
be an increase in benefit levels under the Canada and 

Quebec Pension Plans, or alternatively a 
requirement for employers to establish pension 
plans. 

One of the areas in which pension coverage is 
lacking is small business. Paradoxically the 
increased complexity of pension legislation, to say 
nothing of tax legislation (still another par!) 
discourages such emplovers from estab IS in 

ension plans. Some sort i f  simplified plan woul% 
ge very useful. Unfortunately, such a plan developed 
by the Canadian insurance industry has not been 
widely acce ted, quite possibly because it was not in 
the financiirinterest of insurance agents to market it. 
Quite possibly it would be accepted if plans were 
mandatory. 


