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While there are no readily available statistics to point 
to, it is generally accepted that the consulting actuarial 
profession in Canada continues to  grow at a fairly rapid 
pace. A small number of consulting actuaries provide 
services in the insurance company area, which has seen 
some significant developments over the last two years. 
However, most consulting actuaries in Canada continue to 
work primarily or exclusively with retirement plans and 
other employee benefit programs, and pensions have 
become a particularly hot topic over the last two or three 
years. The bulk of this report will therefore deal with 
developments in the retirement programs area. 

Introduction 
Recently, hardly a day has gone by when the media 

have not contained some reference to one or more aspects 
of the provision of retirement income. Perhaps the major 
factors contributing to this interest, not necessarily in 
order of priority, are: 

1. Inflation. 

2. Exceedingly generous pension plans in the public 
sector. 

3. The financing of the Canada and Quebec Pension 
Plans. 

4. Pressure from national labour groups to rapidly 
expand the Canada and Quebec Pension Plans, 
coupled with strong criticisms of the private pension 
industry. 

5. The need to find appropriate methods and practices 
relating to the accounting for pension costs. 

6 .  Other influences, such as pressures to eliminate 
mandatory retirement ages, and to provide more 
pension coverage for housewives. 

In all of this governments are of course playing a 
major role. In Canada, the jurisdiction for pension matters 
lies with the provinces except for certain categories of 
employment where the federal government has jurisdic- 
tion. (Categories such as banks, broadcasting stations, 
airlines, shipping companies, and so on, whose operations 
tend to cross provincial boundaries are subject to federal 
legislation, as are businesses in the Yukon and Northwest 
Territories.) This explains why there is a number of 
different acts governing private pension plans, and also 
why Quebec has its own pension plan and is not part of 
the Canada Pension Plan. The Canada Pension Plan itself 
exists at the pleasure of all the other provinces. 

There are now no less than 4 government sponsored 
task forces or Royal Commissions examining the status 
of pensions in Canada. The most recently established 
of these, the Ontario Royal Commission on the Status 
of Pensions in Ontario commenced public hearings in 
February having already received well over 200 written 
briefs, including one from the Canadian Institute of 
Actuaries, and a number from consulting actuarial firms 
and individual actuaries. The Economics Council of 
Canada is also undertaking a major study of Canada's 
retirement income policies. 

In addition, in the last two years two more pro- 
vinces, Manitoba and Nova Scotia, have enacted compre- 
hensive portable pension legislation covering private plans 
and requiring minimum vesting, funding and disclosure 
standards. Only Newfoundland, Prince Edward Island, 
New Brunswick and British Columbia do not have such 
legislation, though New Brunswick does have a limited 
form of legislation. 

Manitoba's legislation has deviated from the others 
in providing for full vesting after 10 years' service instead 
of 10 years and age 45 required under the other pension 
benefits acts. Its legislation is also far more extensive with 
respect to disclosure of information to plan members. It is 
generally accepted that there will be a trend towards more 
stringent vesting requirements (age 40 with 5 years' 
service may be the next step) and greater disclosure 
requirements under the various acts now in force. 

One distrubing tendency has been for the various 
governments to introduce a variety of additions and 
amendments to their pension legislation resulting in con- 
siderable diversity of legislation. This has made life 
particularly difficult for employers whose operations 
cover more than one province. Furthermore, there is no 
formal liaison between the tax authorities and the super- 
visory authorities, resulting in further potential conflicts. 

Through all of this, there is no question that, as 
throughout the free world, inflation has been a major 
disrupting influence and concern over the last few years. 
The average annual inflation rate in Canada has not drop- 
ped below 7.5% since 1972 and was in the double-digit 
category in 1974 and 1975. This prompted the federal 
government to introduce wage and price controls in 
October, 1975 which are to be phased out this year 
commencing in April. 

The impact of controls on retirement and benefit 
programs has been to make employers more aware that 
these programs constitute a major part of the compensa- 
tion package. Furthermore, within certain limits, pension 
plans were permitted to up-grade the accrued pensions 
and fund these without having to include the additional 
costs in compensation; and new pension plans were 
eventually allowed to be established with none of the 
costs - whether for past or future service, being subject 
to controls. This does not appear to have led to any major 
trend to introduce new plans, the economic and political 
environment not having been particularly encouraging. 

Existing pension plans have continued to be up- 
graded relating benefits to earnings levels close to or at 
retirement age. "Final Average" plans have also received 
a break from changes in the Ontario, Quebec and Federal 
pension benefits legislation. With the impact of rapidly 
increasing wages and salaries coupled with poor invest- 
ment returns these plans have been developing significant 
experience deficiencies, which have had to be funded 
over 5 years. At the end of 1976 and beginning of 1977 
Ontario, Quebec and the federal government introduced 



amendments which effectively allow part or all of these plans. It is suggested that the province did not have an 
deficiencies to  be funded over 1 5  years similar to  a new immediate answer but  on  investigation was horrified at  
past service liability created by plan improvements. the size and nature of the unfunded liability and resolved 

Furthermore, Ontario and Quebec now allow addi- to d o  something about it. It is doubtful that this was 

tional liabilities created by strengthening the valuation the Ieason for the but it was probably a 

assumptions or methods to  be funded over 15 years catalyst in the 

instead of 5 years. This is consistent with the federal 
legislation. (In addition, the Quebec and federal legisla- Financing Canada and Ouebec Plans 
tion now requires an audit of  pension fund assets.) Another area of concern to the provinces (excluding 

Quebec which has its own plan), is the Canada Pension 
lndexina and Public Sector Plans Plan (CPP). Contributions to  the CPP after payment o f  

The indexing of pensions after retirement has 
received considerable attention and aroused much con- 
troversy. After mounting criticism of the generous plans 
in the public sector, some of which are fully indexed, 
(notably the federal public service plan), the federal 
government issued a paper entitled "Basic Facts About 
Pensions in the Public Service of Canada". This paper was 
intended to  answer all the criticisms of the public sector 
plans and put the matter to  rest. Instead it aroused so 
much reaction, including a strongly worded statement 
from the Canadian Institute of Actuaries, that an in- 
dependent study was commissioned. 

The consulting firm hired to  d o  this study presented 
its report last fall. This was tabled in the House of Com- 
mons on March 8 ,  and at the same time the government 
announced some changes to the federal civil service plan 
intended to  meet some of the criticisms raised in the 
report. In particular, automatic indexing of  pensions after 
retirement was replaced with a system of so-called "ad 
hoc" adjustments. This stemmed from the government's 
previously stated policy that it should not  lead compensa- 
tion in the private sector, coupled with the consultants 
finding that very few private plans provide automatic 
indexing of pensions, though most have provided ad-hoc 
increases from time t o  time. 

However, the government's system of ad-hoc adjust- 
ments is substantially different from the private sector's 
normal practice, and this and the other changes it has 
introduced have been roundly criticized as doing very 
little while appearing to  do a lot. The strongest critic of 
the government's actions has been the principal author 
of the independent report. 

In another vein, Saskatchewan recently introduced 
radical changes to its public servants' pension plan. From 
a very generous final average plan which required em- 
ployee contributions of as much as 8% of salary, the  
government switched in October of last year to a simple 
money purchase plan requiring contributions of 5% of 
salary from each of the employee and employer. Em- 
ployees in the original plan could elect to  stay in that  
plan but  their contributions were increased by 1% of 
salary t o  a range of from 7%-9% of salary. Full vesting 
under the new plan applies after only 3 years' service. 
Furthermore the new fund's investments are subject to  
essentially the same restrictions as any private plan and 
will no t  be deposited in the province's Consolidated 
Revenue Account. 

It is speculated that all of these changes were the end 
result of the province's seeking financing in New York 
City. One of the questions asked by the New York 
financial community was the amount of  the province's 
unfunded liabilities under their public sector pension 

benefits, administrative expenses, and so on, are "in- 
vested" in provincial debt with the rate of interest tending 
t o  be set at a level below the open market rate for pro- 
vincial bonds, and with the interest payments themselves 
being rolled into further provincial debt. In other words 
the CPP has been a continuous source of  cheap financing 
for the provinces. 

But with the maturing of the Plan and with the 
demographic distortions created by the post-war baby- 
boom the tide is turning. It has been estimated that unless 
some changes are made, net provincial cash flow will 
become negative in the early 1980s and the Plan will 
become bankrupt before the turn of the century. 

Clearly contributions are going to  have to  be in- 
creased and Ontario, which has benefited most from the 
situation to date, now strongly advocates full funding of 
CPP with investment in the private sector along the 
Swedish lines. This has generated considerable debate 
with advocates ranging from those who represent full 
funding all the way across the spectrum to those who 
advocate complete pay-as-you-go. 

The Quebec Finance Minister has also expressed 
some concern about funding the Quebec Pension Plan, 
and has announced his intention to  move Quebec public 
service plans to a fully funded basis from their present 
pay-as-you-go approach. It is perhaps worth commenting 
that the Quebec Pension Plan, while closely paralleling 
the CPP, is invested through what is in effect a Crown 
Corporation. While the fund's assets are largely govern- 
ment debt instruments, a significant portion is invested 
in private sector bonds, equities and mortgages. 

Criticism of the Private Pension Industry and 
Pressures to Expand CPP 

Despite the CPP and QPP's financing problems, 
national labour groups continue to  advocate rapid ex- 
pansion of these Plans, the most extreme demand being 
to  triple the benefit level in stages to  75% of earnings by 
the 1990's, payable without reduction from age 60. The 
potentially horrendous burden this would impose on  
future generations is almost totally ignored. 

Part of the argument put forward by the labour 
groups is that private pension plans are inadequate parti- 
cularly because they d o  not provide universal coverage, 
portability or indexing of pensions. The private pension 
industry has argued that labour's proposals are impossibly 
expensive, but is also beginning t o  acknowledge the 
deficiencies in the private sector. As a result, there is now 
some support, which appears to  be growing, in the private 
sector for mandatory money purchase or  asset accumula- 
tion plans, with full and immediate vesting and locking-in 
of contributions. 



Accounting for Pension Costs 
While all of this debate has been going on, there has 

been growing interest in the pinciples to be adopted in 
accounting for pension costs. In this connection, there has 
been considerable liaison between actuaries and accoun- 
tants in the past two or three years in developing accepted 
principles. Canadian actuaries have actively participated in 
the work of special committees set up by the accounting 
profession both internationally and within Canada, and as 
a result a strong feeling of mutual understanding and 
respect exists between our two professions. 

The Canadian Institute of Chartered Accountants 
has expressed a strong desire to have one actuarial valua- 
tion method adopted universally for accounting purposes, 
probably the accrued benefit method. Also, they are 
emphasizing the need for much greater disclosure in the 
footnotes to financial statements including the highlights 
of plan provisions, total accrued liabilities, total assets, 
unfunded liabilities and funding programs adopted. 

Financial Reporting for Insurance Companies 

There has also been liaison between actuaries and 
accountants in financial reporting for insurance com- 
panies. Federal legislation governs the financial reporting 
of companies writing most of the insurance in Canada. 
New legislation was passed in 1977 which will be pro- 
claimed to take effect for life insurance either in 1978 or 
1979. It is already in effect for accident and sickness 
insurance. 

Under the new legislation, each company's Board of 
Directors appoints a valuation actuary to be responsible 
for the actuarial valuation; in nearly all cases, he must be 
a Fellow of the Canadian Institute of Actuaries. 

The valuation method for ordinary life insurance is 
a prospective valuation method which can roughly .be 
described as 1% year full preliminary term. A modifi- 
cation of that method is used for other forms of life 
insurance and for accident and sickness insurance. The 
valuation actuary selects assumptions which are appro- 
priate to the circumstances of the company and its 
policies, and which are acceptable to the Superintendent 
of Insurance. 

The new legislation permits the auditor to accept the 
opinion of the valuation actuary on actuarial reserves; the 
two professions are working together on this. The new 
legislation requires the opinion of the valuation actuary 
to accompany the government financial statement, as well 
as any published financial statement. 

The responsibility of the valuation actuary under the 
new legislation is broad. The Canadian Institute of 

Actuaries is working on professional standards for valua- 
tion actuaries. 

Other Developments 

The development of standards is in fact a major 
current activity in the profession in Canada. Fellows of 
the Canadian Institute of Actuaries are recognized as the 
only qualified people to sign nearly all of the actuarial 
certificates required under the various pension and 
insurance legislation in Canada. The profession continues 
to work closely with the pension supervisory authorities 
in policing actuarial reports and certificates and is cur- 
rently drafting a booklet of principles and practices 
relating to the valuation of pension plans. 

Other developments in the area of pensions and 
employee benefits programs in Canada have included: 

A trend, more particularly in the private sector, to 
noncontributory pension plans. 

Mounting pressure to eliminate mandatory retire- 
ment ages. In Ontario mandatory retirement is 
currently not permitted before age 65. 

Some concern that Quebec may impose investment 
restrictions on pension and insurance funds requiring 
a significant percentage of funds relating to Quebec 
residents to be invested in Quebec. It is debatable as 
to the extent to which this concern is well founded, 
although it would have to be considered a distinct 
possibility if Quebec were to separate from the rest 
of Canada. 

Growing pressures to provide more pension coverage 
for housewives. Both the Canada and Quebec Pen- 
sion Plans now provide for splitting of pensions 
between husband and wife in the event of marriage 
break-up. The Quebec Plan also provides coverage 
for a limited period for women who drop out of the 
work-force to raise children. Ontario vetoed a 
similar proposal for the Canada Pension Plan. 

The continued popularity of dental plans. 

Some evidence of increasing interest in asset accumu- 
lation plans, such as thrift and savings and deferred 
profit sharing plans. 

Conclusion 

Consulting actuaries have been affected by a number 
of significant developments in Canada over the last two 
or three years, and the provision of retirement income has 
been a consistently prominent issue. There is no doubt 
that the pension debate will continue to rage for some 
time to come, and the consulting actuarial fraternity will 
continue to have a major role to play in the ultimate 
determination of the issues. 


