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| EDITORIAL |

Do We Learn From The Past?
By: Joe Hornyak, Executive Editor

“Those who cannot remember the past,
are condemned to repeat it.”

• • • •

T

hat is a quote from George Santayana, a philosopher, essayist, poet, and novelist who lived from
the middle of the 19th Century to the middle of
the last. Others have said more or less the same,
most recently, American businessman Donald
Trump – “In life you have to look at past events, and that’s
called history. Too many countries, too many businesses, have
been destroyed by not studying history.”
So clearly, we are aware that by studying history we can
avoid the mistakes of the past. So, why don’t we?
The federal government proposal for Pooled Registered
Pension Plans (PRPPs) comes to mind.
Start by replacing PRPP with Registered Retirement Savings Plan (RRSP). Introduced in 1957, the RRSP’s purpose was
to promote savings for retirement by employees. Introduced in
2011, the PRPP is a plan which will allow employees at businesses without pension plans and the self-employed to save for
retirement.
That is eerily similar. Also eerily similar were the concerns
circulating in the early 1950s about the adequacy of employer
pension plans and the benefits available to retiring workers.
Fast forward to the middle of the first decade of this century
and we have debates on pension coverage and the decline of
employer sponsored pension plans. One proposed solution was
to increase the CPP, but that was rejected at this time on the
grounds that the current economic conditions could not support
a cost increase to businesses.
In 1957, when RRSPs were put in place, eight years later, the
CPP was established.
If we have learned from history, can we expect CPP benefits
to be hiked in eight years?
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the magazine from being visually overwhelming. And we even
increased the size of the type to make easier to read.
However, what has not changed is the content. We will continue to provide insightful information to help plan sponsors
manage their pension and benefit plans.
This issue has one other change. However, few of you will
have noticed it.
We’ve gone ‘green.’
Our magazine is now printed on Forest Stewardship Council-certified paper products. This certification ensures that the
paper used is environmentally appropriate from the forest floor
to the shipping door.
So welcome to the new look, environmentally friendly
Benefits and Pensions Monitor. We hope you enjoy it
and welcome any comments. Just eMail me at jhornyak@
powershift.ca.
BPM

Mary McLaughlin, George Weston
Mark Newton, Heenan Blaikie
Graeme Ozburn, RBC Dexia
Ted Patterson, Humber Centre for
Employee Benefits
Stuart Plummer, CIBC Mellon
John Poos, Omers Sponsors Corporation
Angela Vidakovich, Brookfield
Robert Weston, Omers

Editorial advisory board members meet informally and are consulted
when appropriate to their areas of expertise, interest or jurisdiction.
The members bear no responsibility for the contents of the magazine.

�

Advertising Sales
John L. McLaine, Frank Torelli
(416) 494-1066 Fax: (416) 494-2536
Website Advertising, Heather Field
(416) 494-1066 Fax: (416) 494-2536

President & CEO, D. Brian McKerchar
Vice-President,
Administration & Circulation
Cathy McKerchar
For all subscription inquiries,
fax to Cathy McKerchar
at 416-494-2536
e-mail: cathy@powershift.ca

B&P Monitor December 2011 issue - BNP Paribas Inv Partners HONG KONG.eps 1 12/8/2011 6:26:47 PM

www.bnpparibas-ip.com

simon.segall@bnpparibas.com

philip.gelsheimer@bnpparibas.com

Global investor,
local partner

Hong Kong
www.bnpparibas-ip.com

BNP Paribas Investment Partners is a top tier asset manager with solid expertise in
over 60 capabilities including:
•
•
•
•
•

US Equity
Global Sector Equity
Thematic Global Equity
Global High Income Equity
Quantitative Global Equity

• Global Real Estate Securities
• Global Emerging Markets Equity
• Asia Equity ex Japan
• China Equity & Fixed Income
• Emerging Fixed Income

•
•
•
•
•

Global Fixed Income
LDI
Infrastructure
Clean Energy - private equity
Funds of Hedge Funds

•
•
•
•
•

Balanced Solutions & Lifecycle
Global Tactical Asset Allocation
Currency Management
Structured & Indexed Products
Environmental Markets

To learn about our full range of investment capabilities visit www.bnpparibas-ip.com or contact a member of our sales team.
Simon Segall (416) 365-3983 - simon.segall@bnpparibas.com
Philip Gelsheimer (416) 365-3981 - philip.gelsheimer@bnpparibas.com
© Copyright by BNP Paribas Investment Partners Canada Ltd., 2011 - all rights reserved

7

Go to page 3 CONTENTS

admin@powershift.ca

| PEOPLE |
industry. Over the years, it evolved into a
diversified educational services organization focused on the needs of employers.

Russell
Don Ezra is co-chariman, global consulting, at Russell Investments. He joined the
firm in 1984 and was the first president
of Russell Canada. Now, he will work
alongside the Canadian institutional team.
Renata Klemensowicz is senior institutional sales and client service associate.
She has been with the firm for more than
27 years. Ralph Loader is chief strategist, institutional Canada. He brings
more than 35 years of institutional investment experience to his position which
will see him provide senior level direction
in strategic and business planning.

Ezra

Industrial Alliance
Sandra Moroz is associate director,
customer relations; Toms Lokmanis is
investment specialist; and Maria Amoroso is a senior financial education specialist at Industrial Alliance’s Toronto,
ON, group savings and retirement sales
and service office. Moroz will have the
responsibility for the servicing of all
clients in Ontario and Western Canada. Lokmanis will be responsible for
supporting business development managers in new investment only sales and
for servicing investment only and CAP
clients in Ontario and Western Canada.
Amoroso will service clients in Ontario.

Loader

Amoroso

Invesco
Anik Paquet is vice-president, institutional investments, Eastern Canada, and
Cinnamon Russell is vice-president,
institutional investments, Western Canada, for Invesco Canada. Most recently,
Paquet was a principal at Mercer Investment Consulting. Russell is returning to
the west coast after heading up the national
accounts team of Invesco in Toronto, ON.
T. Rowe
Bruce Winch is director of business
development for T. Rowe Price Canada. He will be responsible for sales
and related new business development
activities in Canada, working out of the
firm’s Toronto, ON, office. He has more
than two decades of industry experience,
most recently with Invesco Ltd. where
he served as senior vice-president, institutional investments, with oversight
responsibility for institutional sales and
client service activities in Canada.
8
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Paquet

Winch

Moroz

Lokmanis

Russell

Keohane

FKI
Graydon Watters, founder and president
of the Financial Education Institute of
Canada, passed away on October 21.
Founded in 1984 as Financial Knowledge
Inc. (FKI), it initially served the educational needs of advisors in the investment
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Klemensowicz

HOOPP
Jim Keohane will become president and
CEO of the Healthcare of Ontario Pension
Plan (HOOPP) at the beginning of 2012,
following current CEO John Crocker’s
planned retirement which takes place at the
end of December. Keohane, currently its
CIO and senior vice-president, investments,
has led the transition of its adoption of a liability driven investment strategy enabling
it to maintain its fully funded status.
Caisse de dépôt
Pierre Miron is executive vice-president,
operations and information technology,
and member of the executive committee
at the Caisse de dépôt et placement du
Québec. Prior to joining the Caisse, he
held various management positions with
CGI Group.
Manulife
Adam Neal is Canadian head of sales and
relationship management for Manulife
Asset Management. He was previously
with Pyramis Global Advisors where he
was responsible for institutional investment
management sales focused on the Defined
Benefit, foundation, and endowment marketplace in Ontario and Western Canada.
Brandes
Scott Fraser is regional director for
Southwest Ontario at Brandes Investment Partners & Co. He has more than
15 years of industry experience and was
most recently a regional sales manager at
a Canadian investment firm.
Addenda
Brian Minns is sustainable investment
specialist at Addenda Capital. Most
recently, he was with the responsible
investing team at the Canada Pension
Plan Investment Board.
BPM
Submit your People items for
consideration for publication in
Benefits and Pensions Monitor to:
admin@powershift.ca
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PRT Possible
DB Solution
Ailing Defined Benefit pension plans
could be rescued by insured pension risk
transfer (PRT) solutions, says a report
by Dietrich & Associates, Inc. ‘Pension
Risk Transfer Solutions: Adding Guarantees to the Defined Benefit Fixed Income
Conversation’ says while the benefits of
PRT solutions are clear to professionals
who have experience working with these
institutional insurance products, they are
not part of the broader pension investment conversation which relies on more
traditional market valued (non-guaranteed) investment products. PRT solutions come in many different shapes and
sizes, but all employ financial guarantees
backed by the large, well-capitalized life
insurance companies.
Workplace Health
Strategies Needed
Canadian employers need a comprehensive set of strategies to promote
healthy workplaces, says Emmanuelle
A. Gaudette, manager, prevention and
health promotion, at Standard Life. In
the ‘Key Factors for Effective Workplace Prevention and Health Promotion’ session at the Conference Board of
Canada’s ‘Benefits Summit 2011,’ she
said healthy workplaces are necessary
because the disability costs in Canada
are huge. Since the cost of disability
and healthcare are directly related to
employee health risk factors, a strategy
to change employee behaviours and
management practices to create healthier workplaces can pay off for employers and employees, she said.
Policies Attempt To
Counter Minimum
Contribution Trend
Funding policies appear to be an attempt
to counter the trend towards minimum
Defined Benefit pension plan contributions, says Lorraine Allard, a partner in the
tax group at McCarthy Tetrault. Speaking
on ‘Defined Benefit vs. Defined Contribution: The Pros And Cons Of Each From
A Legal Perspective’ at its ‘First Annual
Pension Seminar,’ she said, however,
there is no statutory requirement to have
these documents. She called the CAPSA
guideline unclear as it requires employers
10

10

to draft these policies even though it is the
administrator who governs the plan. And
it does not articulate its purpose except to
say that it is meant to establish a framework for taking into account relevant factors where listed.
Extra Contributions
Good Idea Today
Defined Benefit pension plan sponsors
may want to consider making additional
contributions to their underfunded plans
now, says Andrew Hamilton, of Aon
Hewitt. He told the session ‘Pension
Plan Funding – Are we having fun yet?’
at the ACPM Ontario Regional Council’s ‘impACT 2011: From Family Law
to Funding – Key Concerns for Plan
Sponsors in Ontario’ that companies are
doing well now and sitting on record
amounts of cash. Besides the benefits of
a tax deduction for these extra contributions, there are a number of other considerations. For example, reaching an 85
per cent solvency funding ratio would
take them past the threshold for annual
valuations. 		
BPM
ADDENDA
The following were not available for
the Money Managers’ Directory in the
October issue of Benefits and Pensions
Monitor:
HAHN INVESTMENT STEWARDS
Robyn Graham, Vice-president Institutional Services; 26 Wellington St. E.,
Toronto, ON M5E 1S2 PH: 416-8483347 X 307 Fax: 877-342-4246 eMail:
rgraham@hahninvest.com Web: www.
hahninvest.com/index.php Investment
Professionals: 5 Established: 2001
SSQ FINANCIAL GROUP Marc Trépanier, Vice-president - Business Development, Individual and Group Saving;
1245, Chemin Sainte-Foy, Ste. 1-210,
Box 10510, Station Sainte-Foy, Quebec
City, QC G1V 0A3 PH: 418-650-3457
(5215) Fax: 418-688-3848 eMail: marc.
trepanier@ssq.ca Web: www.ssq.ca
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| Letter |

W

PRPP Article
Misses Boat

ell there are so many holes in
the assertions made in the article
‘Will PRPPs Exist In Group RRSP Twilight Zone’ by Greg Hurst in the October
issue of Benefits and Pensions Monitor
that I will look at only a couple.
The first is the suggestion that these
plan members are left on their own with
no plan sponsor to help them. In most
cases where a licensed broker has sold
a group RRSP, these plan members are
transferred into a section of the Universal program that is identified by the
advisor and the plan member now has
access to individual advice and the ability to access enhanced payout products
in many cases.
Secondly, the suggestion that banks
are a great way to go as they are regulated is disingenuous, as many of the
retail mutual funds so lovingly sold
under KYC (Know Your Client) have
deferred sales charges and higher overall
management expense ratios.
Lastly, if a plan member opts for the
safety of guaranteed investments, the
insurance platform is more competitive
and more flexible than any bank plan.
In the case where no advisor exists,
often the plan member benefits from
slightly better fees, plus they can have
access to internal licensed advisors if
provided by the insurer.
It is also important to note that several of the insurance providers also offer
the same IMF as the source plan so if
this is a big concern, it is easily negated
without having another set of rules and
regulations to further complicate the
poor plan sponsor’s life.
Neil T. Craig BA, RPA
Senior Pension Consultant
Stevenson & Hunt Insurance Brokers Ltd.

For FREE Daily News Alerts, visit
www.bpmmagazine.com/benefits_news.html
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| TREND SPOTTING |
Plan Members Really Want,’ published
in the ‘Rotman International Journal
of Pension Management,’ says RRSP
investors, DC plan participants, and
those considering the proposed Pooled
Registered Pension Plan program can
benefit. “Simply targeting a level of
replacement income and having pro-

ted.patterson@humber.ca

Personalized Funds
Improve Outcomes
Personalized risk-based target date
funds would improve investment outcomes for the 80 per cent of Canadians who are not members of a public
sector pension plan, says PŮR Investing Inc. Its research paper, ‘What DC

Incentive Pay
Encourages
Health Program
Participation
While incentive pay to encourage participation in health and productivity programs is a common practice in the U.S.,
the number of organizations implementing this strategy in Canada is on the rise,
says a new survey from Towers Watson.
Its ‘2011/2012 Staying@Work’ survey
shows a quarter (26 per cent) of Canadian employers are planning to offer
some type of financial reward in 2012
to individuals who participate in their
health management programs, from
the 13 per cent who currently do so. In
2011, health and productivity costs as a
percentage of payroll totaled just over
17 per cent in Canada, up from 12.6 per
cent in 2009.

www.humber.ca/ceb/ppac.html

Sandvik Developing
Global Strategy
Sandvik AB will develop a global pension risk management strategy in more
than 15 countries, including Canada. The
global engineering group, headquartered
in Sweden, will use Mercer to provide
multiple global actuarial, pensions, and
benefits services for more than 40,000 employees internationally.
Clients Positive
Towards Gold,
Some Bonds
Schroders’ intermediary clients from
Europe, the Middle East, and Latin
America have positive sentiment
towards certain government bonds and
gold. Its research reveals almost half
believe that German, UK, and U.S.
bonds will yield between two to four
per cent in five years’ time and 31 per
cent believe the same bonds will yield
four to six per cent. Attitudes towards
gold are optimistic with almost 40 per
cent believing that the gold price will
reach at least $2,000 per ounce in two
years.
BPM
12
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fessionals managing their investments
would be welcomed by many who are
currently required to do it themselves,”
says Mark Yamada, president and CEO
of PŮR Investing Inc. and the paper’s
co-author.
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| SPONSOR’S DESK |

SPP – Canada’s Existing PRPP
By: Daniela DiStefano

W

hat began 25 years ago as a Defined
Contribution plan for homemakers
and farmers without access to traditional retirement plans has grown
into a fund serving more than 30,000
members, including small businesses and employees
throughout Saskatchewan and the rest of Canada.
Warren Wagner is the chairman of
the board of trustees for the Saskatchewan Pension Plan (SPP). He says the
plan is designed to be flexible, portable,
and voluntary, making it an attractive
choice for those looking to accumulate retirement funds for themselves or
their small business employees without having to deal with complicated
and time-consuming requirements.
Warren Wagner

SASKATCHEWAN
PENSION PLAN
Q: What options are available with SPP?
The plan has two options. The balanced fund is where the
majority of funds are situated and these are professionally managed.
We also have a short-term fund where people may choose to start
to move their money out prior to retirement, as they are getting
closer to ultimately withdrawing their funds from the plan.
Q: How do members stay informed?
We deliver education programs through newsletters, on
the website, and through the telephone contact centre. At the
moment, we are trying to drive more traffic to our website and
enhance the information capabilities there. Most people are
searching the site for answers and then calling the toll free line
for additional information. We are looking at not giving advice
so much as education whether it is financial literacy or just
knowledge about the pension plan itself. It’s actually a virtual
plan so access to the plan and interaction with members is primarily through telephone and Internet.
Q: What is SPP’s understanding of the proposed
Pooled Retirement Pension Plan (PRPP)?
In many respects the Saskatchewan Pension Plan is today a
model of what we see being described for the future PRPP. We have
14
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a broadly based plan that’s available to employees today where there
are no requirements to build anything different and there is no new
administration required. What our team has today, tomorrow
we could call it a PRPP and start accepting more contributions.
Perhaps the only area we would have to look at would be our
small business plan. We currently have the ability to organize
plans for small business. However, because we are an agency of
the Ministry of Finance, we operate under different legislation. At
this time, the maximum contribution is $2,500 a year. We have a
number of people that use SPP as a Small Business Pension Plan
and it operates with the same options and managed expense ratio.
The opportunity for us to build on that under a PRPP model
is quite extensive.
Naturally, we support the idea of having cost-effective access
to retirement plans for Canadians and we have a record of doing
that for more than 25 years at a managed expense ratio of around
one per cent with very high customer satisfaction. In the conventional marketplace, that is less than the two to 2.5 per cent
for some retirement or mutual fund products. So, clearly people
would have an advantage if they had been with us for 25 years.
If we look at the keys for the PRPP, we are talking about
accessibility to a pension product that is easy to understand.
SPP is an easy-to-understand plan with a history of excellent
management and good governance.
Q: What do you see as the draw for members
coming from outside the province?
About five per cent of our members do not live in Saskatchewan. We’ve had people who have heard of us through their own
research or news of pension reform and have joined. Typically
we don’t market outside the province, but as a virtual plan we
can be accessed from anywhere.
Q: Has there been government interest from outside
the province?
The Saskatchewan Minister of Finance, Ken Krawetz, has
spoken about SPP to his counterparts many times and we have
provided input to the Financial Services Group that worked on
behalf of Minister of State (Finance) Ted Menzies and Federal
Finance Minister Jim Flaherty to prepare a plan to go forward
for a PRPP. I believe other provinces have a general awareness
of how SPP functions. As provinces discuss what they want the
PRPP to look like, I believe it will come up more because we are
not just a theoretical model. We are a working model with a 25
year operating record and have the practical knowledge. BPM
Daniela DiStefano is staff writer for Benefits and Pensions Monitor
ddistefano@powershift.ca
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| HEALTH MATTERS |

It’s A SAD Time Of The Year
By: Caroline Tapp-McDougall

W

hile it’s normal for most of us to experience a mild winter ‘slump,’ the shorter days
and early evenings may also result in fullblown depression. The culprit – Seasonal
Affective Disorder (SAD) – is a form of
depression specifically related to seasonal change that affects
women more significantly than men.
Research finds that those who live in northern countries are
more susceptible to the winter form of SAD than those who live
near the equator, so Canadians are particularly at risk. It is estimated that as many as two to three per cent of Canadians will
experience SAD at least once in their lifetime. SAD accounts
for approximately 10 per cent of all cases of depression and it’s
more common among adults over the age of 20 than it is among
children and teenagers. For reasons unknown, the risk tends to
decline after age 50.
Rhythms And Patterns
While there is no definitive answer, theories about the causes
of SAD focus on our circadian rhythms which are physical,
behavioural, and psychological changes that occur over a cycle of
approximately 24 hours. While these circadian rhythms are produced internally, they are also greatly influenced by the amount
of light in one’s environment. Less light means that melatonin,
a hormone that regulates our sleep/awake schedule, is generated
in larger quantities, making us prone to feel tired and drowsy.
Simply put, people with SAD may produce too much melatonin.
The symptoms of SAD vary from person to person, but they
typically appear in October and November, worsen in January
and February, and lessen in March/April. The most common
indicators of SAD include:
 low energy/fatigue
 irritability, anxiety, and/or despair
 lack of concentration
 social withdrawal
Many of these symptoms mimic those of other types of
depression or chronic physical conditions which can make
SAD difficult to diagnose. As a result, it is generally considered
a last resort when other explanations have been ruled out and
obvious changes in mood and behaviour have been observed
for at least two consecutive seasons.
SAD may be hard to identify within the workplace, so awareCaroline Tapp-McDougall is the publisher
of ‘Caregiver Solutions: For Today’s
Family Caregiver’ and author of ‘The
Complete Canadian Eldercare Guide’
solutions@bcsgroup.com
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ness is key. It is important to keep an eye out for those who may
be at particular risk and take steps to keep a person’s mood and
motivation steady throughout the year.
Of note, individuals who have rotating shifts and fluctuating
sleep routines may be at increased risk of SAD because their
serotonin levels have been shown to be lower. These workers
have also been shown to sleep 1.5 hours less than those with
permanent daytime jobs (that is, those with hours between 7
a.m. and 7 p.m.) and they usually present with more symptoms
of stress and health complications.
Promoting socialization, exercise, and frequent breaks can
help reduce the negative effects of isolation and fatigue and foster a positive work environment.
Since a healthy diet can make a world of difference, increasing the availability of healthy foods in the workplace may be a
priority in your ongoing campaign to support employee wellness.
Doing things that make a person feel good can improve their
mood. Encouraging activities such as having fun in the sun and
30 minutes of exercise a day are what experts recommend to
raise spirits since exercise has been shown to relieve stress,
increase energy levels, and boost mental health.
As with most health conditions, the earlier treatment begins,
the better. Sufferers should not feel as if they have to tough it
out on their own. 
BPM
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European Retail Property
Offers Investing Opportunities
By: John Danes & Melissa Reagen

S

restricted across the entirety of Europe which should help limit
olely domestic Canadian property investors looking
oversupply and any subsequent rental declines.
to broaden their property holdings globally may not
Investment opportunities within the retail property type in
consider the European property market as part of
Europe are supermarkets and discount retailing. These are low
the potential investment opportunity set given the
risk, defensive assets which could suit
Eurozone crisis. Uncertainty
investors looking to remain on the lower
around how the debt crisis gets resolved
Supermarkets Gaining A Larger
end of the risk spectrum. Retail properties
makes it difficult to quantify the risk
Share Of Non-food Retail Sales
have more defensive income properties relaround the potential outcomes.
ative to the other property types in Europe
So it is only prudent for domestic
such as office or industrial. For example,
Canadian property investors to ask ‘Why
retail income streams are more secure for
invest in European property when the
multi-tenant shopping centres than for
Canadian economy and property markets
single tenant offices or distribution wareremain some of the strongest in the develhouses. Supermarkets are increasingly
oped world?’ Although a valid question,
selling a wider range of non-food goods to
broadly passing over an entire region as
take advantage of their buying power and
economically and politically diverse as
lower property costs. This has eroded high
Europe creates a risk of failing to capture
street and shopping centre market share in
micro market dynamics.
non-food sales, particularly in the United
In our opinion European retail, in parKingdom. Such assets still look attractive
ticular, provides significant upside poteneven in markets where the overall retail
tial relative to the other property types in
spending outlook.
Europe because of its distressed pricing
levels and income defensive nature.
Distressed Selling
For investors looking to take on more
Varies Considerably
risk, attractive opportunities exist among
For investors not familiar with the
Source: Fripp Sandeman & Partners, April 2011
shopping centres in the southern peripheral
European retail property market, it varcountries where some assets are trading at
ies considerably across the continent due
70 per cent plus discounts from 2007 prices due to distressed
to differences in economic growth, consumer preferences, and
selling.
supply constraints. So although Southern Europe, for examInvesting in European retail properties may seem quite
ple, is likely to experience a prolonged period of poor retail
risky given the uncertainty facing the Eurozone, but there
sales growth as government spending is cut and economies are
are potentially attractive investment opportunities for invesrestructured, retail assets could trade at attractive pricing levels.
tors along the entire risk curve. Investors looking for less risk
Investors interested in taking on less risk may find Germany
should focus on supermarkets with long leases in Germany or
and the Nordics appealing as these economies remain much
the Nordics, while those looking to take on more risk should
stronger with much stronger consumer spending growth profocus on the southern peripheral countries where deep disjected. As well, more bargains in property will be found in the
counts can be found. BPM
Eurozone should it enter another recession. Such bargains are
unlikely to exist in Canada as investors flock to Canadian property given its safe haven status, pushing up prices.
Canada has much stricter land use regulations which has
John Danes is head of
prevented an onslaught of new retail supply over the years, parEuropean office research
ticularly that of big box retail. Few supply constraints exist in
and Melissa Reagen is
Spain and Eastern Europe while Germany and the Nordics have
head of property research –
much stricter planning controls on new shopping centre develAmericas at Aberdeen Asset
opment, aiding stronger rental growth. Development funding
Management.
from either equity or debt sources is projected to remain very
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www.aberdeen-asset.ca

Investing in global real estate markets
requires first-hand knowledge

That’s why we like to keep our feet on the ground.
Global real estate markets present Canadian investors with new
opportunities to diversify their domestic property portfolio. But
gaining access to some markets and identifying the future longterm champions can be challenging.
At Aberdeen, we believe active real estate investing requires a
strong local presence to truly understand the conditions on the
ground. We don’t rely on others for our research. We do the job
ourselves: thoroughly, professionally and on location.

With some $33 billion1 invested in direct and multi-manager
strategies, Aberdeen is among the world’s largest investors in
global real estate markets2. We’re also part of an independent
asset management group, meaning our clients’ interests and
our own remain aligned.
For guidance to the potential opportunities within international
real estate markets and more information on Aberdeen’s global
property expertise, please contact Renee Arnold on 416-777-5570
or visit us at www.aberdeen-asset.ca.

www.aberdeen-asset.ca
1
September 30, 2011. 2 The Institutional Real Estate Letter-North America, October 2011. This information is not intended as an offer, recommendation or advice with respect
to the purchase or sale of any security, and is for informational purposes only. The views expressed herein are not intended to be relied upon as a forecast or guarantee of future
results. Investments in property segregated mandates and property pooled funds may carry additional risk of loss due to the nature and volatility of the underlying investments.
Property segregated mandates and property pooled funds may not be available for investment by Canadian investors unless the investor meets certain regulatory requirements.
There is no recognized market for property and there can be delays in realising the value of property assets.
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20 YEARS OF
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INDUSTRY CHANGE
Tone Set From First Issue

B

have sat on the Benefits and Pensions Monitor
editorial advisory board (see the chart on this
page). From the beginning, board members
have had a valued role in setting the magazine’s direction and providing valuable feedback on each issue.

enefits and Pensions Monitor
set the tone for its editorial
coverage with the very first
issue.
That ‘newspaper-ish’ looking issue had, as its main headline, an article
by Dr. Ken Dychtwald, a psychologist, gerontologist, documentary filmmaker, entrepreneur,
and author of 16 books on aging-related issues,
which warned about the ‘Age War In 2011?’
Twenty years later, more and more warnings
are being heard about the impact of aging Baby
Boomers on not only the pension system, but the
healthcare system and, according to a report by the
Canadian Centre for Policy Alternatives, the tax
system as they turn to the government for financial
assistance in their old age.
Never Heeded
Sadly, Dychtwald’s warning was never
heeded. The pension system in Canada
was been allowed to erode prompting
many to now question the adequacy of
savings for retirement given the recent
financial crises and the pessimistic view
on financial markets going forward.
Today, Benefits and Pensions Monitor’s relationship with Dychtwald comes
full circle. His article on page 22, ‘Is
Retirement Getting Better or Worse?’,
looks at the views and attitudes of boomers on longevity, money, and how they
will spend their retirement.
It also kicks off our ‘20 Years Of Industry Change’ which features industry leaders from across the board looking at the
changes over the past years, significant
events, and trends as well as offering their
thoughts on the present and what the future
will bring. Along the way, a few even wish
the magazine ‘Happy Anniversary.’
The section also includes a listing of
the various industry participants who

20
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Since Day One
We continue our ‘20 Years Of Industry Change’ report with a letter from John
McLaine, who has been publisher of the
magazine since day one. It can be found
on page 69.
Finally, pages 70 and 71 provide a pictorial look back at the celebrations that
marked the magazine’s original milestones.
We hope you enjoy what follows and invite you to save this
issue to compare it to the thoughts and views that come from the
authors who contribute to our 25th Anniversary issue. BPM

Editorial Advisory Board
Since the launch of Benefits and Pensions Monitor in December of 1991, the editorial advisory board has played a significant part in setting the editorial direction
of the magazine.
To mark the occasion of our 20th Anniversary, we would like to acknowledge the
contributions of these people:
John Andrew
Randy Bauslaugh**
Helen Bain
Michael Beswick
Paul Black*
Wendy Brodkin**
Sylvie Charest**
Fran Cooper
Bruce Curwood**
Rudy Dabideen**
Kevin Dougherty
Michael Doughty
David French*
Mike Gillis**
Bruce Grantier
Thomas Holmes*

Cathy Honor
Tony Houghton
Greg Hurst**
Joe Jany
Joan Johannson**
David Jones
Louise Koza
Paul Lewis*
Frank Livsey*
Patrick Longhurst
Marilyn Lurz**
Karen Matsubayashi**
Mary McLaughlin**
Karen Millard
John Mills
Mark Newton**

Steve Nowers
Graeme Ozburn**
Ted Patterson**
William Pearo*
Stuart Plummer**
John Poos**
Paul Pugh
Patricia Smith
Marcelle Sprecher
John Staric
Gary Stoller
Irene Stone*
Angela Vidakovich**
Robert Weston**
* Member of original board
** Currently member of board
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20 YEARS OF INDUSTRY CHANGE
Retirement Planning:

Is Retirement
Getting Better
or Worse?
By: Ken Dychtwald

E

xactly 10 years ago, in 2001,
Age Wave, in partnership with
SunAmerica Financial Group
and Harris Interactive, conducted the
‘Re-Visioning Retirement Study.’ This
groundbreaking investigation was the
first to look beyond basic financial and
demographic issues to reveal the emotions, attitudes, expectations, and behaviours of pre-retirees and retirees. The
study revealed that the majority of
Americans thought they’d be able
to comfortably retire in their early
to mid-60s. And, thanks to a lifetime of savings, guaranteed company pensions, and rock solid government entitlements, most thought
they’d be able to afford decades of nonworking leisure.
Then things changed … dramatically.
Rocked by events and reactions associated with 9/11 and then the recession,
the stock market showed virtually no net gain during the last 10
years and many people saving for
retirement suffered losses in both
investments and home values. Unemployment rates are now hovering near 10
per cent, making it difficult for many to
get by, let alone save for retirement. And
the government is running a $1.3 trillion
deficit, putting into question the sustainability of retirement entitlements such
as Social Security and Medicare. At the
same time, the massive baby boomer
generation has begun moving into their
retirement years. This vast generation
brings both new expectations and hopes
for retirement, as well as lower savings
rates and greater uncertainty for how
they will fund their increasingly long
lives.
22

22

The Wake-Up Call
To find out how all of the changes of
this past decade have impacted the public, Age Wave, SunAmerica, and Harris
Interactive again joined forces to conduct ‘The SunAmerica Retirement ReSet Study,’ (for a complete study report,
visit www.retirementreset.com).
The 2011 survey of men and women
aged 55 and over revealed that while many
were shaken up over this past decade, they
are emerging wiser, more disciplined, and
with a new, more pragmatic approach to an
entirely new kind of retirement.
It found 78 per cent of the respondents said that
they

‘While it’s natural
to think that early
retirement is most
likely a sign of
financial success,
it’s not anymore.’

can still have a fulfilling retirement by
being more financially
disciplined. In fact, most believe
they can still ‘get there from here’ –
although, for many, ‘there’ is now envisioned more realistically. For example,
in one of our focus groups, a pre-retiree
said that before the recession he was
hoping that in his retirement, he’d get
to play all great golf courses in Europe.
Now, he said, he’d be quite satisfied to
play all great public courses in New Jersey!
When we asked the survey participants if they’d like to live to 100, a
whopping 67 per cent said yes! But longevity has its potential problems. Their
biggest worries about living a very long
life were:

Benefits and Pensions Monitor | December 2011

Go to page 3 CONTENTS

 losing their health
 being a burden on their family
 running out of money
On the other hand, they viewed the key
benefits of extended longevity as:
 continuing to remain productive
 developing deeper relationships with
their family
 the chance to be around to witness
new discoveries and watch the world
evolve
What the pre-retirees in the study told
us is that if you’re going to wind up living to 80, 90, or even 100, it would probably be wise to work longer. Whether
driven by financial practicality or a desire
to live a more engaged and productive
life, 77 per cent of pre-retirees say they
would ideally like to include some
work in their retirement. And
when we point-blank asked
what the primary reason
would be, the number
one response was the
stimulation and satisfaction that continued
work offers. Money
was also important, but
it ranked second.
People increasingly
recognize that new economic realities and new
retirement dreams mean new
financial solutions are needed. People
have become far more cautious and now
say that protection from losses is the top
priority for retirement investments. And
what did these 55 plus men and women
say was their biggest financial worry at
this stage in their lives, it was the unpredictability of tax increases downstream.
One of the interesting insights that
emerged from the study had to do with
asking retirees from all walks of life
if they had retired earlier or later than
they had planned. While nine per cent
reported that they had retired later, more
than five times as many (49 per cent) said
that they had retired earlier than they had
planned. While it’s natural to think that
early retirement is most likely a sign of
financial success, it’s not anymore. The
top reason people give for early retirement is unexpected health problems.
Many people now recognize that

20 YEARS OF INDUSTRY CHANGE

retirement preparation is not a do-ityourself project and that they need guidance to set a new, more predictable path
toward successful retirement. Many now
strongly feel that financial education
should be a lifelong process, with 92 per
cent saying that financial management
should even be a standard part of high
school education.
And yesterday’s version of the fasttalking stock broker is passé. Today,
people want a financial advisor who listens and understands what is important
to them. They’re seeking a trustworthy
advisor who speaks their language and
can help them identify solutions that are
specific to their needs and priorities.
Is Retirement Getting
Better Or Worse?
We asked all 1,000 or our pre-retirees
and retirees whether they thought that
retirement would be better or worse for
the boomers. And the answer we heard
was ‘it will be both.’ People said that
boomers will have less government entitlements, less money, and less respect
from younger generations (which probably won’t bode well for their receipt
of intergenerational entitlements). On
the other hand, they believed that in
this new era of retirement, compared to
previous generations, boomers will be
more active and youthful, more likely to
continue to learn and grow in maturity,
and that they’d ultimately be living more
interesting lives.
BPM
Dr. Ken Dychtwald is a
psychologist, gerontologist, documentary filmmaker, entrepreneur, and
author of 16 books on
aging-related issues.
Investment:

 here Are The
W
Good Old Days?
By: J. J. Woolverton

O

ne of the problems in being
around this industry too long is
being around this industry too

long. There have been numerous changes
over the decades – but, what would any
industry be without evolution?
It is time to take a trip down Memory
Lane.

Pre-’60s
This was the time when pension plans
were just getting off the ground. The
investment side of the pension equation was managed by the institutions –
mainly the banks, trust companies, and,
to a lesser extent, insurance companies.
These institutions had prior relationships with either the institution itself
(e.g., custodian services) or with senior
management. Fixed income dominated
the investment structure – with mortgages being one of the asset classes. The
other asset classes were bonds, cash, and
Canadian equities. It was simple.
The investment approach was purely
qualitative. There were no benchmarks,
no measurement services, and no consultants. The portfolio managers set investment policy based on their outlook for
the components of the capital market.
Investment managers refer to this period
as ‘paradise lost.’
The ’60s
Very few changes took place in this
decade. The institutions still dominated.
Balanced fund management was the vehicle of choice and ‘active’ management
began to arrive. In the prior decade, pension investments were, typically, a small
part of the whole corporate-institutional
relationship, and, as a result, the monies
were managed, basically, for ‘free.’
In this decade, investment counseling
firms began to emerge and brought in a
new concept: fees-for-service. Unfortunately, as these counseling firms began to
compete, they were up against the institutions which charged very low fees (if any).
As a result, to this very day, we have, basically, the lowest management fees of any
developed country. The plan sponsors win.
Let’s add U.S. equities to the investment structure. This was not considered
as an asset class at this stage as Canadian
money managers used U.S. stocks as a
way to complement their Canadian holdings by adding industries not available in
Canada (e.g., drug companies, high-tech
companies, manufacturing, and consumer staples).
The ’70s
More counseling firms began to

arrive in this decade; however, the
ground-swell was yet to come. This
decade witnessed the most significant
growth in pension assets. As a result,
pension fund sponsors began to diversify, not only by asset class, but, also by
manager – thus began the era of ‘specialty’ management.
There was one major black cloud that
occurred in this decade: the introduction
of the Foreign Property Rule – setting a
limit of 10 per cent on foreign holdings
for pension funds. This ‘forced’ Canadian money managers to stay at home
and, to this very day, this would prove
to be the greatest negative impact on the
growth of Canada’s money management
community. As most firms around the
world were building up global expertise,
Canadian firms fell behind as it was not
economical to build global expertise for
only 10 per cent of the pension pie.
Performance measurement took hold
in this decade with the introduction of
peer group samples.
This was also the last decade where
the investment manager ‘ruled’ the
investment policy decision.
Enter the age of the consultant.

The ’80s
Forty per cent of the investment
counseling firms that were around for the
next three decades had their beginnings
between January 1, 1980, and December
31, 1985. Consultants took over the role
of formulating asset mix policy – previously the realm of the portfolio manager. Specialty management continued
to grow and new asset classes emerged
(international equities, real estate, venture capital, and cash).
Whereas the ’60s and ’70s provided a
low-return investment environment, the
’80s delivered mid-teen returns for the
North American equity market. As well,
bonds produced double-digit returns.
Life was good.
Consultants found that managers had
style – and began to place managers in
well-defined boxes.
The ’90s
There were more changes in this
decade than in any previous decade.
This was the decade of the proliferation
of investment products and investment
vehicles – indexation became popular,
and new asset classes were added (Canadian small cap, emerging markets, assetbacked securities, real return bonds,
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20 YEARS OF INDUSTRY CHANGE
country funds, high-yield corporates,
hedge funds, private equity, etc.).
Up until this decade we had heard
the term ‘globalization; however, now it
became a reality.
For the Canadian money management
community, there was more competition
from outside our borders. This was the
result of the Foreign Property Rule being
raised to 20 per cent, putting Canada on
the radar screen for foreign money management organizations. Twenty years
ago, there was one firm in the top 40
managers that was 100 per cent foreign
owned. Today there are 16 that are 100
per cent foreign owned.
This was also the decade where the
consulting community handed over the
reins to the plan sponsor, as plan sponsors began to treat the pension fund as
a business division of the company.

‘ … Foreign Property
Rule … ‘forced’ Canadian money managers
to stay at home.’
Although the ’90s still provided low
double-digit returns for the North American capital market, cash flows from pension plans began to slow. This was also
the decade where there was a mass exodus from Defined Benefit pension plans
to Defined Contribution plans – perhaps
good for corporations, but, so very, very
bad for plan participants.
As well, we moved away from peer
group performance measurement to
benchmark-driven comparisons.
The Aughts
The ‘lost’ decade. Capital market
returns fell well below expectations. We
began the decade with the second worst
recession on record since the Depression and finished the decade with the
worst recession since the Depression.
The lower returns resulted in an increase
in the unfunded ratio of pension plans –
which is where we are today.
24
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The good news for the plan sponsors
was the elimination of the Foreign Property Rule, creating the opportunity to
place more monies outside of Canada. As
luck would have it, Canada then became
the best performing world market over
the decade. Timing is everything.
Liability driven investing became popular in this decade. Over the five decades,
we moved from asset mix policy through
asset/liability matching to LDI – basically, just the order of the names changed.
Also, a new asset class: infrastructure.
One other major change over the past
five decades has been in the ‘time frame’
used for measuring investment success.
In the ’60s, the most popular benchmark
at the total fund level was the Consumer
Price Index. This provided money managers and plan sponsors with a time horizon of around 10 years. In the ’70s and
’80s, the time frame declined to around
four years – with peer group comparisons being the most popular measurement tool. In the ’90s and Aughts, the
time frame shrank again to less than three
years as performance was now against
various indices. Manager turnover within
the investment management structure has
increased in each of the past five decades.
The Future
Going forward, life gets a lot more
complicated. Political events will
have a negative impact on shaping the
economies of many countries around
the world – resulting in a more risky
investment environment throughout the
decade. As well, below-average returns
from capital markets will result in larger
pension deficits, as performance is not
likely to match the internal hurdle rate
of most pension plans. For the capital
markets as a whole, there will be more
regulation and legislation which will
cause more uncertainly. Risk might not
be rewarded.
BPM
J.J. Woolverton (CFA)
is chairman of Guardian
Capital LP.
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Legal:

Pension Law
Developments
– The Last
20 Years
By: Justice Eileen E. Gillese

W

hat has happened in the field
of pension law over the last
20 years? It is that question
which I have been asked to address in
this article. The answer to that question
begins with an observation about the
‘Pension Benefits Act, R.S.O. 1990, c.
P.8.’ While there is comparable legislation throughout most of Canada,1 for
ease of reference I will refer to the legislation simply as the PBA.
The PBA is unusual legislation. It
contains no stated objectives or goals. It
sets out no guiding principles. There are
no provisions that govern contentious
issues such as surplus ownership and
contribution holidays. Instead, the provisions in the PBA are directed at more
discrete issues such as eligibility requirements for membership in a plan, vesting,
locking in, portability, employer contributions and interest (the 50 per cent rule),
and the disclosure of information.
Fallen To The Courts
This is not a criticism of the PBA. It
is an observation that helps us understand
what has happened in the field of pension
law in the last 20 years. Because the PBA
does not establish a framework of general
legal principles governing pensions, that
task has fallen to the courts. Thus, the
past 20 years have seen an unprecedented
number of pension cases before the courts
and the emergence of a legal framework
within which disputes and problems in
the pension field can be resolved.
This development has been accelerated by the large number of pension
cases decided by the Supreme Court
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fewer than eight pension cases. Apart
from Schmidt and Burke, it rendered
decisions in Monsanto Canada Inc. v.
Ontario (Superintendent of Financial
Services);4 Boucher v. Stelco Inc.;5 Bank
of Nova Scotia v. Thibault;6 Bisaillon
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of Canada. Beginning with Schmidt v.
Air Products Canada Ltd. (Schmidt),2
which was decided in 1994, and ending
16 years later with the most recent case
of Burke v. Hudson’s Bay Co. (Burke),3
Canada’s highest court has decided no

v. Concordia University (Bisaillon);7
Buschau v. Rogers Communications Inc.
(Buschau);8 New Brunswick (Human
Rights Commission) v. Potash Corporation of Saskatchewan Inc. (Potash);9 and
Nolan v. Kerry (Canada) Inc. (Nolan).10
This list does not include the numerous Supreme Court of Canada decisions
in which pensions provide the factual
impetus for the litigation, but which
are decided based on constitutional and
family law principles.11
The pension law cases decided by the
Supreme Court can be grouped into two
categories. The first category consists of
single issue decisions. While each of the
cases in this category resolves an important issue, the reasoning is based on the
application of existing legal principles
from other areas of law, rather than on
the development of general legal principles applicable to the field of pension
law. In this category, I would place cases
such as Potash and Bisaillon. In Potash,
the Supreme Court held that age discrimination is permissible and employees must retire by the age specified by a
term of the pension plan, so long as the
term is contained in a “genuine” pension
plan. In Bisaillon, the Supreme Court
held that plan members do not have
access to the courts to resolve pension
disputes if they (or at least a majority of
them) are covered by a collective agreement and the collective agreement refers
to the pension plan.
The second category of cases consists
of those which have helped to develop
the framework of general legal principles
mentioned above. I would place cases
such as Schmidt, Buschau, and Nolan in
this category. A brief comparison of the
conclusions reached in these three cases
is illustrative of the development that has
taken place in the courts over the course
of the past two decades.
Foundational Case
Schmidt is the foundational case in
Canadian pension law. It warrants frequent rereading. For the purposes of this
article, the point to take from Schmidt
is found at paragraph 90: “if the pension fund (or any part of it) is impressed
with a trust, all issues relating to pension

26
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benefits and surplus entitlement must be
decided based on trust principles, rather
than according to contract law. In short,
if pension assets are held by way of a
trust, trust principles apply to resolve
pension disputes.”
However, both Buschau and Nolan
make it clear that trust law principles do
not always prevail, despite the fact that,
in both cases, the pension assets were
held in a trust. In Buschau, the pension
plan members sought to rely on the trust
law rule in Saunders v. Vautier,12 which
enables beneficiaries to end a trust. The
Supreme Court refused to apply the
rule. In Nolan, the court held that plan
expenses could be paid for from the trust
fund and the company was permitted to
“cross subsidize” as a means of satisfying its contribution obligations.

‘Because the PBA
does not establish
a framework of
general legal
principles governing
pensions, that task
has fallen to the
courts.’
What do we make of these apparently
contradictory legal conclusions? Do trust
principles apply or not? Do they always
‘trump’ other considerations? The
answer to these questions lies in recognizing that the decisions are only apparently contradictory. When the reasoning
behind the court’s conclusions in these
cases is closely examined and understood, it is clear that the court continues
to recognize the foundational principles
laid down in Schmidt, but that the legal
challenges in Buschau and Nolan called
for a more nuanced legal response.
It would have been nice to give a
simple answer to the question of whether
trust principles always apply and/or
28

28

‘trump’ other considerations. Simplicity has a great attraction, particularly
in legal matters. Among other things, it
promotes certainty and predictability.
Nuanced Legal Answers
On the other hand, an overly simplistic legal model would hamper the
courts’ ability to construct appropriately
nuanced legal answers. Can one achieve
clarity and certainty without sacrificing
fairness and flexibility? In my view, the
development of pension law over the last
20 years has been characterized by a balancing of these competing goals.
I offer two concluding comments.
First, pension law is a very new area of
law. The legal system has done a remarkable job of establishing and developing
a framework of principles for this new
area in record time. Where other areas
of law have taken hundreds of years to
develop, pension law has undergone
much of its foundational development in
under two decades. While credit for this
lies with the courts, much credit must
be given to the lawyers who argued the
cases in the courts and those behind the
scenes who worked with the lawyers. I
am firmly of the view that the quality
of decision-making in the pension field
reflects the quality of that advocacy.
Second, while the field of pension
law has undergone rapid development,
there are a number of important issues
that have yet to be explored. While it is
always risky to engage in crystal ball
gazing, I would hazard to venture that
one such area is the fiduciary obligations
of those involved in plan administration.
Issues include:
 Who is a fiduciary?
 What is the nature and content of the
fiduciary obligations that are owed?
 To whom are the duties owed?
 When?
 How are such duties properly discharged?
 Does it matter if the pension plan
in question is a Defined Benefit or
Defined Contribution plan?
Limited guidance can be found on
this matter in the PBA;13 thus, if history
is any indication, it will fall to the courts
to develop the necessary general prin-
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ciples and framework. In meeting this
challenge, I expect that the courts will be
required to again make decisions based
on reasoning that meets the competing
goals of simplicity and flexibility.
So, stay tuned for what will undoubtedly prove to be another interesting 20
years in the field of pension law! BPM
Justice Eileen E. Gillese,
of the Ontario Court
of Appeal, is a former
Superior Court Justice
and is dean and professor
of law of the Faculty of
Law, the University of Western Ontario.
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Pension Benefits Standards Act, R.S.B.C. 1996, c. 352;
Employment Pension Plans Act, R.S.A. 2000, c. E-8;
Pension Benefits Act, C.C.S.M., c. P32; Pension Benefits
Act, S.S. 1992, C. P-6.0001; Pension Benefits Act, S.N.B.,
1987, c. P-5.1; Pension Benefits Act, 1997, S.N.L. 1996, c.
P-4.01; Pension Benefits Act, R.S.N.S. 1989, c. 340.
2. [1994] 2 S.C.R. 611.
3. 2010 SCC 34, [2010] 2 S.C.R. 273.
4. 2004 SCC 54, [2004] 3 S.C.R. 152.
5. 2005 SCC 64, [2005] 3 S.C.R. 279.
6. 2004 SCC 29, [2004] 1 S.C.R. 758.
7. 2006 SCC 19, [2006] 1 S.C.R. 666.
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11. See, for example, Best v. Best, [1999] 2 S.C.R. 868;
Law v. Canada (Minister of Employment and Immigration), [1999] 1 S.C.R. 497; Boston v. Boston, 2001 SCC
43, [2001] 2 S.C.R. 413; Sarvanis v. Canada, 2002 SCC
28, [2002] 1 S.C.R. 921; Authorson v. Canada (Attorney
General), 2003 SCC 39, [2003] 2 S.C.R. 40; Hodge v.
Canada (Minister of Human Resources Development),
2004 SCC 65, [2004] 3 S.C.R. 357; Withler v. Canada
(Attorney General), 2011 SCC 12, [2011] 1 S.C.R. 396.
12. (1841), Cr. & Ph. 240, 41 E.R. 482.
13. See s. 22 of the PBA.

Pension Reform:

Two Decades
Of Pension
Reform
By: Ian Markham

W

hat an era of pension regulatory change we’ve lived
through over the past 20

years ... and what more is yet to come.
In this magazine’s inaugural issue
in December 1991, the editorial by its
then editor, Robin Schiele, focused on
the new regulatory system governing
tax rules for retirement savings, which
had gone through a tortuous process of
increasingly complicated proposals during the 1980s. Twenty years ago, that
complex new system was in the forefront of pension stakeholders’ minds and
it has since had a significant effect on
individual savings patterns.
In the mid-1990s, as the weaknesses
of the pension adjustment mechanism
within the tax system became widely
felt by mobile workers, we saw the
re-introduction of pension adjustment
reversals. However, that did not alter the
conclusion reached by many plan sponsors that the system made Defined
Contribution plans appear more
attractive than Defined Benefit
arrangements. Administrative
complexity began to motivate
some private sector employers to adopt simpler designs
such as group RRSPs.
Pension Standards
The 1990s also saw changes
to pension standards in some of the
provinces with a shift to two year
vesting, minimum employer contributions to DB plans, and
spousal protection, amongst
other changes. Solvency
funding had been imposed as
a means of enhancing benefit
security in the event of plan wind-up in
that round of reforms, which had begun
in some jurisdictions in the mid-1980s.
However, in those days, long bond yields
were at such high levels that solvency
valuations were somewhat ineffectual
and caused little distress. Gradual phasein of the new solvency funding rules at
the time (and the 1993 ‘too big to fail’
compromise in Ontario) meant that the
full burden of solvency funding did not
hit until after the market events of 20012002.
An oft-voiced frustration by plan
administrators in the 1990s was the lack
of uniformity between jurisdictions –
oh, if only that were still the largest frustration we now faced in the regulatory
system! In retrospect, those were indeed
the good old days.
Back in the early 1990s, human
resource officers played a critical role

in decisions about pension plans. This
continued through the late 1990s. The
stories of the day were employer contribution holidays and plan surpluses being
used to finance early retirement windows and improvements. This era ended
in the 2001-2002 ‘perfect storm’ of falling equity markets and decreasing long
bond yields. The impact of the market
changes were amplified by the ending
of the initial phase-in period allowed by
some jurisdictions for solvency funding,
as well as the maturing of employee populations – both of which became major
forces driving up employer DB contributions.

pension plans and are slowly emerging
in Ontario. Alberta and British Columbia, after a promising start with a Joint
Expert Panel report, have yet to generate draft legislation or detailed proposals
for change. Manitoba and, most recently,
Nova Scotia have also moved to modernize their pension standards.
This century, three major forces have
shaped stakeholder decisions and government policies:
 Falling yields, rising costs – When this
magazine came on the scene in 1991,
long-term Government of Canada
bond yields were in the range of nine
per cent. Today, they are in the range
of 2.6 per cent. To put this another way,
if those were actually the yields on
30 year strip bonds, a promise to pay
$1,000 in 30 years’ time would have
been priced at $75 then and $463
now. It’s no wonder that retirement plans put in place then
seem unaffordable now!
While part of the solution
might be to direct a larger
share of total compensation
towards retirement saving, it
is clear that the private sector envisages that the solution must include re-setting the
retirement income target to a new,
lower level, to rebalance the relationship between current lifestyle and
retirement lifestyle. Many Canadians
are postponing their planned retirement age as a result.
 Listening to employer concerns –
Coming into this century, DB surpluses – and disputes over surplus
ownership – were common. Critical
court decisions in Monsanto, Kerry,
and Transamerica, among others,
helped to define the future direction
of reforms in this area, but led many
finance officers to become increasingly concerned about the problem of
‘trapped capital,’ whereby employer
contributions to finance solvency
deficits could end up being trapped
as surplus within the pension fund
and made inaccessible to the plan
sponsor. These concerns led many
sponsors to minimize their contributions. Meanwhile, governments and
pension regulators faced criticism as
a result of high-profile plan windups that left members with smaller
benefits than promised. They were
understandably keen to maintain, or
even accelerate, solvency funding to

‘ … senior finance officers
have increasingly become
the primary decision-makers
regarding pension plans … ‘

Canadian and international accounting rules
for pension plans also moved to
require mark-to-market discount rates
and increased disclosure. As a result,
senior finance officers have increasingly
become the primary decision-makers
regarding pension plans and they tend to
frame decisions in terms of the financial
risk to the corporation, with less emphasis on facilitating HR objectives such as
tax-efficient compensation or workforce
planning.
Other notable regulatory reforms
have included the introduction of phased
retirement provisions and the elimination of foreign content limits on pension
investments.
Slowly Emerging
We are now in the midst of a new era
of reforms to the minimum pension standards. The consultations that occurred in
2007-2009 will lead to new rules in most
jurisdictions. The details are largely in
place for Quebec and federally regulated
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ensure pension funds would be sufficient to settle all of their obligations
in the event of wind-up. Thankfully,
politicians saw the merit of temporary
solvency relief to bridge the gap to a
new system in which trapped capital
and wind-up risks can be balanced
through innovative plan designs and
security mechanisms such as letters
of credit.
 Risk shifting – Financial turbulence
has caused a sea change in the management of financial risks for DB
plans. We have now moved to an
increasing focus on employer risk
mitigation, with one major outcome
being an inexorable move from DB
to DC, not only for future hires, but
increasingly for current DB plan
members. More creative solutions are
being found in a few instances, but
are often blocked by existing regulatory and legal frameworks. This trend
will have the attention of policy makers going forward and the voluntary
Guidelines for Capital Accumulation
Plans, published by CAPSA in 2004,
emphasize the increasing importance
of plan governance and will no doubt
play a part in future regulatory policy
affecting DC plans.
Future Reforms
The private pension system is in a
precarious state. As risks are transferred
gradually from employers to employees through DC plans and risk-sharing
mechanisms, especially in the private
sector, and as basic financial literacy
remains a laudable, but elusive, goal of
policy makers, we are already beginning
to see litigation relating to DC plans
arising from management of investment
funds and employer communications to
employees concerning DC choices.
Meanwhile, we have seen pension
coverage decrease steadily in the private sector. The proposed introduction
of Pooled Registered Pension Plans
(PRPPs) across the country may offer a
partial, but modest, solution. Increasing
the benefits offered by the Canada and
Quebec Pension Plans could be another.
Either way, there will be some effect on
private pension plans as the public pen30

30

sion system expands with plan sponsors
seeking to integrate their own pension
coverage with that of the state, which
will probably cause employers to face
additional regulatory issues.
Of course, there may yet be other surprises in store in the round of reforms of
minimum pension standards that are about
to be rolled out. It never ends!
BPM
Ian Markham is
Canadian retirement
innovation leader at
Towers Watson.

Plan Design:

Innovations In
Pension Design
And Delivery:
By: Keith Ambachtsheer

G

ood retirement income systems
have two key dimensions: sustainable designs and effective
pension delivery institutions. Over the
course of the last 20 years, Canada has
shown itself to be an innovator in both the
pension design and delivery spaces. On the
design front, observers from other countries continue to marvel at Canada’s ability to reform a major element in the public component of its pension system: the
Canada and Quebec Pensions Plans (CPP/
QPP). On the delivery front, the creation
of the Ontario Teachers’ Pension Plan
(OTPP) set a new global gold standard in
the design of pension delivery institutions.
Fixing The Future
Studies in the early 1990s showed
that CPP/QPP finances were on a trajectory that would require steadily rising
contribution rates to fund benefit levels
as the boomer cohorts moved to retirement in the decades ahead. Clearly, some
adjustment mechanism needed to be
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introduced. To his credit, then-Finance
Minister Paul Martin took the lead in
finding a solution acceptable to his
government and to his provincial partners. After some hard bargaining, it was
agreed that CPP/QPP contribution rates
would effectively double over a sevenyear period, putting the plans back in the
black.
The other key reform element was the
creation of the CPP Investment Board
(CPPIB). Federal-provincial agreement
was reached to use the organization
design model adopted for the OTPP as
the basis for the design of the CPPIB.
In a foreword to Bruce Little’s excellent
book ‘Fixing the Future,’ which tells the
CPP reform story, CPPIB’s first Board
Chair Gail Cook-Bennett writes: “In
March 1999, the CPPIB received $12.1

‘Canada’s
innovation has
since been copied in
various ways …’
million from the administrators of the
CPP in Ottawa. The money was immediately invested …This little-noticed
event heralded the practical beginning of
an exciting and closely-watched public
policy initiative: using capital market
returns to help sustain the retirement,
survivor, and disability benefits promised by a national pension plan.”1
Canada’s innovation has since been
copied in various ways in a number of
countries including Australia, Ireland,
New Zealand, Norway, and Sweden.
Redesigning Pension Delivery
The CPP/QPP pension reform story
was preceded by an equally remarkable
pension delivery innovation story with
origins in the 1980s. Ontario’s treasurer
at that time was Robert Nixon who was
increasingly dissatisfied with the organizational structures of Ontario’s public sector
pension plans. This led to the creation of

www.institutional.invesco.ca

Risk is part of life.
Manage it well.
Invesco has the strategies and worldwide
institutional investment expertise you need.
Get to know Invesco. With professionals on the ground in
virtually every major world market, our defined benefit
plan solutions go beyond our traditional DC offerings
to include a broad suite of domestic and global institutional
strategies. We offer traditional equities, quantitative
equities, fixed income and alternatives such as absolute
return strategies, private equity and real estate.
And with a dedicated institutional sales and service team
in Canada, we tailor the delivery of our products and
services to meet the needs of your plan and your
jurisdiction, whether through institutional separate
accounts, pooled funds or other investment arrangements.
Find out more at www.institutional.invesco.ca or
call us at 416.324.7442.

Invesco and all associated trademarks are trademarks of Invesco Holding Company Limited, used under licence.
© Invesco Canada Ltd., 2011

31

Go to page 3 CONTENTS

20 YEARS OF INDUSTRY CHANGE
a task force chaired by Malcolm Rowan,
charged with examining the effectiveness
and efficiency of the province’s pension
plans, and to make recommendations for
improvement where appropriate. The task
force tabled its wide-ranging report ‘In
Whose Interest?’ in 1988.
The most important outcome of the
report was the creation of the Ontario
Teachers’ Pension Plan in 1990. It was
set up as an autonomous organization
responsible to the Ontario Teachers’
Federation and the Ontario government,
but operating at arms-length from them.
A key design element was that its ninemember board of directors would be
selected not just based on their ‘passion
and loyalty to the cause,’ but also based
on the collective competence and experience required to oversee the operations
of a complex financial institution.
In an article published in the Rotman International Journal of Pension
Management, OTPP’s first CEO Claude
Lamoureux gives a compelling ‘insiders’
account of his initial conversations with
first Board Chair Gerald Bouey about
taking the CEO job. Lamoureux insisted
that if he were to take the job, the board
should allow him to “run OTPP like a
business,” including being able to pay
market compensation to his executive
team. The board agreed and, as the saying goes, ‘the rest is history.’ Today, 20
years later. OTPP is recognized as the
global gold standard in pension management and delivery.2
Once again, this Canadian innovation has been copied both inside Canada
and around the world. For example, just
recently New York City Mayor Michael
Bloomberg and Comptroller John Liu
announced their intention to adopt the
OTPP model for NYC’s $120 billion of
pension assets.
Not Done Yet
None of this is to say that Canadians
should now rest on their laurels. Not
when five million private sector, middleincome workers are not members of an
employment-based pension plan. After
four years of research, debate, and discussion, we have decided to address this
problem through a new vehicle called the
32
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Pooled Registered Pension Plan (PRPP).
Much remains to be done to turn the
PRPP concept into an effective, practical
solution for these five million workers.
Time to roll up our sleeves once
again.			
BPM
Keith Ambachtsheer is
director of the Rotman
International Centre for
Pension Management at
the University of Toronto
and a strategic advisor
to major pension funds
around the world.
1. Bruce Little, ‘Fixing the Future,’ Rotman/UTP Publishing, 2008.
2. Claude Lamoureux, ‘Effective Pension Governance: the
Ontario Teachers’ Story,’ Rotman International Journal of
Pension Management, Fall 2008.

Economics:

Global Economic
Trends Of The
Past Two Decades
By: Sal Guatieri

T

he past two decades have witnessed several major economic
events. The technology boom
and bust, the collapse of the U.S. housing bubble, the 2008 financial crisis and
resulting Great Recession, and the formation (and now possible destruction) of the
European currency union, to name just a
few. Through all of the ups and downs,
five major economic trends have emerged:
 Lower inflation: Although inflation
has climbed recently due to higher
energy and food costs, the trend for
the past two decades has been downwards (Chart 1). After averaging more
than 20 per cent in the first half of
the 1990s, global CPI inflation hovered near four per cent for the past
five years. More strident monetary
policies that target steady inflation
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in many developed economies have
anchored price and wage expectations. Technology-driven productivity gains and the shift of global manufacturing toward low-cost regions,
such as China and Southeast Asia,
have also reduced inflation pressures. With commodity prices easing
recently, most analysts expect inflation to be restrained in the future.
 Lower interest rates: Reflecting the
downward trend in inflation, interest rates have fallen fairly steadily in
the past two decades. For example,
the 10-year Government of Canada
bond yield declined from an average
of nearly nine per cent in the first half

‘ … developing
economies now
account for half
of global economic
activity …’
of the 1990s to 3½ per cent in the past
five years (Chart 2). For the economy,
lower rates have supported business
investment and homeownership. However, for retirees looking for decent
returns on their fixed income assets,
the lower rates have reduced retirement income. Unfortunately for them,
interest rates are likely to remain low
until the advanced economies more
fully recover in the years ahead.
 The Emergence of Emerging Market Economies: Led by China and
India, the developing economies
now account for half of global economic activity, compared with barely
a third in the early 1990s. Driven by
rapid rates of modernization and
urbanization, the developing economies have grown at an average
annual rate of six per cent in the past
decade, compared with a moderate
two per cent pace for the developed
economies. The G20 Summit meeting has replaced the G7 meeting as
the focal point for global initiatives.
Going forward, the fast-growing

developing economies could provide
more attractive investment opportunities than the slower-growing
advanced economies.
 Higher commodity prices: Reflecting the strong demand from emerging
market economies, commodity prices
have turned sharply higher in the past
decade relative to other prices. Oil
prices, for example, have averaged
$80 per barrel in the past five years,
a four-fold increase from the first
half of the 1990s (Chart 3). Higher
commodity prices have temporarily
lifted inflation and reduced consumer
purchasing power. However, they
have also supported Canada’s major
resource-producing provinces – such
as Alberta, Saskatchewan, and Newfoundland and Labrador – with all
three provinces outperforming the
national average in the past decade.
Expected continued healthy growth
in the developing economies suggests
that commodity prices will stay elevated for some time, supporting the
earnings of resource companies.
 Aging population: Falling fertility rates and an aging baby boomer
cohort have raised the average age
of the population in many advanced
economies. The median age of Canada’s population has climbed to 40
years from 33 years in 1990. China’s
massive population is also aging
due to its one-child policy. An aging
population will increase the dependency ratio and challenge governments
to restrain growth in pension liabilities and healthcare costs. Unless
future retirees plan to work longer,
an aging population could slow economic growth and, ultimately, limit
investment returns.
The five major economic trends of
the past 20 years are expected to continue in the next couple of years. Inflation and interest rates should remain
low as advanced economies reduce their
debts, while continued healthy growth in
the emerging economies should support
commodity prices. 
BPM
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Healthcare:

Drug Plans
Erode Over
Last 20 Years
By: Mike Sullivan
The world ushered in 1991 with
the start of the Gulf War. It’s hard to
believe here we are 20 years, two different President Bushes and the first African-American president later. In 1991,
Nintendo unleashed the Super Nintendo
in North America, while today a billion
dollar video game is released to incredible fanfare with warnings to the public
that its scenes are so realistic, some
users should refrain from playing – a
far cry from the days of Mario Brothers. Bryan Adams put Canada centre
stage with the biggest hit of 1991 at
the same time as the USSR collapsed
and Boris Yeltsin was the first elected
President of Russia.
Twenty years ago last month, Freddie Mercury, the lead singer for Queen,
died of complications relating to AIDS,
while basketball legend Magic Johnston announced to the world he had
contracted HIV. Today, Magic is
a shining example of the wonderful
advances we have made in drug therapy.
44 New Drugs
In the decade that spanned 1982 to
1992, 44 new drug products (i.e. new
chemical entities) were approved by
the FDA. In the 10 years that followed,
nearly four times as many new drug products (156 in total) were approved, including blockbusters such as Lipitor, Nexium,
Effexor XR, Viagra, and Remicade.
The last 20 years has seen the advent
of two distinct generations within the
pharmaceutical industry – the Blockbuster
Drug Era and now the Specialty (biologic)
Drug Era. The advances that have been
made in drug therapy since 1991 have
been nothing short of remarkable.
34
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The most highly touted drug launch
of 1991 was Imitrex (sumatriptan) for
migraine headaches, followed by Paxil
(paroxetine), the third entry into the
SSRI class of anti-depressants. Fast forward to today and we have seen Lipitor,
Prevacid, Effexor XR, Altace, Zithromax, and a whole host of other major
brand drugs released onto the market
with generics now available.
The pharmaceutical industry has
discovered new classes of blood pressure lowering agents, anti-depressants,
and cholesterol lowering medications
over the last two decades in addition
to developing biologic drugs to treat
autoimmune disorders such as Rheumatoid Arthritis and MS. We have seen an
explosion of oncology products, best

‘ … little has
happened in Canada
... regarding the
management of
prescription drug
plans …’
represented by a new
wave of targeted oral
cancer drugs that allow
patients to take their chemotherapy at home.
The last 20 years have truly been the
golden era for drug therapy advances and
the pharmaceutical industry. There are
many industry watchers and stock market analysts who feel the glory days of
the pharmaceutical industry have come
and gone and while one may debate its
future, there is no mistaking how much
better off patients are today with the
advances we have seen since Operation
Desert Storm was launched.
There is also no mistaking how little
has happened in Canada during that time
regarding the management of prescription drug plans. For example:
 We have seen Lipitor rise to become
the biggest selling drug in history
and turn generic 18 months ago – yet
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nearly half of Canadian plan sponsors
still do not have mandatory generic
substitution in place.
 Back in the 1990s, there were no
viable drug treatments for MS.
Today, not only do we have an
arsenal of injectible biologics to treat
MS, we also now have targeted oral
therapies. Yet, there isn’t a single
prior authorization program in Canada that limits the coverage of these
MS therapies – which cost tens of
thousands of dollars annually, based
on the subtype of the disease.
 In 2011, the distribution channel of
medications is still controlled by retail
pharmacy that is arm’s length from
the plan sponsor. Pharmacy still has a
business model based on volume and
churning out prescriptions, rather than
rewarding medication management.
 The vast majority of plans continue to
be administered by stakeholders who
have as much interest in controlling
costs and ensuring appropriate utilization as I do in becoming a professional tango dancer.
All of us involved in the provision and
management of drug plan benefits should
be embarrassed by the lack of progress
over the past 20 years. When we look at
the innovations ushered in by the pharmaceutical industry and by managed care
in the U.S. over the past two decades, it’s
amazing to see how little the needle has
moved in this space here in Canada.
Get Serious
If plan sponsors, advisors, administrators, claims processors, pharmacy
providers, and manufacturers do not get
serious and start collaborating to protect
the sustainability of drug plans in the private sector in 2012, there will be no need
for a follow-up column in 2031 because
plans, as we know them, will go the way
of the Super Nintendo.
BPM
Mike Sullivan
(RPh, BSP, MBA) is
president of Cubic
Health Inc.
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20 YEARS OF INDUSTRY CHANGE
Retirement:

 uilding A
B
Sustainable
Retirement
Income System
By: Jean-Claude Ménard

A

strong retirement system should
offer a balanced mix of public and private options, as well
as voluntary and mandatory plans. It
should be both affordable and sustainable over the long term, and built on
three key principles:
 intergenerational equity
 solidarity
 responsibility
Intergenerational
equity
means that each generation
pays its fair share of the costs.
The principle of solidarity
refers to the idea of society protecting all individuals by collectively ensuring a basic standard of
living for low income retirees. Solidarity should supplement, but not take
the place of, individual responsibility for retirement income. Individuals must save for retirement
and employers should help
their employees to do so. The
role of government is to implement the required tools to support public
and employer-sponsored pension plans
and personal savings plans.
Provide Incentives
The system should also provide
incentives for workers to remain in the
labour force longer, especially in the
context of an aging population.
The OAS Program, the CPP, and the
Québec Pension Plan (QPP) are public
social security programs that serve as
the foundation of the Canadian retirement income system. The main objective of these programs is to ensure a

36
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basic level of retirement income for Canadians. The third tier of the Canadian
retirement income system includes private registered pension plans sponsored
by employers and individual registered
retirement savings plans. In order to promote savings by Canadians, the tax-free
savings account (TFSA) was introduced
in 2009. The TFSA is a general-purpose
savings vehicle that can be used to save
for retirement.
The OAS Program provides a basic
pension which is further supplemented by
the mean-tested Guaranteed Income Supplement (GIS). In 2008, the government
took actions to encourage low-income
seniors to participate in the labour market and to save more. It exempts the first

‘ … middle- to higherincome Canadians are not
saving enough …’

$3,500 of earnings as
well as investment income
from TFSAs in the calculation
of a person’s GIS benefits. The typical
GIS recipient is thereby able to keep
more hard-earned money without any
reduction in GIS benefits. In addition, in
2011, a GIS top-up was introduced for
the most vulnerable seniors.
The CPP and the QPP cover virtually
the entire Canadian working population.
The federal government and the governments of the participating provinces and
territories jointly manage the CPP. Both
the CPP and QPP provide retirement,
survivor, and disability benefits that are
adjusted for inflation to preserve their
value.
Changes were made recently to the
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CPP to remove barriers to the labour
market participation after retirement and
allow working beneficiaries to continue
increasing their CPP benefits. These provisions encourage older Canadians to
participate in the workforce and provide
them with the flexibility of combining
work and retirement.
Future Challenges
The long-term financial sustainability
of the CPP was confirmed in the most
recent actuarial report tabled last year.
However, challenges remain, the main
ones being the increase in life expectancy and the aging Canadian population.
The joint federal, provincial, and territorial stewardship of the CPP – through
an established strong governance and
accountability framework – ensures
that future challenges will be addressed
as they emerge and that appropriate
actions to preserve CPP sustainability will be taken.
The Canadian retirement income system, in its
present form, is efficient.
It provides diversity of
income through a mix of
private and public pensions.
This very important feature
was recently emphasized in the
editorial note of the 2011 edition
of the OECD’s ‘Pensions at a Glance.’
The Canadian retirement system has
resulted in a reasonable cost of public
pensions, a low poverty rate among
seniors (it is one of the lowest among
OECD countries), and a reduction in
income inequalities, although income
inequalities still do exist.
The Canadian retirement income system and ways to improve it have been
the subject of much discussion, research,
and analysis recently. Reports were prepared by various working groups and
experts and, in particular, by departments of the federal, provincial, and
territorial governments or by groups
commissioned by them. The findings
of various studies have indicated that
middle- to higher-income Canadians are
not saving enough and thus are at risk of
experiencing a substantial drop in their
standard of living in retirement.

In order to provide better pensions
to Canadian workers who do not have
access to employer-sponsored pension plans such as the self-employed
and employees of small companies,
the federal, provincial, and territorial
governments are currently working on
implementing a new type of Defined
Contribution pension plan, the pooled
registered pension plan (PRPP). PRPPs
are expected to pool pension savings for
a large number of employees, thereby
resulting in lower management costs
than that of individual investments.
General Consensus
The general consensus is that the
government, society, employers, and
individuals must share the responsibility
of ensuring retirement income security.
However, it is difficult to determine the
different levels of responsibility and how
they interact with each other and, once
established, the optimal means of improving retirement income adequacy, all the
while ensuring that the system remains
financially sustainable to taxpayers and
contributors. Providing the Canadian
population with tools to better prepare for
retirement reinforces the shared responsibility of all stakeholders.
BPM
Jean-Claude Ménard
is chief actuary, Office
of the Chief Actuary,
Office of the Superintendent of Financial
Institutions Canada

Retirement Planning:

Are We Savers
Or Spenders?
By: Claude Leblanc

W

hen he introduced the world’s
first pension system in Germany in 1889, Chancellor
Otto von Bismarck would have asked
his advisors this question: ‘At what age
should we set the retirement age so that
we never have to pay anything?’ The
answer would have been 70. Knowing
that Bismarck was 74 at the time and life

expectancy was around 50, the answer
just has to make you smile!
But times have changed. With greater
life expectancy and expanding retirement dreams, it has become difficult or
even impossible to reconcile retirement
at 55 with a life expectation of over age
85. Clearly, retirement financing paradigms need to be questioned.
A New Reality
In 2011, financing retirement has
become increasingly complex. In the
past, many Canadians could count on a
Defined Benefit plan sponsored by their
employer. However, in recent years,
many organizations have converted DB
plans into Defined Contribution plans
and more are investigating this possibility. Several reasons may explain this
phenomenon, but it is clear that, in light
of longer life expectancy, employers
now tend to favour DC plans.
For Canadians, the consequences are
obvious. We are witnessing a transfer of
risk from employers to employees. More
than ever, the management of retirement
will rest on the shoulders of each individual. It is up to Canadians to finance
their retirement either through a group
savings plan or by putting aside the
money they need themselves or both. It
is their personal responsibility.
This responsibility comes at a very
difficult time. Many factors currently
complicate saving for retirement. The
combination of a longer life expectancy
and historically low interest rates means
each individual needs to set aside much
more money for retirement in order to
pay themselves a pension comparable to
what they could earn 20 years ago. As
for employers, many organizations have
suffered from low returns over the last
decade and are finding it difficult to meet
their obligations without affecting their
financial performance.
This new reality also affects governments which must deal with a smaller
workforce and soaring healthcare costs.
In addition, public pension plans are
under tremendous pressure from increasing life expectancy, on the one hand, and
a shrinking labour force that finances
and supports the plans, on the other. If
we add a significant increase in healthcare costs to the equation, it becomes
clear that we are facing a societal issue
that requires close consideration by all
stakeholders. The convergence of these
events puts us in a unique situation, for-

cing us to rethink our ways.
More fundamentally, our political
leaders must ask themselves ‘do they
want us to be spenders or savers?’ We
have barely emerged from a period of
economic turbulence, with developed
countries encouraging heavy consumer
spending to stimulate the economy. It is
unrealistic to think that taxpayers can be
both spenders and savers. To the extent
that we truly want to help Canadians
manage their retirement, it becomes
vital to adjust our expectations for them
and take actions that encourage them to
adopt the desired behaviour.
At an individual level, some serious
thought is also required. While the level of
Canadian household debt is high, it is time
for us to reflect on the importance of saving for our future – for the sake of us all.
Hard hit by these new paradigms,
governments, employers, and Canadians have no choice but to react by
making decisions on this pressing issue.
While many commentators have a pessimistic view of the situation, we at
Standard Life believe it is an opportunity to show leadership. Together we can
adapt and identify solutions. Faced with
this complex issue, we do not believe
there is a single solution. Rather, a set
of measures and actions is required
to achieve our goals, and every stakeholder must be involved in the search
for solutions.
Opportunities
The first observation is that Canadians need to take charge of their future
and take an active interest in their retirement. It is essential that everyone be
fully engaged in planning for this crucial
stage of life. To this end, it is clear that
governments, employers and financial
institutions have a key role to play in
helping people plan for retirement. Governments should establish a clear, easyto-understand, and effective legislative
framework. Meanwhile, the financial
industry needs to develop financial products that are better tailored to today’s
realities. We must absolutely lend a hand
to those who are planning for retirement
by providing easy-to-use tools and decision-making assistance. Employers have
a duty to support their employees’ planning efforts, whether or not they contribute financially.
This individual responsibility must
be supported by major financial literacy
efforts. People must be better educated
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on financial matters if we want them
to be more autonomous. This mission
should take place not only in schools,
with the addition of courses on these
subjects, but also in the financial sector, which should offer simple, easy-tounderstand solutions for effective decision-making. In this sense, the federal
government’s creation of the Task Force
on Financial Literacy in 2009 is a step in
the right direction.
It is difficult to envision real success for Canadians’ financial future
without a clear game plan that includes
specific objectives. Normally, each
person should set a financial goal and
develop a plan for how to achieve this

‘ … witnessing a
transfer of risk
from employers
to employees …’

goal. However, a Standard Life survey
showed that nearly half of Canadians
who participate in a group savings and
retirement plan do not know how much
income they will receive at retirement
and 41 per cent do not know whether
their current savings rate is sufficient to
achieve their future income goals. So,
even Canadians who have the benefit
of a group savings and retirement plan
are not taking the opportunity to better
understand their own financial situation. These findings clearly confirm
the urgent need for all Canadians to
develop and understand their personal
retirement plan.
Canadians also need to better assess
the retirement income they will need.
In this respect, financial advisors may
38
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need to lower their customers’ expectations regarding rates of return to more
realistic levels. The past decade has seen
equity returns that are lower than some
assumptions still being used today to
make financial projections. It’s a disservice to anyone who is promised higher
returns. In addition, concepts such as
the rule that an adequate retirement
income is equivalent to 70 per cent of
current income are not always suited to
today’s realities. Indeed, many changes
in expenditures occur between working
life and retirement, and these should be
taken into account. We need to be able
to distinguish between our basic needs
(housing, food, clothing, etc.) and lifestyle-related needs such as travel and
leisure. A clear diagnosis of the situation
will allow people to make choices about
their lifestyle-related needs, set more
realistic goals, and make adjustments in
due course.
Governments
Finally, governments will have to
make changes to encourage savings
that are adapted to the different realities
of the job market and employers, from
both a fiscal and regulatory standpoint.
Currently, many obstacles discourage
employers from establishing pension
plans, particularly at SMEs. We hope
governments will take the necessary
steps to simplify the implementation of
such plans and, consequently, expand
the number of people covered by them.
Moreover, a significant portion of the
population – the self-employed – does
not enjoy the benefits of a retirement
plan. This inequity must be corrected. In
this sense, we welcome the introduction
of the DC-like Pooled Registered Pension
Plans (PRPPs) across Canada, thereby
improving the range of retirement savings
options available to Canadians.
Ultimately, Canadians must lead the
charge. These potential solutions will
occur when we become more aware of
the importance of the issues facing us. It
is up to us to take charge of our financial
future and ensure we possess the knowledge and tools we require to succeed.
Canadians need to attach greater importance to retirement, devoting the neces-
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sary time to plan well. They also need
to keep the pressure on governments to
ensure decisions on these matters are not
postponed indefinitely. This awareness is
necessary and is the first step in the right
direction. Will we wake up in time and
do what it takes to ensure a comfortable
future?
BPM
Claude Leblanc is vicepresident, business
development, group
savings and retirement,
at Standard Life.

DB Pensions:

Under-pricing
Defined Benefit
Pension Promises
By: John Ilkiw

I

remember clearly the day in 1987
that I realized that the value of
Defined Benefit pension plan promises had been unintentionally underpriced by pension actuaries. James
Pesando, of the University of Toronto,
explained to Marty Friedland, chairman
of the Task Force on Inflation Protection for Employment Pension Plans, the
crucial difference between the economic
value of a pension promise and the
expected cost of delivering the promise.
Canada’s pension system is now in
the midst of correcting for this strategic
under-pricing – and it’s painful. Private
sector DB plans are being replaced by
lower cost Defined Contribution plans
and public sector DB plans are moving
to ability-to-pay target benefit plans.
How do you measure the economic
value of a pension promise? Simple.
You think like a financial economist and
discount future pension benefits by the
default-free return that will be earned by
a portfolio of Canada bonds structured

to immunize the liability. This portfolio
provides nearly 100 per cent assurance
of being available to pay the promised
benefits in the event the plan sponsor
goes bankrupt.

a pension promise, not the higher economic value of the promise estimated
using a default-free discount rate, which
is seldom part of a standard actuarial valuation. By using the expected cost of the
pension promise to establish total compensation, employers have unwittingly
transferred the expected reward for
assuming equity risk to plan members,
while still accepting responsibility for
investment loses. This is a ‘heads I lose,
tails I lose’ arrangement for employers.
Problem Illustrated
The taxpayer guaranteed federal public service pension plan illustrates the
problem. According to its most recent
actuarial valuation, the plan’s best estimate current service cost – assuming a
60/40 equity/debt policy – is 18.5 per
cent of salary. Current service cost using
an all Canada nominal bond portfolio is
26.2 per cent. Establishing total compensation using 18.5 per cent instead of
26.2 per cent means the expected reward
for underwriting equity risk that rightfully accrues to the Canadian taxpayer
has been transferred to the members of
the federal government pension plan via
a total compensation package that is 7.7

www.avivainvestors.com

naoum.tabet@
avivainvestors.com

Extreme Application
Many will recognize this portfolio as
an extreme application of liability driven
investing (LDI). You will also recognize
this as a very high cost solution because
of the low return to bonds. This is true –
but the lesson learned is that guaranteeing a pension benefit is a very, and often
prohibitively, expensive undertaking.
As a corollary, guaranteed pensions are
an equally valuable component of total
compensation and any move to limit or
erode the guarantee is met with fierce
resistance by employee groups.
How do you measure the expected
cost of a pension promise? You follow
established pension actuarial practice
and discount future pension payments by
a risk-based discount rate that embodies
an equity risk premium commensurate
with a pension fund’s equity exposure.
The higher the equity exposure, the
higher the discount rate, and the lower is
the plan’s expected long run current ser-

vice cost. In effect, a risk-based discount
rate anticipates and ‘books’ the impact
of the assumed equity premium before it
actually arrives.
The actuarial focus on the expected
cost of delivering a pension promise
is understandable because it provides
sponsors with a measure of the potential
reward and risk of mismatching pension assets and liabilities. If the equity
markets perform as expected, the sponsor is rewarded with low long run pension costs. If the markets perform better
than expected, the sponsor is additionally rewarded with plan surplus. It also
serves to explain the risk of under-performance. There is a 50 per cent chance
that the markets will under-perform a
plan’s best estimate expectations. Underperformance risk is borne by plan sponsors in the form of additional contributions to fund often large and prolonged
deficits. These supplemental payments
ensure the security of promised benefits
irrespective of the disappointing investment returns.
However, total compensation packages in the private and public sectors
have mistakenly been established using
the expected long run cost of delivering
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per cent higher than is warranted. Using
lower yielding real return Canada bonds
as the default-free asset – more relevant
for a fully inflation protected plan – the
CD Howe Institute estimates a fair value
current service cost of 34 per cent, or
a total compensation package that is
under-priced by 15.5 per cent!
Private sector employers are correcting for under-priced pension promises by moving to lower cost DC plans.
Public sectors employers are addressing the problem by implementing more
sustainable plan designs. Sustainable is
code for reduced future benefit accruals, increased member contributions,
joint-trusteeship, explicit risk-sharing,
ability-to-pay target benefit structures,
and solvency payment exemptions
with quid pro quo removal of PGF protection. BPM
John Ilkiw is strategic
investment advisor with
Pharos Consulting.

EAPs:

The Growth
Of EAP
By: Dr. Warren Shepell

E

mployee Assistance Programs
(EAPs) in employee health benefit packages are widespread
across Canada today.
Before 1984, a few progressive organizations had alcohol addiction treatment
programs, usually staffed internally by
a recovering alcoholic who would help
union and management with treatment
resources and policies, but not much
else.
In 1984, the landscape started to
change dramatically and I began to systematically promote a form of counsel40

40

ling and treatment only heard of in public mental health agencies and among
private therapists. This concept of an
EAP was novel, radical, and had a series
of components that organizations were
reluctant, at first, to entertain. Employers
were requested to pay for users (be it an
employee or their family); it was confidential so employers did not know who
used the EAP in any given year; and
it was a totally off site service
which employees could call for
help at any time of the day or
night, 24/7.
Management
Psychologist
Since my Master’s degree
was in industrial psychology, I
had initially worked in Toronto,
ON, as an industrial and management
psychologist. I then completed my Ph.D
in clinical and counselling psychology
in 1974. In the late ’70s and early ’80s,
however, there were very few jobs in the
clinical field so I used my knowledge
and skills consulting with companies
in human resources, attitude surveys,
and management assessments as well as
employee productivity. I was also very
good in career counselling and I had
contracts with private schools in Ontario
such as Upper Canada, Havergal, and
Crescent College providing career
assessments and counselling to the students in their senior year.
During this time, human resource directors, as well as parents of the private
school students, started to ask me to provide clinical counselling to some of their
key employees and sons and daughters
who were going through mental health
difficulties. I did it very successfully.
I was always interested in business
and creating a company was a mission
for me. I wanted it to be large enough to
provide EAP services and mental health
counselling to people across Canada
and worldwide. Although I never took
business courses directly, my father was
a successful farmer so I learned a lot
of business skills indirectly from him.
As well, a number of my friends were
at the Wharton School of Business so I
learned about marketing, and business
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strategies by osmosis. And, of course, I
knew about effective management from
my industrial psychology training and
consultation. In 1984, I put together the
industrial psychology experiences, the
career counselling experiences, and my

‘ … employees
should not leave
their problems at
the door …’

clinical interest, skills, and experience to
create EAP as a product and service.
I knew that family physicians have
very little or no time for counselling. I
knew that appointments with psychiatrists were hard to book with long waiting times. I also believed that there were
effective psychologists and social workers in clinical counselling, but they had
to charge and most employees and their
families did not have the money to pay
for their services.
Based on my consulting experiences, I felt very strongly that employees
should not leave their problems at the
door when they enter their places of
employment, nor do their family members problems go away while employees
are working. As well, I knew that disability claims, absenteeism, and psychotropic drug costs were escalating. Armed
with that information and knowledge, I
put together the EAP services that my
company Warren Shepell Consultants
would offer and began marketing it to
employers.
There were many points of resistance ranging from statements that family
physicians were doing it for free and that
employees, if they are experiencing emotional difficulties, should take ownership

and should resolve these problems on their
own initiatives. There was a strong feeling
that organizations should not get involved
in caring for their employee’s private lives.
Finally, there were concerns that costs an
organization would incur to implement an
EAP would cut into their profits.

Lower Cost
Today, there are very few smaller,
local, and hands-on EAP providers managed and marketed by professionals
schooled and experienced in clinical and
mental health treatment. The EAP firms
today tend to offer many other products
and services in addition to EAPs. They
may offer lower cost EAP products that

only peripherally help employees and
their families to successfully address
their mental health issues. For example,
in an effort to help employers contain
costs, they may offer a maximum of
three sessions for an EAP user when
effective mental health treatment needs
eight to 10 therapy sessions. Companies,
understandably looking to keep costs
down, may lack a depth in understanding
mental health and what it takes to treat
addictions and mental health problems.
This may be one reason disability
claims due to mental health issues and
drug plans, both real costs to employers,
have skyrocketed.
My original plan for EAPs set out
to reduce, not increase, these employer
costs. There is still significant work to
be done and I will continue to champion
EAPs and mental health treatment as they
were meant to be and should be. BPM
Dr. Warren Shepell is
president and CEO of
EAP Specialist Inc.

www.eckler.ca

Cut Short
My vice-president of marketing, Morris Berchard, and I were regularly, politely,
asked to not take up senior managements’
time with our sales calls. Sometimes our
sales calls were cut short and sometimes
our calls were not returned.
We persisted as we believed that the
EAP service was good for both employers and employees. We held free seminars on EAP, gave speeches on EAP
at conferences, and regularly sent out
related articles, letters, and brochures.
We never thought for a second about
ever giving up and, after 30 years, we
had grown the company to 460 full-time
employees and 1,500 part time employees. We provided EAP services to more
than 2,000 companies and organizations
covering more than four million employees and their families.
In creating and building a widely and

hugely successful business in Canada, I
believe I can lay claim to being a pioneer
for EAPs in Canada.
Today, Shepell has become a brand in
the industry. I have not been personally
part of my former EAP company for the
six years since it changed ownership. But
my name and reputation lives on.
One year ago, when my non-compete
expired, I returned to the EAP industry
in Canada as president of EAP Specialist Inc. I audit EAPs and consult with
companies and organizations to evaluate and improve their programs. I continue to work to improve the standards
in the EAP industry and help companies
and organizations get what they pay for
and, in the longer run, reduce disability claims costs and reduce the use of
psychotropic drugs.
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Technology:

The Rise Of
Technology
By: Jean-Guy Sauriol

A

lmost 20 years ago, I was having
lunch with John L. McLaine to
discuss the possibility of joining
Benefits and Pensions Monitor’s editorial advisory board. John thought my
background was a good fit for the magazine. John had called me, on my land
line, and I had recorded the date and time
of our lunch in my paper agenda. We had
to get to the restaurant on time because
there was no way we could reach each
other during our commute.
It took foresight, but the early ’90s
turned out to be a good time to launch
a magazine. New technologies and
emerging benefits and pension issues
converged to create a very exciting 20
years. Outsourcing, cost containment,
emerging markets, hedge fund investing, migration to Defined Contribution
pension plans, and enrolment in flexible group benefits plans are all issues
that contributed to and benefited from
advancements in technology.

PC Pivotal
The personal computer (PC) is pivotal to the technological advances of the
last quarter century. Before the PC, systems existed mostly for critical business
functions. With the PC, systems became
applications, operated by end-users.
Early on, the PC was used mostly for
word processing and worksheet applications. Soon, however, PC-based benefits
systems and other types of applications
started to emerge.
The breakthrough came with the
development of the GUI (graphical user
interface). The GUI allowed for the
development of user-friendly applications available to all. Visual Basic made
it easy to develop Windows applications
by cutting down on the time required to
build the interface. In the early part of
42
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the ’90s, a few technologically inclined
plan sponsors developed applications for
retirement planning and conversion to
DC plans. These tools were either hosted
in kiosks or distributed on disks.
The PC also allowed for the development of powerful client-server applications. It made centralized data storage
easier. This planted the seeds for the
automation of outsourcing services.
Internal networks mushroomed and
internal email appeared.
In the mid-1990s, the worldwide
adoption of the Internet and the ability
for computers to communicate between
each other changed everything. Five
centuries after Guttenberg invented

‘ … breakthrough
came with the
development
of the GUI …’

the printing press, the Internet revolutionized the way people interacted and
exchanged information.
The Internet provided plan sponsors
with tremendous potential for efficiency
by allowing them to be connected 24/7
with their suppliers and by giving them
the ability to disseminate information to
their employees on demand. Exchange
of critical plan data between sponsor and
supplier is as easy as downloading music
to an iPod.
Information Immediate
For employees participating in an
employer-sponsored pension or benefits plan, the Internet rendered access
to information immediate. Members
of flexible benefits plan can enroll and
re-enroll annually from the comfort
of home. Insurance companies and
other recordkeepers developed online
tools where employees can check their
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account balances at any time. Members
of Defined Benefits pension plans have
immediate access to pension and termination quotes that used to take several weeks, if not months, to generate.
Annual pension disclosure statements
are now archived in web portals where
members have 24/7 access. Many plan
sponsors are no longer sending paper
copies annually. Instead, employees are
alerted when the documents have been
posted on the web portal.
In some respect, the advances in technology can be best described as high on
expectations and low on delivery. One
such example is the paperless society. Of
course, most documents have gone digital. However, this hasn’t resulted in the
use of less paper yet. When documents
were on paper, people photocopied a lot.
Now that documents are in digital format, people print more.
The change in mindset brought about
by the new technologies has been as
important, if not more, than the actual
technological advances. Online tools
didn’t become mainstream until well
into the 21st century as legacy systems
using software and database technologies ill-suited for the new world had to
be replaced or significantly modified. In
a perverse way, the move to outsourcing
by plan sponsors has given the industry
the time it needed to catch up.
All the while, sponsors demanded better cost efficiencies and started to dedicate
themselves to more strategic endeavors.
It is too early to determine the impact
social media will have on the industry. It is
difficult to imagine the announcement of a
new piece of legislation going viral. However, the appetite to share information can
only grow, especially given the abundance
of platform choices (Microsoft, Apple, PC,
tablets, smartphones, Android, etc.).
‘Clouds’ On The Horizon
As exciting as the next 20 years
promise to be, the ‘clouds’ on the horizon are security concerns. As the world
becomes almost exclusively digital,
identity theft and online fraud are on the
rise. Plan sponsors and suppliers must be
extremely diligent as gatekeepers of personal information on millions of people.

Making the systems more complex
and intelligent is a challenge for the next
20 years. As devices and platforms make
the world even more mobile, information has to be even more tailored to individual needs.
Happy Anniversary, BPM. BPM
Jean-Guy Sauriol
is president of
SECLON Inc. and
seclonLogic inc.

Governance:

‘What Is Pension
Governments?’
By: Gord Lewis

Key Element
Governance is now a key element for all
pension fiduciaries and their plans. Twenty
years ago, the term ‘governance’ was
not something well understood by many
involved in managing their company pension plan. In fact, I often tell the story that
when I started with Proteus in 1997 and
mentioned ‘pension governance’ to prospective clients, they would on occasion
reply with ‘what is pension governments?’

Managing pension investments and
fund choices is an important part of
governance and by the early 1990s most
Defined Contribution plans had evolved
to a point where they had available to
them a wide range of investment options.
While this continuing increase in DC
plan options was often touted as a good
way to promote diversification and help
create portfolios that matched a member’s risk tolerance, some might argue
that the introduction of more choice did
little more than confuse plan members.
Fund choices and investment strategies have continued to develop and
evolve, as evidenced by the introduction
of new strategies and fund families. The
range of funds and asset classes continues to increase making the plan fiduciary’s job of identifying the ‘appropriate’
choices that much more difficult. Should
small cap, emerging markets, or hedge
fund strategies be included?
Another aspect of the investment
decision that has changed over the years
is the access to foreign markets. Recognizing Canada’s limited size on the
world’s financial stage, the ability to
invest pension assets outside of Canada had been of keen interest – espe-
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n 1991, Silence of the Lambs was
playing in theatres, Bryan Adams
was at the top of the charts, and hair

was still fairly big. The news was saturated with images from the first Gulf War,
the break up of the Soviet Union was
becoming passé, and the TSE 300 was at
3,272 points. All of this and a new magazine for the pension industry – Benefits
and Pensions Monitor – was just getting
started.
Fast forward 20 years and while the
music has definitely changed and hair has
been somewhat tamed, there still remains
national and political upheaval around the
world. Given the volatility we’ve seen in
the markets recently, there may be some
people that believe the TSX Composite
may end up back at 3,272.
Not surprisingly, the pension industry
has evolved along with the rest of our world.
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20 YEARS OF INDUSTRY CHANGE
cially when it wasn’t allowed. Prior to
1994, only 10 per cent of assets could
be invested outside Canada. That rose to
20 per cent in 1994, 30 per cent in 2001,
and the restriction was finally removed
in 2005 – pretty much co-incident with
the Canadian market initiating its period
of relative outperformance compared to
foreign markets, which continues today.
The years have also seen a fairly gradual yet consistent shift in the type of pension plan members participate in. In Canada, the number of private sector employees covered by DC plans increased
by 400,000 between 1991 and 2006.
In contrast, there were 270,000 fewer

‘ … introduction of
more choice did little
more than confuse
plan members.’

employees covered by
DB plans during the same
period.1 While the trend is evident, it is worth noting that DB plans
continue to make up the greater portion of
the pension industry with approximately
30 per cent of all Canadian workers covered by DB plans (down from 41 per cent
in 1991) and only six per cent in DC plans
(up from four per cent in 1991).1
This shift from the DB structure is
even being experienced within the largest companies. In 1980, 90 of the Fortune 100 companies had a DB plan. By
2009, that number had dropped to 45.
Within that same group, the number of
companies offering a DC plan moved
from 10 to 55 by 2009.1
Interest Rates
Interestingly, interest rates have had a
significant impact on pension plans over
46
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the past 20 years. As the bulk of pension
assets continue to reside within DB plans,
the affect of declining interest rates over
the past 20 years has resulted in improving fixed income returns, but, in most
cases (disproportionately), increasing
the liabilities of those same plans. With
rates at historic lows, DB plans are feeling the pain like never before and some
may conclude that this in part accounts
for the declining trend in DB plans.
We have seen a lot of attention paid to
pension reform over the past several years
– much of which has been in reaction to
the challenges – actually, problems – that
DB plans have faced. One could argue that
changing some of the regulatory rules to
make it easier on plan sponsors is simply
putting more of the risk onto the members. However, the regulators appear to
have balanced that thought with the
consideration that if the pension
obligation ultimately puts the
plan sponsor out of business,
that doesn’t help the employee
or their pension.
One element that has not
changed over the years is our
desire to be comfortable in
retirement. What has changed is
the amount of awareness employees
have regarding what may or may not be
involved in helping them reach that comfort level. Reliance on CPP and other
government sponsored programs continues to make up an important element
of Canadians’ retirement incomes. In
2003, the government took the bold step
to help stabilize and strengthen the CPP
by increasing the contribution amounts.
This move helped to ensure the benefit
will be around when all of us need it.
What has changed the most? There
is no doubt the amount of information
and resources available to help interested plan members better understand
their plans and the associated investment
options has dramatically increased. One
need only ask the individuals responsible
for developing these tools at the various
record-keepers and consulting firms and
add up the millions of dollars spent on
this front. While everyone seems pleased
and impressed with the actual tools and
resources available, I don’t hear too many
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expressing satisfaction regarding the
level of usage by the plan membership.
In a nutshell, while the pension industry
has been evolving and improving over the
past 20 years, the ones that have the most
to benefit from those developments seem
to be the slowest to embrace the changes
and take full advantage of them.
Maybe they will by 2031.
BPM
Gord Lewis is a vicepresident at Proteus.

1. CBC.ca May 26, 2009

Investment:

Responsible
Investment
Grows Up
By: Jane Ambachtsheer &
Ryan Pollice

A

ny report on the financial market
trends and developments of the
last 20 years would not be complete without a discussion of responsible
investment. The practice of integrating
environmental, social, and governance
(or ESG) considerations into investment
decision-making and ownership practices is now well past the teen years.
What began as an approach for certain religious groups in the 1700s, is
now a new paradigm for capital markets. While not all investment professionals are implementing a robust ESG
approach, we predict this will change
over the next decade as the world’s largest asset owners, investment managers,
consultants, and brokers increasingly
understand its value.
That sea of change is expected to
develop on several fronts. At this writing, regulatory carrots and sticks are

being applied in Canada and around the
world, requiring companies to disclose
ESG information and pension funds to
disclose how they’re monitoring ESG
issues in their investment decision-making process. Asset owners and managers
are also being encouraged to be more
active stewards of capital; are increasingly driving capital to low-carbon solutions; and are being called on to play a
more transparent, diligent role in promoting stable, well-functioning capital
markets.
Assets managed by Canadian signatories to the United Nations-backed Principles for Responsible Investment now total
more than $800 billion as of November
2011.1 We expect the amount of assets subject to ESG integration to grow steadily in
Canada and worldwide as the investment
and wider social benefits of responsible
investment continue to pay off.  BPM

Table 1

Responsible Investment – A Timeline

1700s – early 1900s The Quakers are credited as being the first group of investors to apply social criteria to
investing standards and avoid investing with those who earn their money through alcohol, tobacco, weapons, or gambling. In 1928,
the Methodist Church in the United States helped create the first public offering of a screened investment fund (The Pioneer Fund).
1960s – 70s In the late 1960s, SRI receives public attention as part of the growing opposition to the Vietnam War and
student protests call for universities to divest from military contractors in their investment portfolios.
Around that time, the U.S. Securities and Exchange Commission permits social responsibility ‘issues’ to appear on a proxy ballot.
1980s The SRI movement becomes more widespread with the screening of investments in South Africa. In 1976, the
Reverend Leon Sullivan (at the time a board member for General Motors) proposes a code of conduct for U.S. companies operating in
South Africa, known as ‘The Sullivan Principles.’ Companies operating in South Africa are asked to sign the code and commit to nondiscriminatory labour practices. Cities, states, colleges, faith-based groups, and pension funds throughout the U.S. begin systematically
divesting from companies operating in South Africa in 1988.
1986 Launch of the Ethical Growth Fund, the first socially-screened mutual fund in Canada. Today, the Canadian Social
Investment Organization calculates that asset management firms investing funds under SRI mandates (managed under strategies that
employ social and environmental screening) total approximately $46.3 billion in assets.
1989 In 1989, the Canadian Social Investment Organization is created to promote the practice of SRI in Canada.
1990 The first screened market index – the Domini 400 Social Index – is launched by KLD in the U.S.
1995 The International Corporate Governance Network (ICGN) is founded with the aim of raising standards of corporate
governance worldwide.
1999 Portfolio 21 is the first fund to focus on investing in sustainability ‘leaders’ (companies with an explicit commitment to
the environment). Mercer now tracks more than 70 sustainability-themed equity strategies as part of its manager research.
2000 The first best-in-class global index is launched, the Dow Jones Global Sustainability Index.

Jane Ambachtsheer is global head
of Mercer’s responsible investment
business and Ryan Pollice is a
responsible investment analyst.
1. As of November 1, 2011. A listing of current PRI signatories is available at: http://www.unpri.org/signatories
2. Mercer. 2009. Shedding light on responsible investment:
Approaches, returns and impacts. Available at: http://www.
mercer.com/ri. Additional studies are highlighted at: www.
sristudies.org and http://academic.unpri.org

Investment:

Re-thinking
Investment
Beliefs
By: Blake C. Goldring

I

n the past 20 years the pension industry has grown and changed at an
incredible pace. In fact, the last numbers reported by the Canadian Institutional
Investment Network show Canadian pension assets under management at approximately $1 trillion, an increase of more
than three-fold. This growth has occurred

2003 The United Nations Environment Programme Finance Initiative (UNEP FI) forms the Asset Management Working Group
(AMWG), a global platform of mainstream asset managers that collaborate to understand the impacts of ESG issues on investment
value. The Canadian Coalition for Good Governance (CCGG) is formed with the mission of representing Canadian institutional shareholders through the promotion of best corporate governance practices. Members now include 48 institutional investors representing $2
trillion in assets under management.
2005 Many investors continue to assert that they are legally prevented by fiduciary or equivalent duties from factoring ESG
issues into their decision-making. As a result, UNEP FI commissions Freshfields, Bruckhaus Deringer, a leading international law firm,
to review the legal implications of considering ESG issues in Australia, Canada, France, Germany, Italy, Japan, Spain, the UK, and the
U.S. The firm concludes that “… integrating ESG considerations into an investment analysis so as to more reliably predict financial
performance is clearly permissible and is arguably required in all jurisdictions.”
2006 The UN-backed Principles for Responsible Investment (PRI) are launched as an investor-led initiative providing a voluntary set of six principles addressing how investors can incorporate ESG issues into their decision-making and ownership practices.
2008 The CFA Centre for Financial Market Integrity publishes ‘Environmental, Social and Governance Factors at Listed Companies:
A Manual for Investors,’ focused on the methods used by investment professionals to analyze ESG factors. This report is followed by a
growing body of academic and practitioner literature on the materiality of ESG issues across a range of asset classes and investment
approaches.2
2009 In the U.S. and Europe, investor networks promoting responsible investment lead efforts to introduce mandatory ESG
transparency by the Securities and Exchange Commission (SEC) and the European Commission. In late 2009, the SEC begins to allow
shareholder proposals to include the phrase “financial risk” in discussing environmental and other issues.
2010-2011 The Financial Reporting Council (UK) publishes the UK Stewardship Code. Additional principles-based codes
emerge at both the country and regional level including in Canada, where the Canadian Coalition for Good Governance (CCGG) publishes
the ‘2010 Principles for Governance Monitoring, Voting and Shareholder Engagement.’
2010 Canadian Social Investment Organization launches the Canadian SRI Lifetime Achievement Award in recognition of
contributions to the Canadian responsible investment industry. Michael Jantzi, CEO of Jantzi-Sustainalytics, is awarded the inaugural
award. Jane Ambachtsheer, Mercer, is recipient of the 2011 award.
October 2011 The ‘Carbon Disclosure Project 2011 Canada 200 Report’ finds that many companies now integrate
climate change into their strategic planning.
The ‘2011 Global Investor Statement on Climate Change’ was issued to global leaders on October 19, 2011, in advance of the
COP-17. The statement is supported by 285 investors, representing assets of more than $20 trillion and outlines elements of an
“investment-grade climate and energy policy” necessary to attract large scale investments in solutions to climate change. Signatories
to the letter include seven Canadian institutional investors.
The Alberta Investment Management Corp. announced it has sold $17.5 million in directly managed stock of tobacco companies
held by public sector pension funds and the Alberta Heritage Savings Trust Fund. The decision to divest is related to the announcement
that the province is preparing to file a lawsuit against tobacco companies to recover healthcare costs for smoking-related illnesses. The
decision to divest from tobacco shares is a first for a Canadian public plan.
December 2011 | Benefits and Pensions Monitor
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20 YEARS OF INDUSTRY CHANGE
against a backdrop of increased market volatility, a pronounced shift to non-domestic
investment strategies, and the emergence
of a new era for all asset managers.
A Volatile Environment
As I sit to write this article, we are
in the midst of yet another episode of
market volatility and the headlines are
reminiscent of the 2008 global financial crisis and the Asian crisis of 1998.
Investment performance across all asset
classes during this time has challenged
even the most experienced investment
professionals and put tremendous stress
on plans, plan sponsors, and their participants. With the rates offered by Canadian
government bonds at all-time lows, the
entire institutional community is being
forced to rethink many long-held investment beliefs. For instance, many plan
sponsors are now starting to decrease
their allocation to domestic bonds in
favour of emerging market bonds.
A Global Perspective
We, at AGF, started observing globalization trends back in the early ’90s
when we first established our European
offices. We saw that the forces of globalization then beginning to reshape the
world economy would require investment management organizations to
focus globally as never before.
As a result, a number of Canadian investment firms started building international
offices as they realized that being on the
ground in foreign markets would be crucial
to developing relationships and winning
mandates with new institutional investors.
A turning point for Canadian institutional investors came with the elimination
of Canadian foreign content limits which
provided plans with an opportunity to
increase their allocation to foreign bonds
and equities and most have taken advantage of it. This has led to increased competition in the Canadian markets and allowed
many firms to broaden their investment
capabilities to meet these changing needs.
A New Era
In the last decade, a combination of
low interest rates, an overall economic
downturn, and declining stocks became
48
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known as the ‘perfect storm’ by those who
manage DB pension plans. And many
believed it spawned a new era of sophisticated investors with a new set of goals and
requirements. In order to meet those needs,
asset managers have had to develop rigorous investment processes and risk management controls requiring a greater investment in operations and human capital. It is
important to note that these processes and
controls have increased the hurdle rate for
current and potential institutional players
making it more difficult to compete successfully in this increasingly competitive
and consolidating industry.
The Canadian investment industry has
made significant strides in promoting its
high quality global investment capabilities and has established itself as a major
player on the institutional global stage.
While this remains a challenging time for
global markets, we believe that investment management companies will need
to focus on providing clients and investors with exceptional service and a diverse
product suite that delivers long-term performance to remain successful. BPM
Blake C. Goldring
(M.S.M., LL.D, CFA)
is chairman and chief
executive officer at AGF
Management Limited.
Investment:

Trio Of
Developments
Shape World
By: Bruce Grantier

A

mong the most important developments for the financial/investment world over the past 10
years are:
 the financial crisis of 2007/2008
 the growth in derivatives
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 the growth in electronic and media
communication
In this brief note, I have included
various readings on these three points.
I don’t mean to underestimate the
significance of 9/11, but to me that
event had more impact on geopolitical
and sociological values and priorities
as opposed to the finance/investment
world. As the reader probably did on the
10th anniversary of 9/11, I too did some
reading of this topic and would note the
September 3, 2011 ‘Economist’ lists a
number of good books on this topic.
Financial Crisis
The enormity of the financial crisis has
been put in perspective by Carmen Reinhart and Ken Rogoff’s ‘This time is different: Eight Centuries of Financial Folly,’
which, in my opinion, ranks among the
best; Edward Chancellor’s ‘The Devil
Take the Hindmost: A History of Financial Speculation,’ Niall Ferguson’s ‘The
Ascent of Money: A Financial History
of the World,’ Charles Kindelberger’s
‘Manias, Panics and Financial Crises: A
History of Financial Crises,’ and Charles
Mackay’s ‘Extraordinary Popular Delusions and the Madness of Crowds.’
After reviewing a long and diverse
history of financial crises, Reinhart and
Rogoff discuss their crisis index – the
‘BCDI’ (banking, currency, debt, and
inflation). They conclude the 2007/2008
crisis ranks with the great depression in
financial impact, although not in GDP
decline. They point out that banking
crises are pervasive and indiscriminate;
they occur in both rich and poor, large
and small economies – in contrast to
economic contractions which depend on
type and wealth of economy. The banking crisis in Europe is a vivid reminder
of the ongoing financial crisis, which –
at time of writing – very likely will lead
to extensive bank bailouts. The fallout of
the 2007/2008 appears likely to last long
after the trough in stock prices in March
2009. It dominates financial news.
In the pension investment field, ‘risk’
has become by far the dominant topic.
Pension funding status has been seriously
eroded through recent equity declines and
record low real and nominal interest rates.
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20 YEARS OF INDUSTRY CHANGE
Sponsors are turning to Defined Contribution pension plans and closing Defined
Benefit plans. They are also turning to liability driven investment in desperation at
a time when real and nominal rates have
been driven to record lows.
Derivatives
The growth in derivatives has been
significant, often dwarfing the physical
securities markets of which they are
derivative. These include the many
forms of mortgage-backed securities,
collateralized debt obligations, asset
backed commercial paper, credit default
swaps, etc. The growth in derivatives
is linked to, and was a major cause of,
the financial crisis. At the root of the
sub-prime crisis was poor quality housing loans, but it was the derivatives that
these mortgages were packaged into that
really became the problem. Original
buyers of mortgage backed securities
often were the only ones privy to the
exact contents and terms of their MBS
deals. Secondary markets were scarce.
The CAIA program at the time (the
CFA for alternative investments) taught
the ‘waterfall’ priority of payments system for collateralized mortgage obligations. The first payments go to the
top tranche and so forth – like a waterfall – so the top tranches would have
to have everything under them receive
zero before they were affected – quite
an extreme scenario. Ironically, at the
same time as I studied this in the CAIA
course, the market for MBS refused to
accept their theoretical value and auditors responded by requiring CMO holders to write down these assets.
This eventually caused collateral
problems, a freezing up of markets, the
end of Lehman Brothers, and institution
of TARP. AIG’s claim to fame – development of the CDS market – was its eventual demise. Great, but depressing, reading is found in Michael Lewis’ ‘The Big
Short’ and Erik Sorkin’s ‘Too Big to Fail.’
The Internet
Finally, the growth in electronic
communication and media has had an
enormous effect on how we operate and
interact. I belong to several research
50
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committees whose meetings are all virtual, no one attends physically. I met a
colleague recently at a PIAC conference
whom I have been on a committee with
for three years and had never met face
to face. I suppose this means that we are
more efficient, but we respond by taking
on more and, sadly, it also means we lose
personal connections.
The tremendous pace of data and
communication growth has been nicely
summed up by Charles Ellis in a recent
rendition of ‘The Winners Game’ in the
FAJ (July/August 2011): “Bloomberg,
the internet, email ... have created a
technological revolution in global communications ... Investment research
reports from major securities firms in all
major markets around the world produce
enormous volumes of useful information
that gets distributed almost instantaneously via the internet to tens of thousands of analysts and portfolio managers
who work in fast-response decisionmaking organizations.” Ellis goes on to
offer suggestions as to what is important
in investment management – a return to
focus on fitting investment service to the
long-term objectives of the investor and
a shift away from short-term objectives
to long-term values.
BPM
Bruce Grantier is
retired managing
director of Scotiabank
Pension Assets and
founder of InvestorLit.
Pensions:

 ar Shifts For
B
Pension Plans
By: Calvin Jordan

T

wenty years ago, we thought life
was tough. The pension industry was struggling to understand
lots of new rules. Within a few short
years we had to adapt to pension reform,
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new accounting standards and a completely new structure of limits under the
Income Tax Act.
But we didn’t know how easy we had
it. Our most common funding problem
was deciding what to do with surplus.
Contribution holidays were common, as
were early retirement windows. Pension
committees were accustomed to considering benefit improvements every time
an actuarial valuation was completed.
Good Deal
Lots of Defined Benefit plans converted to Defined Contribution. Wellfunded DB plans made this easy to
accomplish. There was frequently
enough surplus to provide benefit
improvements as part of the conversion
that made this appear to be a good deal
for everyone. And with the capital markets performing well, many members
seemed eager to take on the DC risk.
Managing investments also used to
be comparatively easy. Investment policies (if a pension plan even had one) were
straight-forward. Asset allocations didn’t
stray far from 60 per cent equities and
40 per cent universe bonds, with a 10 per
cent limit on foreign content. For many
pension plans, this was managed under
balanced fund mandates. Sponsors and
consultants focused most of their investment related efforts on investment managers; meeting with them, comparing their
returns with peer universes, and replacing
them. These were activities that arguably
contributed little long-term value.
Alternative investments were limited
to small allocations to real estate if they
were used at all. Liability driven investment and the tools that go with it weren’t
even on the radar screen.
Simpler times meant that we were
different too. Expertise tended to be less
specialized. This was certainly true of
investment managers, with fewer more
homogenous asset classes. External advisors were frequently jacks-of-all-trades,
claiming to be experts on everything
from funding and design to investment
strategy, manager selection, compliance,
and communication. Pension staff also
tended to have less expertise. Pensions
were typically part of the responsibilities

of human resource or finance management. Even full-time staff of larger pension plans were too often little more than
circus ring-masters, providing external
advisors with a contact and co-ordinating internal committee meetings.
Since Benefits and Pensions Monitor
published its first issue, the professionalism and expertise of both external service
providers and internal staff has come a
long way. Many pension plans have significantly improved the quality of their
internal and external resources. Unfortunately, this progress has been uneven.

Calvin Jordan is chief
executive officer of the
NSAHO Pension Plan
in Nova Scotia.

Pensions:

10 Over 20
By: Scott Perkin

O

nce the sleepy purview of
insurance companies and
estate lawyers, pension issues
have taken on a life of their own during the last two decades, now capturing
the attention of Canadians on a regular
basis. How timely, then, to have created
a publication 20 years ago to report on
an industry that was about to be transformed – Happy Anniversary Benefits
and Pensions Monitor!
What follows is my Top 10 list of
developments in the Canadian pension
world over the past 20 years.
1. Pension Reform (a long time ago!)
Pension reform in the late ’80s and
early ’90s (as the Monitor was launched)
took the form of enhanced minimum
standards for benefits, stricter funding requirements, modernized investment rules, and new regulatory powers.
Despite consistent themes, however,

www.morneaushepell.com

False Savings
Too many pension plans continue to
lack dedicated staff with deep subject
matter expertise. For very small pension
plans that lack scale, this is understandable, but only to a certain extent. In my
view, it is a false savings for all but the
smallest of DB pension plans to manage
expenses by not hiring the best possible
internal specialists. Between the avalanche of new rules of 20 years ago (and
those emerging now as part of current
pension reform) and the extreme funding challenges that we have faced over
the last decade, the pension world has

become much more complicated. This
has dramatically changed the depth and
breadth of resources that a DB pension
plan requires to have a fighting chance
at being successful. And when you are
dealing with the dollar amounts that are
usually at stake, it doesn’t take much for
the right kind of resources to pay for themselves.
So as we congratulate Benefits and
Pensions Monitor on its 20th anniversary,
let’s ask ourselves ‘Do we have the right
resources so our pension plan will be
here to also congratulate them on their
40th?’ Before you answer, be careful. It is
too easy for self-assessments to provide
false positives. While these assessments
are difficult, the stakes are so high that
pension committees need to seriously
grapple with this question. The bar has
shifted. Is your pension plan ready for
the challenge?
BPM
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each jurisdiction adopted various twists,
creating an unnecessary lack of uniformity in pension legislation across Canada.
2. Surplus Debate
One of the issues driving pension
reform had been the creation of new
rules regarding the treatment of pension
surpluses. However, the rules weren’t
always clear and, failing further direction from policy-makers, the courts got
involved. The trust vehicle, by which
many Defined Benefit plans were funded,
began to colour the surplus ownership
debate and eventually such disputes, with
other issues to follow, would make their
way to the Supreme Court of Canada.
3. Insolvencies, Wind Ups and Deficits
Unfortunately, corporate insolvencies, pension plan wind ups, and plans in
deficit were also making headlines in the
early ’90s. Corporate reorganizations and
other transactions also began to muddy
the pension waters with issues such as
partial wind ups, pension plan mergers,
conversions, and asset transfers.
4. Tax Reform
Pension tax reform, also in the early
’90s, introduced further complexity for
plan administrators and their advisors to
sort out (such as PAs, PSPAs, and PARs).
As tax limits on the accrual of Defined
Benefits remained stagnant, plan sponsors began looking to other vehicles
(whether funded or not) such as RCAs
and SERPs to provide promised benefits
beyond permitted limits.
5. Social Issues
It was only a matter of time before
broader social issues began to influence
pension plan design. The abolition of
mandatory retirement, court cases dealing
with the division of pension assets on marriage breakdown, and the introduction of
same-sex benefits (also through the courts)
forced policy makers (sometimes grudgingly) to accommodate these realities.
Issues of financial hardship and shortened
life expectancy had a similar impact.
6. Pension Plan Governance
From the adage “what’s good for the
goose ...” there emerged a growing recognition in the last decade, within the pension
industry and among regulators, that the
way in which pension funds are managed
is just as important as the governance of
52
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companies in whose shares such funds are
invested. Thus we saw the development
of governance guidelines for both DB and
Defined Contribution plans.
7. Greater Awareness of Retirement
Income Issues
Many factors have likely contributed
to this increasing awareness on the part
of Canadians – changing demographics
as Boomers neared retirement, increasing life expectancies, DB funding challenges and high profile pension insolvencies, increasing investment choice
for DC plan members, and an emerging interest by the media in retirement
income issues.

‘Pension tax
reform, also in
the early ’90s,
introduced
further
complexity …’
8. Funding Challenges
A ‘perfect storm’ of low market returns
(reducing assets) and historically low
interest rates (increasing liabilities) happened not once, but twice in the last decade, seriously eroding retirement savings
and fuelling debates about DB funding
rules, accounting rule changes, and default
investment options (for DC plans).
9. Regulatory Consultation
A positive outcome from the past 20
years of pension world challenges is an
increased recognition that communication
and consultation are essential to resolving
difficult issues. Rather than assume that
they have all the answers, pension regulators (often through CAPSA) and policymakers (through independent expert
reviews and government-based consultations) have shown an increasing willingness to involve industry stakeholders in
addressing change.
10. Pension Reform
And now we’ve come full circle, 20
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years later, back to pension reform. This
time, however, there’s a greater urgency
to get it right and to ensure that pension
reform evolves more dynamically in the
years ahead. Increased advocacy efforts
on the part of many industry stakeholders
have made it clear that a 20 year cycle of
pension reform is simply not acceptable
and that policymakers and regulators
must remain engaged on a regular basis
with those whose responsibility it is to
manage the retirement income interests
of Canadians.
BPM
Scott Perkin (B. Comm.,
LL.B.) is the founder of
pensionworX, offering
consulting services to
pension stakeholders
on a variety of issues.
He previously served
as president of the Association of
Canadian Pension Management
from 2004 to 2010.

Investment:

Generational
Change In More
Ways Than One
By: Jonathan Passmore

T

o say that the world has changed
in the last 20 years merely pays
lip service to the dramatic
movements we have experienced in markets, economies, and geopolitics in the
last two decades. Since 1990, the Soviet
Union has disappeared; the U.S. became
the world’s sole superpower, militarily
and economically (see later re: China);
Germany has reunited; non-Japan Asia
has moved from bust to boom; Continental Europe has coalesced (partially);
Japan has stagnated; China and India
have emerged as the new economic
growth engines; and consumerism has

become a global phenomenon.
At the same time, investors have
been given unparalleled access to global
stock markets through the introduction
of ETFs, a broadening/expansion of
fund offerings and, in Canada’s case, a
loosening of investment restrictions that
dictated the extent to which their pension plans could be invested externally.
As a result, today’s investor may include
a multitude of asset classes and products
in his or her portfolio, diversifying risk,
opportunity, and return in a way unimaginable two decades ago.

interesting as well and the appearance
of emerging markets funds has attracted
huge investment compared to 20 years
ago. In fact, today we lament the relative
inadequacy of China’s weight in popular
benchmarks, noting that the weight of
Chinese stocks in an emerging markets
index compares poorly to the power of
China’s role in the world today.
One of the reasons China and other
Asian nations have become so successful and wealthy in such a short period
of time is the willingness of Western
consumers to live beyond their means,
tempted by a seemingly inexhaustible
quantity of cheap credit. In addition to
ample money supply, the ability of financial institutions to leverage their spending power through the sale of assetbacked securities, for example, has had
a multiplier effect on the system that is
only now being challenged.
While the dangers of leverage were
seen in the Long-Term Capital Management crisis of 1998, the subsequent supply of funds to the market and a continued low interest rate environment made
the ramifications of LTCM easy to ignore.
With the transition of corporate balance
sheets from careful stewardship to maxi-
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Investment Opportunity
Two major factors lie at the heart
of today’s investment opportunity: the
growth rate of the emerging/developing
economies and the impact that growth
has had around the world; and the perils
of leverage, from the indebtedness of the
emerging markets in the ’80s and ’90s
to the crisis in today’s developed world.
The opportunity afforded to the
troubled market economies of Asia in
the late ’90s to hit the reset button was
grasped with both hands. The shift from
debtor to major creditor through the creation of massive trade surpluses has been

extraordinary, shifting the political equation in ways we are just starting to grasp.
While American capital was the fuel
that drove emerging economies before,
its lack of ‘stickiness’ made investing in
those markets perilous indeed.
Fast-forward to the present day and
we see a much different, yet startlingly
similar, picture.
Years of exporting products to Western consumers has created huge trade,
current account, and budget surpluses.
Economies that a few years ago were
teetering on the edge of oblivion now
can finance their futures and pull their
populations into the middle class and
beyond. This consequence of globalization was unimagined by the Western
world until recently. To take it a stage
further, China recently has enjoyed the
world’s largest and most successful vendor-financing deal. It lends developed
markets the money to buy their products. China recycles its foreign exchange
earnings back into the U.S. (via Treasury purchases, for example), supplying
additional liquidity to hungry Western
consumers. Of course, the success of
their corporations in satisfying tireless
consumers has made their stock markets
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mum leverage, the stage was being set for
future problems, when asset prices inevitably stalled and began to sink.
Careless Lending
The impact of careless lending and
borrowing has been felt most deeply in
the housing markets of the U.S. and in
the sovereign markets of Europe. Since
late 2009 when the extent of the Greek
debt problem was first revealed, the
world has realized:
 the widespread nature of the problem
 the difficulties of controlling the problem
The corrosive effect of indebtedness
in a market where asset prices are not
rising (and inflation is negligible) is profound. And while the impact on individuals in a period of declining home values
and joblessness is huge, the impact on
governments is arguably worse. Confronted with years of austerity, the countries of Europe (and elsewhere) will be
unable to further leverage themselves,

‘ … willingness of
Western consumers
to live beyond their
means …’
denying their markets the very fuel they
need to survive.
But in what may turn out to be a fortuitous connection between the two points
made in this article, China, and the rest
of the newly wealthy emerging bloc, may
have the answer to the developed world’s
problem. If time is the solution for countries working their way out from under a
load of debt and the developing world sees
a generation of steady, profitable growth
ahead, perhaps the latter can help finance
the former? Perhaps all that is required is
a decent rate of return.
BPM
Jonathan Passmore is
senior vice-president,
portfolio manager, GE
Asset Management.
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DB Pensions:

Death By A
Thousand Cuts
By: Paul Owens

T

he challenge is to identify the
single most important event that
has impacted the Canadian pension landscape, particularly the decline
in pension coverage in the private sector.
The problem is there are so many candidates, and they are not limited to the last
20 years.
Chronological Order
In more or less chronological order,
here are, in my view, the key ones.
Starting in the 1970s and continuing
to the 1990s, a series of court cases tilted
the Defined Benefit plan historic belief
that surplus belonged to the party that
paid the deficits (whether employer in
a single employer plan or both employers and plan members in certain types of
cost sharing arrangements) to a reliance
on trust law as the basis for determining
ownership of the surplus. The problem
this led to were it removed any employer
appetite for building up a funding cushion
and crystallized, at a point in time, a finite
amount of surplus in what was historically
viewed as a potentially 75 year liability
stream with wide variations between surplus and deficits along the way.
We also have the changes to the
Income Tax Act that came into effect
in the early 1990s. These changes had
their origins in the 1980s when Marc
Lalonde (Liberal) was finance minister
and were implemented when Michael
Wilson (Conservative) was the finance
minister. These changes had two profound effects. The first was to, in government parlance, ‘level the playing
field’ as it related to tax-assisted retirement savings. The problem was the
methodology used to calculate the value
of DB accruals discriminated against
most DB plans because the ‘factor of
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9’ used to value the annual accrual was
based on the 1990 level of interest rates
and design components were largely
based on major public sector pension plans. The second change was to
replace the guidelines used by Canada
Revenue Agency (72-13R7) with very,
if not excessively, detailed regulations
under the Income Tax Act. Back then,
some plan sponsors felt that 72-13R7
was too subjective and open to inconsistent interpretation. The detailed regulations that replaced 72-13R7 eliminated
the subjectivity, but at a major shift to
complexity. It reminds one of the old
adage ‘Be careful, you might get what
you wish for.’
The changes to pension accounting standards, both in the late 1980s
and now with the introduction of IFRS
(International
Financial
Reporting
Standards), changed pension expense
from the amount of employer contributions made to the plan in the year to the
amount of the benefit earned in the year
adjusted for prior gains and losses. The
result – particularly for private sector,
single employer, DB plans – was that
the focus shifted from funding adequacy
over the long term to managing increasing volatility in pension expense over a
much shorter period, a year at best.
The volatility of investment returns
from 1990 to today is another factor.
We have experienced at least four periods – the boom years of the 1990s; the
bursting of the ‘tech bubble’ early in
this century; the recovery up to 2007;
and finally the problems from 2008
onwards – be they the Asset Backed
Commercial Paper crisis or the U.S.
housing and subsequent financial meltdown in Europe to the ongoing problems which started on 2010. The challenge is not that these events occurred,
but that plan sponsors need to resist
simply extrapolating the future based
on the most recent event, be it the bear
market of 2008 or the recovery of 2009.
Rather, plan sponsors need to recognize
that market returns are cyclical, not a
uniformly straight line up.
Traditional asset mix policies of 60 per
cent equities/40 per cent bonds need to be
challenged in today’s environment. How
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does one balance the fact that long bonds,
yielding about three per cent, may offer
security, but that solid dividend paying
stocks will often outperform bonds and
may, today, offer better security than some
sovereign bonds. As a counter argument,
10 and 20 year annualized returns in U.S.
dollars show that both long term government and corporate bonds have now outperformed the S&P 500 – so much for
the equity risk premium. There is no safe
and sure place to go that will provide both
security and alpha. This results in both
lower asset values in market downturns
and higher volatility and impacts both
DB and DC plans – the former in terms
of funding levels and the latter in terms of
account values.
Pension Legislation
Finally, we have pension legislation
as reflected in the various Pension Benefits Acts / Pension Benefits Standards
Acts. Absent a few recent events, such
as the joint Alberta / British Columbia
Expert Commission and the CAPSA
Multi-Lateral Agreement, most of the
proposals or legislative changes over
the last two decades have not narrowed
the differences between the various acts.
If anything, they are wider now than
ever. As well, there has been a decided
increase in the overall funding requirements for single-employer DB plans.
This is in contrast to the treatment given
public sector plans in some jurisdictions,
where many have been exempted from
solvency valuations.
When one looks back over the last
20 to 25 years, the pension system in
general and the DB system in particular
were probably robust enough to withstand any one, or even two of these
challenges. The pension system was not
designed to handle all of these and the
cumulative impact has taken its toll. It is
a classic case of the whole being greater
than the sum of its parts.
The question for the next 20 years is
whether the downward trends will continue or, if given a period of reasonable returns and minimum changes to
the regulatory environment, the system
will stabilize at where it is now. Predicting accurately where we will be in
56
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2031 will be as difficult as accurately
predicting in 1991 what 2011 would
look like.
BPM
Paul Owens is a member of the Provincial
Judges Pension Board at
the province of Ontario
and the investment
advisory committee at
Archdiocese of Toronto. He is former
CEO at the CAAT Pension Plan.

DB Pensions:

Downloading
Retirement
Savings To
Individuals Risky
Proposition
By: John Crocker

I

extend congratulations to Benefits
and Pensions Monitor on its 20th
anniversary.
As Monitor celebrates this milestone,
I, too, am reaching one. I will be stepping down as CEO of the Healthcare of
Ontario Pension Plan at the end of the
year, capping a 30-year career in the
pension business.
As I look back on my long career, the
most important trend I see is the diminishing, inadequate pension coverage
being provided for Canadians, coupled
with the fact that they are largely being
left on their own to save for retirement.
Disheartening Trend
In the past, the majority of Canadians
were covered by Defined Benefit plans in
the workplace, and the trend away from
them is disheartening. There’s no better,
more efficient, or more effective way to
deliver meaningful, adequate retirement
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income to people than the DB model.
DB has a lot of strengths that other
types of retirement savings arrangements don’t have. What you get from
these plans is clearly defined – you know
in advance what you’re going to receive
as a pension. Investment is handled by
professionals.
With any other arrangement, you
really don’t know what you’ll get and
investment is usually up to you. Ask the
person who retired from a Defined Contribution plan in early 2008 if the markets affected their pension amount.
The shift to individuals saving on
their own has led to some alarming consequences.
The average Canadian has only
around $60,000 in his or her RRSPs at the
time of retirement. One reason why the
average is so little is this – not many Canadians know when to buy, when to sell, and
when to hold, or even what type of investments they should have. Some, facing this,
choose to invest solely in GICs or money
markets, fearing losses. Such decisions
keep account balances low.
You can’t live for 20, 25, or 30 years
on $60,000. To have annual income
of $25,000 a year, you need to save
$500,000 in an RRSP or DC plan. This
is a sad truth that most people don’t learn
until the day comes when they realize
their $60,000 RRSP isn’t going to cut
it – and they will have to keep working.
With DB, you have a co-operative
arrangement between member and
employer. An income replacement target
is set in advance by the formula. Contributions are made throughout the member’s career, matched by the employer,
and adjusted up and down as necessary
over the long haul. Those contributions
are mandatory.
DB plans operate at a fraction of the
cost of retail mutual funds – HOOPP’s
investment cost was just 0.26 per cent
in 2010, compared to the 1.5 per cent
to 2.5 per cent retail funds charge. Low
fees mean more money for paying pensions and a fee of just 1.5 per cent, compounded over 20 years, can reduce the
assets available to pay a pension by a
stunning 30 per cent.
Those who oppose the DB model

worry about its sustainability, the fact
that costs can vary, and its complexity.
HOOPP, which is fully funded, has had
stable contribution rates since 2004 and
will continue at those rates until at least
the end of 2013. This shows DB can work.
Not Enough To Live On
In my view, the DC model is the one
that’s not sustainable. People aren’t getting enough out of these plans to retire.
In Australia, where government-mandated DC plans are the norm, contribution rates have risen from six to nine and

‘ … no better,
more efficient,
or more effective
way …’

soon to 12 per cent (the employer contributes, the member doesn’t) because
retirees simply didn’t have enough to
live on. In 2010, the average Australian male had just $130,000 in his DC
account at retirement; females had just
$45,000. Nearly two-thirds of Australians run out of DC funds altogether by
age 75, half live below the poverty line.
So, even in a DC world, costs can’t
be guaranteed for the employer. There’s
no guaranteed outcome which leads to
problems for governments – who need
to help out struggling seniors – and for
employers, who will find workers reaching retirement age who can’t afford to
leave.
I encourage the next generation of
leaders to look beyond today’s costs and
to focus on outcomes rather than inputs.
Making adequate retirement income a
priority for future generations is critical,
otherwise, we will face a societal divide
in old age.		
BPM
John Crocker is
president and CEO
of the Healthcare of
Ontario Pension Plan.

Investment:

The Rise Of
Global Debt
By: Rob Vanderhooft
“Debt doesn’t matter until it matters, and
when it matters, then it really matters”
– Gladys Boehler

G

reystone’s now-retired head
of U.S. equities first used her
favourite maxim long before
the current troubles began rumbling
through the global economy. She was
certainly prescient. When we assess the
financial crisis and the continuing plight
of European nations, it’s clear that the
long-term rise in government and consumer debt will be the major contributor.
While that may not be a new revelation when analyzing the last few years,
debt will also really matter when predicting economic and market behaviour
going forward.
Future Consumption
In effect, when governments or individuals borrow, they advance future consumption into the present. Conversely,
when you save, you defer consumption
to a later time. That economic context
becomes important when you consider
the implications of debt on an increasingly globalized economy.
In theory, one consequence of global
free trade is greater equilibrium in standards of living. In practice, frictional
factors will work to prevent full equilibrium – things like distribution of natural
resources, system of government, the
status of the legal system, and so on –
but the world is moving in that direction.
Debt plays a role, too. Higher standards of living in developed nations are
due in good measure to governments and
consumers advancing their consumption
excessively through debt. That situation can continue as long as the lender is
comfortable that it has some prospect of
repayment, and the borrower has confidence in its ability to repay. But, as debt
levels rise and both parties get nervous
about repayment, the status quo collapses, as we have seen.
The rise of debt, the current nervous-
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ness with regard to debt levels, and the
subsequent unwinding of that debt will
accelerate the move towards equilibrium
in standards of living.
Nations who are deferring consumption (i.e. those with high savings rates)
are the significant lenders to the overconsuming developed nations. Ironically,
lenders include much of the developing
world. As those developing countries
continue to improve living standards,
they will, in effect, demand repayment
of their deferred consumption. We will
then begin to move towards equilibrium
in standards of living.
China and the U.S. offer an example.
China’s massive trade surplus with the
U.S. equates to China leveraging the
standard of living in the U.S. As China
increases its domestic consumption, it
will seek repayment for its goods and
services. To do so, the U.S. must reverse
(or at least reduce) the trade deficit by
cutting domestic consumption and making its exports more competitive through
productivity improvements (technology,
training) or devaluing the U.S. dollar.
Not a rosy picture, but moving to equilibrium means gains for some and sacrifices for others.
Europe’s own sovereign debt crisis
illustrates another side to the problem,
which is a crisis of confidence about a
nation’s ability to deal with its debt. In
other words, debt matters because lenders
now think it really matters and it’s hard to
convince them otherwise. As with a run
on a single bank, a single country with a
high debt to GDP ratio is ill equipped to
withstand a ‘run on the bank’ by itself.
Austerity Measures
Concerns about a particular country
manifest themselves as higher interest rates, yet efforts to shrink deficits
through austerity measures and asset
sales inevitably also shrink a country’s
GDP, reducing its ability to cope with
higher financing costs. That is why it is
extremely difficult, if not impossible, to
shrink your way to prosperity, as Greece
is finding out.
The European Central Bank is also
discovering that it is very hard to regain
control in a crisis of confidence. Massive
policy responses only work if the market
thinks they are sufficient – sufficiency
being a relative term defined by very
skeptical investors.
Market skepticism and the Tea Party’s
‘debt is evil’ mentality aside, it is per-
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fectly reasonable for governments and
consumers to carry some debt. Indeed,
the economic engine demands it. The
danger (and why debt-fear is so pernicious) is that the line between reasonable
and unreasonable shifts with the market’s ever-changing risk sentiment. It is
sometimes only obvious where that line
is after you have crossed it.
BPM
Rob Vanderhooft
is CEO and CIO at
Greystone Managed
Investments Inc.

Governance:

20 Years Later,
The Fiduciary
Standard
Emerges From
Retirement
By: Warren Laing

I

n 1991, the TSX rang in the New
Year at 3256.75. Oil was trading at
$20.20 a barrel and a dozen eggs
cost 85 cents. That same year Douglas
Coupland aptly labelled the anti-label
cohort, ‘Generation X,’ informing them
that, ‘Adventure without risk is Disneyland’. Today, the adventure he spoke of,
at least as it relates to financial markets,
is anything but Disney.
And yet, roller coasters abound. The
commodities plunge in 1990 prefaced
the dot.com fizzle of 2001 only to be
overshadowed by the recessionary spiral
of 2008.
Like lemmings compelled to the
edge, investors and many advisors scurried to sell off holdings that should have
been held, investments that should have
remained invested. As Rob Carrick asks
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in his August 13, 2011, article; ‘Wanted:
A portfolio flotation device,’ “Nothing is
more predictable than a rush into bonds
at a time when stocks are falling hard,
even if the current move is especially
dramatic. But aren’t investors supposed
to buy low? Aren’t stocks the place to
put new money right now, not the highflying bond market?”
Where does that leave us?
Permanent Shift
An RBC poll conducted this spring
says that 44 per cent of retired Canadians
now carry debt into retirement up from
39 per cent just a year ago. An April
7, 2011, Globe and Mail article titled,
‘Employees turn their backs on traditional pension plans,’ observes that “ …
the financial crisis appears to have led to
a permanent shift in the attitudes of companies sponsoring pension plans … with
employers planning a conversion to DC
intent on doing so regardless of whether
economic conditions improve, or a more
sponsor friendly legislative environment
appears …”
And those employees are among the
lucky ones.
What about the 11 million Canadians
that have no workplace pension plan at
all? Even if that number is discounted
and we employ Keith Ambachtsheer’s
5.5 million (those Canadians that will
have a significant gap between their
CPP/OAS payments and their pre-retirement income), the number of those illprepared for retirement, either imminent
or distant, is staggering.
The good news is that we’ve learned
something through these two decades
of market turmoil. Investment advice
is necessary. As Jack Mintz states,
“Even with all the education in the
world, literacy can only go so far.
Even the best and brightest who are
busy with their own professions will
not have the time to become financial
experts. I want my doctor to know
something about medicine, not which
investments to make.”
The danger, however, lies in allowing
that advice to be provided by advisers
either unqualified to deal with the growing complexities of the markets and/
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or have a self-interested motivation.
Bill Carrigan in his October 29, 2011,
Toronto Star article, ‘Check the skills
of your financial adviser,’ sums up the
advice channel simply, “At the bottom
of the sales/adviser food chain are the
frontline bank branch mutual fund sales
representatives. Next is the in-house
financial planner. Some of these sales
people/advisers will aspire to move up
the food chain and become fully licensed
investment advisers. At the top, we have
the associate portfolio manager and the
portfolio manager. These advisers will
provide discretionary portfolio management services.”

‘I want my doctor
to know something
about medicine, not
which investments
to make.’
In essence, IC/PMs take the investment decisions out of the hands of illequipped investors and make qualified
investments only on their behalf.
The Canada Pension Plan Investment
Board naturally has the portfolio manager registration. Any Defined Benefit
plan likewise. Should not all working
Canadians benefit from this same high
standard, a standard that by definition
carries with it a fiduciary responsibility?
Knowledge Gap
Bob Baldwin, in his 2009 research
study on the Canadian Retirement System, refers to what he calls, “the asymmetry of knowledge between consumers
and sellers.” That knowledge gap puts
any adviser in a privileged position.
Advisers, therefore, must recognize the
responsibility that comes with that privilege. Welcome to the return of fiduciary
management.
No doubt, pension reform will have
many suitors over the next 20 years.
Whether it be Ted Menzies’ Pooled
Registered Pension Plan, an enhanced
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CPP, or a host of other measures yet to
be imagined, what will remain consistent is a need to create broad-based, efficient, welcoming structures that all Canadians can believe in and, thusly, invest
in. Regardless of the specific structure, a
fiduciary overlay will only serve to grant
them the necessary permission to invest
in that belief. Instead of wondering,
‘how did we get here?’ then, the question
we should be asking ourselves is ‘why
did it take so long?’
BPM
Warren Laing
is chairman and
chief investment
officer at Open
Access.
Custody:

2 0 Years Of
Custody In
Canada
By: Tom MacMillan

T

he technology, players, and
market demands of Canada’s
custody industry have changed
significantly over the past 20 years, but
one thing remains the same: clients continue to value a custodian they can trust
to deliver consistent, professional, and
highly-responsive service.
Compared to 20 years ago, the investment world has gotten much more global
and complicated, with a proliferation of
strategies, investment vehicles, and regulatory requirements – even as timelines continue to compress. The numbers are bigger
and the stakes are higher, and we see more
instability and more frequent crises.
Today’s investors have more robust
governance standards, routinely requiring performance information and realtime data. Increasing demands in the
market have led institutional investors
to become much more focused on their
60
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custodians’ performance, looking at the
health of our companies, systems, controls, and technology.
Clients want to know about our internal
and external audit results, about our risk
management and business continuity preparations, and even our employee engagement performance. I heartily applaud clients’ rigor and diligence in this area, the
custody industry is the better for it.
 From custodian to asset servicing
provider
Historically, custodians have always
been expected to deliver operational
excellence, including timely reconciliations, smooth trade settlements, and consistently accurate valuations – we are
still judged on these factors today.
What has changed is that clients
have come to see custodians as critical
business partners and problem solvers.
Technological advances have enabled
exchanges, depositories, and custodians to perform market operations much
more efficiently.
At the same time, clients have recognized that custodians’ view to the entire
trade lifecycle can enable access to valuable information. Repositioning themselves as ‘asset servicing providers,’
custodians have expanded their capabilities and deployed rich new reporting
and information management systems in
response to clients’ needs.
 Fewer players – but greater competition
We’ve seen significant consolidation in the industry – from more than
15 custodians 20 years ago to four large
providers who today serve 90 per cent
of Canada’s market. Custodians need
enormous scale to support the necessary
research and development investment
to keep up with clients’ needs, which is
driving consolidation around the world.
An example of this was the formation
of our 50 per cent parent BNY Mellon
in 2007, which now is the world’s largest custodian, servicing nearly US$26
trillion of assets. BNY Mellon reinvests
more than US$1.5 billion annually into
the technology powering its products
and services. Ironically, having fewer
suppliers has actually made the market
much more competitive: we are on our
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toes as clients choose among ever better
offerings.
 2008 financial crisis and a new
focus on risk management
Today’s emphasis on risk and transparency was perhaps born out of the
events surrounding the 2008 market
collapse. I was never prouder of our
company than when we were able to
successfully manage all of our positions
with Lehman so that none of our clients experienced an operational disruption, a loss, or trading restrictions. Our
risk management programs performed
as planned and, with a huge amount of
effective teamwork, we passed this test
with flying colours.
The Lehman bankruptcy underscored
the critical importance of strong governance and risk management, and I would
say the entire industry is better for the
experience.
 The next 20 years
Looking forward, I believe that the
demand for reporting, risk management,
transparency, and market information
will continue to accelerate. Institutional
investors will be under tremendous pressure – from regulators and their clients
while operating in the expected lowreturn environment over the next few
years. We are going to see increased
trading volumes, more sophisticated
investment vehicles, more globalization,
and a continued shortening of timelines.
I think the relationship between institutional investors and custodians will
continue to deepen as clients continue
to demand more and better reporting.
You can get custody information on an
iPad today and I’m sure tomorrow will
bring even more advanced information delivery. Clients will be looking
to custodians for products and services
that help increase returns, reduce costs,
and reduce risk. Securities lending is a
great example of this, providing a stable
source of risk-adjusted returns to offset
costs or augment returns.
In some ways, I am envious of those
just starting their careers in custody and
of the investors who will rely on their services. The technology powering today’s
marketplace can be very enabling and it
will continue to improve. It is very grati-

www.grsaccess.com

If we were in Landscaping,
the lawns
would be impeccable.

T

o be successful in any business, attention to detail is crucial. And this is especially true

when it comes to providing retirement services for your employees. At Great-West Life we
are completely committed to the highest principles of accountability and providing superior,
reliable group retirement services. If you want your group retirement plan to run as smoothly
as you wish everything else did, give us a call at 1-800-452-0025 or visit www.grsaccess.com

Retirement solutions that never stop working

Great-West Life and the key design are trademarks of The Great-West Life Assurance Company (Great-West), used under licence by its subsidiaries, London Life Insurance Company (London Life) and
The Canada Life Assurance Company (Canada Life). Group retirement, savings and payout annuity products are underwritten by London Life and Canada Life respectively, and marketed and serviced by Great-West.

61

Go to page 3 CONTENTS

20 YEARS OF INDUSTRY CHANGE
fying to solve a client’s problems and I
think custodians are well positioned to
help institutional investors stay ahead
of the huge demands facing them in the
years ahead.
In my opinion, it all comes back to
quality client service and trust – 20 years
ago, today, and 20 years from now. Clients need to know that we are honest,
diligent, committed to solving problems,
and striving every day to provide quality value-added services. As I look back
over the past 20 years, I am very proud of
the fact that the role of the custodian has
evolved to the point where we are now
viewed as valued partners and essential
suppliers to our clients.
BPM
Tom MacMillan retires
as chairman of CIBC
Mellon’s board of directors on December 31. He
served as president and
CEO of CIBC Mellon
from 1998 to 2009.

Investment:

Pension Funds –
The Last
20 Years
By: Stephen Jarislowsky

T

wenty years ago, pension funds
had problems, but nowhere near
the problems of today!
Interest rates were coming down,
meaning lower, but still reasonable
returns. Interest rates gave positive net
returns over inflation and the falling rates
provided capital appreciation. Today rates
are so low on government bonds that
inflation exceeds the 10-year Government
of Canada rate and, as such, short-term
money provides negative real returns.
Twenty years ago, stocks started a
62
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huge bull market lasting until the year
2000 after which U.S. shares fell against
the inflation rate over the next 10 years
– a period which has lasted until the
present as the Dow Jones average today
is at actual 2000 levels. The Canadian
experience has been better, helped by a
higher Canadian dollar and a strong raw
materials commodity market since 2002.
Canadian stocks have had a good run,
but today, with quasi world recession,
the commodity boom is unraveling.
Three Bubbles
The recent 20 year period saw three
bubbles:
 an absolutely absurd hi-tech bubble
ending in the year 2000
 a real estate housing bubble based on
unjustified low interest rates
 the gold/commodity bubble now ebbing
Since 1991, Canada has benefited
from the appreciation of our currency,
while investing in U.S. dollar assets was
a negative expressed in our currency.
While the ‘Great Recession’ effects
have been relatively modest in Canada,
the drop in commodities is a negative.
Canada also runs a large current account
deficit and real estate is overpriced while
consumers remain over-indebted.
Most Defined Benefit pension plans
(a dying species) are woefully underfunded across North America, especially
based on a continuing low interest rate
environment and now facing stabilized
or declining corporate profitability.
The Canadian stock exchange (TSX)
diversification availability has shrunk
materially from 20 years ago, making
it increasingly difficult for Canadians
to allot major percentages to Canadian
equities, forcing them to seek out more
non-Canadian dollar equities.
Another major change is the availability of new financial ‘products.’
Exchange traded funds hardly existed in
1991. Alternative investments (private
equity, real estate, hedge funds, derivatives, gold, and commodities) are all new
and some such instruments – packaged
mortgages – have proven defective.
Much that needed change has not
changed. Canadian securities commis-
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sions still employ experts with major
conflicts of interest and so do not truly
carry out their own main mission –
investor protection. On the other hand,
the Canadian Coalition for Good Governance has become a major force to curb
executive greed and to sharpen corporate
board attention to fiduciary responsibility. Executive compensation, now overseen by weak boards and force fed by
conflicted ‘consultants,’ remains far too
high, although we are hopefully seeing
signs that this is slowly ebbing. Greed is
under somewhat better control due to the
CCGG members, together constituting
more than $2 trillion dollars of investment funds, pushing for more attention
to certain issues such as majority voting,
division of CEO and chairman functions,
and others. These initiatives are helping,
but excessive compensation and noxious
elements (options, supplementary pensions, stock gifts, takeover protection)
still remain in place. Mercenary executives continue to retard true teamwork,
company ethics, and culture. Far too
many directors do not have the knowledge, nor the passion, to be the boss
rather the CEO’s collaborators.
Period Of Greed
Looking at the current situation, we
live in a period of greed which has fed
an image of fat cats becoming wealthier,
while the population becomes poorer
and the middle class erodes. Capitalism
is seen as having bought the politicians
(especially in the USA) leading to the
public becoming increasingly disaffected and feeling that true democracy
no longer exists.
From the economic standpoint, the low
interest rates and the high indebtedness of
consumers and governments means little
to no growth for years ahead and a consequent major danger to pensions of an
increasingly older population.
BPM
Stephen Jarislowsky
is chairman, CEO, and
director of Jarislowsky
Fraser Investment
Counsel.

To Reducing Risks:

The New
Priority For
Pension
Investments
By: Robin Lacey

T

he origin of the expression
‘May you live in interesting
times’ is still debated, but is said
by some to come from an English translation of an ancient oriental proverb, or
curse. I would dare to say, as investors
and plan sponsors alike, that we have
never in recent times witnessed a more
interesting and challenging environment
than that we face today, nor perhaps felt
more cursed.
The dramatic shift in the landscape
for pension plan sponsors over the past
20 years is a story in two parts. Part one
features equity bull markets that extended
into the 1990s to set a high bar on investment return expectations. This allowed an
increasing number of pension funds the
luxury of declaring contribution holidays
and benefits enhancements. These return
expectations strongly reinforced the classic 60/40 allocation convention – 60 per
cent equities / 40 per cent bonds – despite
the fact that fixed income yields were
actually progressively coming down from
their historic highs. It seemed reasonable
to assume that equities could continue to
do the heavy lifting and bonds would provide the safety net.
Then the ride got bumpier.
As the century and millennium
turned, a tech boom went bust. A shock
to the system, certainly, but this alone did
not undermine pension funds. The positive
effects of long-run rising equity markets
were still in place and pension finances
remained generally healthy. Just as markets were recovering their poise and a new
generation of economic powerhouses was
born with the BRICS, a second and much
larger financial crisis was building.

A Paradigm-changing Crisis
The biggest financial crisis since the
Great Depression was visited upon us
beginning in 2007, and its aftershocks
and reverberations will continue to be
felt for some time to come. A mortgage
meltdown quickly turned into a liquidity crisis and credit crunch, all dramatic
terms which have been used as short
hand for the fundamental dislocation in
markets that occurred. Taken by surprise,
pension funds have, in many instances,
gone from luxuriating in pension surplus
to facing up to an underfunding crisis
today. Add to this the persistent volatility in markets and all the conventional
return on asset assumptions are now
being called into question.
In retrospect, the 2000s looks like a
lost decade for most equity investors.
When you factor in the risk taken, the
results become even more negative. You
can add to this the fact that bond yields
are now repeatedly hitting record lows.
The response by investors has been to
say that equation doesn’t work anymore,

we need to be much more conscious of
our risk budget if we are going to sustain
our investment program. It has to make
more sense not just from a return point of
view, but also from a risk-adjusted return
point of view. And, therefore, what we
need to be able to deliver as a provider,
as an advisor, is solutions that actually
adjust for risk, because that is now our
clients’ focus.
So the big theme we would identify
post-crisis is the arrival of risk as a principal decision-making criterion for many
pension investors today. Clients are gaining comfort from a different discussion
which is much more about the degree to
which they are properly compensated for
the risk they take. Their interest now lies
in exploring the kinds of outcomes they
can achieve with their investment program, and what those outcomes look like
when adjusted for risk.
A Need For Risk-reduction
Innovations
At TD Asset Management, our pedigree in risk management has been helpful to clients in these problem-solving
conversations. It stems from the fact that
we started in institutional investing as an
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indexer. We have developed an intimate
knowledge of benchmarks and the benchmarking of risk, and that has provided us
with a sound foundation when it comes to
innovating newer risk-adjusted solutions.
The appropriate performance measure
these days is different, and typically it is
going to be a liability cash flow stream,
or it might be pension surplus volatility
which is a newer metric being followed
by pension funds. That’s a function of
the changing rules they are required to
abide by. Pension finance now sits under
IFRS on the income statement of corporations that sponsor Defined Benefit plans, with heightened sensitivity to

‘ … arrival of
risk as a principal
decision-making
criterion …’

volatility in pension finance on the part
not just of finance professionals, but also
of chief executives and boards of directors. Think of the relationship between
the P&L, income statement, and the corporation’s share price
Funds are generally more comfortable
talking about alternative approaches to
traditional investing, rather than resorting
to opaque and illiquid alternatives. A good
example would be their use of derivatives. A growing number of our clients
have embraced derivatives as a means
of better hedging interest rate risks for
their total liability profile. Interestingly
enough, we have a manifold increase in
the size of our hedging business in recent
years, not because we are doing more currency hedging, but because we are doing
more liability hedging.
Another example of an innovative
approach to traditional investing is low
volatility equities. Investors had become
wedded to a market capitalization index as
64
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their equity performance benchmark. We
have really moved away from that convention. We have explored in great depth the
relationship between returns and risk in
equities and that’s caused us to pioneer a
number of new strategies in Canada which
are essentially risk-based strategies. Our
approach is about engineering a portfolio
where risk is the primary selection criterion. It has proven possible to generate very
competitive returns on equity investments,
using low volatility approaches, with as
much as 30 per cent less risk than a traditional index-based approach.
Volatility Here To Stay
The common perception is that volatility is here to stay. A number of our
clients have embraced low volatility
equity investing very early in its life, to a
point where we already have more than
a billion dollars invested in the approach
with a little over two years of history
since launch.
As we think about ways in which we
can help our clients, we have to anticipate that there will be further stress on
the system. Economies will struggle,
markets will be very volatile, and any
solution that you build has to anticipate
these facts and must take account of, and
adjust for, risk. You need to be able to
project to your client, with conviction,
the type of outcome they can expect in
the midst of all this volatility.
If we juxtapose the 1990s with the
situation that we face today, I think it is
reasonable to suggest that our clients,
particularly those that sponsor DB plans,
have never been under more pressure
when it comes to delivering on the pension promise. This is causing them to
re-visit conventional wisdom on pension
investments.
Interesting times indeed.
BPM
Robin Lacey is
vice-chair and head
of institutional
distribution at TD Asset
Management, a whollyowned subsidiary of
Toronto-Dominion Bank.
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Pensions:

‘ Perfect Storms’
Prompted
Reviews
By: Christopher A. Brown

L

ooking back over the 20 years
of Benefits and Pensions Monitor’s history, numerous significant events have shaped the current state
of the pension environment in Canada.
Precedent-setting court decisions, such
as Schmidt v. Air Products, Monsanto,
TransAmerica, Kerry, and others, have
become part of the pension vernacular.
Other events, such as the failure of plans
deemed ‘too big to fail’ and the low
return / low interest rate environment
precipitating not one, but two ‘perfect
storms’ for pension plans, have also had
far-reaching consequences.
The impact of those events and others
culminated in several governments
undertaking reviews (in whole or in part)
of the pension systems in their jurisdictions during the latter years of the last
decade. The Ontario Expert Commission
on Pensions, the Nova Scotia Pension
Review Panel, and the Alberta/British
Columbia Joint Expert Panel on Pension Standards, along with the federal
government’s Menzies review, brought
unprecedented attention to the issues
facing pension plans and their members.
Valuable Contributions
Those reviews each made valuable
contributions, despite different mandates
and different perspectives, to the dialogue around how to address the issues
and how to make the necessary improvements to ensure the existence of a stable
and secure retirement income system for
all Canadians. Numerous similarities
can be found in the conclusions and recommendations of the reviews, including:
 favouring principles-based regulation
and risk-based supervision models

 encouraging the development of new
plan types, subject to customized rules
 focusing on rules which ensure that
promises made are kept
 enhancing communication and disclosure to plan members
 bringing clarity to the fiduciary obligations owed to members
 identifying the benefits to members of
larger plans operating at lower cost
 considering the benefits of automatic
enrolment with opt out features
 highlighting the importance of interjurisdictional harmonization of pension rules
However, despite those similarities,
numerous differences in their recommendations also existed, relating to:
 whether the system is truly in a state
of ‘crisis’ or just needs ‘tweaking’
 whether national, regional, or provincial solutions are preferable
 the roles of government, the private
sector ,and organized labour in the system
 whether a ‘one-size-fits-all’ solution
or flexibility of options is optimal
 the balance between flexibility in
funding rules and benefit security
 the role of ‘super plans’ and employersponsored plans
 the merits of mandatory, opt out, and
voluntary participation
Since the tabling of the reports by the
respective panels, much research, discussion, and debate has ensued and continues today. Some governments have
begun to implement initial legislative
changes, albeit none of them could be
considered the comprehensive updating
to the system envisioned by the reviews.
Other governments have yet to take any
concrete action, some three years later.
What most now agree upon, at least,
is that issues do remain. There are clearly
issues that continue to face the Canadian
pension system and, as a result, all Canadians. Whether one’s perspective is that
those issues are targeted ones facing a
discrete portion of the population or that
they are larger systemic issues, there is
consensus that action is still needed to
bring about meaningful change.
‘Silver Bullet Solutions’
In recent months, much of the discussion has centred upon the search for
‘silver bullet solutions’ – ones that will
cure all of the system’s ails in a single
fell swoop. Some have called for significant expansion of the Canada / Quebec
Pension Plans. Others choose to rely on

the proposed Pooled Registered Pension
Plans (PRPPs).
However, those discussions have lost
sight of where the current dialogue began.
The impetus for change came from recognition that, while Canada has one of
the best retirement income systems in the
world, improvements were needed. All
of the reviews called for new models and
new thinking, building upon the strengths
of the system to help address its weaknesses. None called for one single solution
and most of the subsequent research supports that view. Canadians do not all face
the same issues in preparing for retirement
and they want and need options for retirement income accumulation that recognize
their diverse circumstances.
The issues that brought about the
need for reflection upon the challenges
facing our pension system were many
and varied. Canadians cannot then
expect that the solutions will necessarily be simple ones, either. But, those
challenges are also not insurmountable.
Systemic improvement is not going to
happen overnight, nor will the same
solutions work for everyone. However,
Canadians now recognize the importance and the need for change. It is time
for our elected leaders to heed that call
for change, ignore calls for unrealistically simple solutions, and roll up their
sleeves to get the job done.
BPM
Christopher A. Brown
is managing partner of
Spectrum HR Law LLP
and president of the
Association of Canadian
Pension Management.

Pensions:

The Canada
Pension Plan –
A Success Story
By: Gretchen Van Riesen

T

here have been many times in
the past 20 years that the pension industry has advocated
for changes to the pension system to
improve efficiencies, coverage, or struc-
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ture. Sadly, many of these advocacy initiatives have been unsuccessful, often
due to lack of collaboration, bad timing
politically, or poor communication.
There is one significant reform initiative that was distinctly successful – the
revisions to the CPP in the late 1990s to
ensure its future sustainability. Since its
introduction in 1965, the CPP has undergone a number of reforms, mostly to
add benefits or to add flexibility. For the
30 years after its inception, full annual
cost of living indexation of benefits was
introduced; survivor and dependent benefits were implemented (including samesex common-law relationships); earning
tests for early retirement benefits were
removed; marriage breakdown provisions added; early retirement at age 60
was introduced; and disability benefits
increased significantly,
Starting in the late 1980s, it became
apparent to many that the emerging critical issue was the financial health of the
CPP. Demographic factors showed that the
aging population in Canada and increasing
longevity of Canadians would make the
current levels of contribution unsustainable, particularly when there would be a
smaller working population to support
the costs of benefits for the large numbers
of baby boomers soon to start retiring. In
short, the CPP’s ‘pay-as-you-go’ system,
where contributions were set at a level that
would accommodate pension payouts and
provide a contingency fund of two years’
worth of benefits, would not be supportable in the future, and some form of prefunding was essential.
Though it took some for this realization to lead to government action, the
federal and provincial governments did
get their acts together in the late 1990s
when they launched a cross Canada public consultation process involving pension experts, industry associations, and
individual Canadians. Seeking suggestions and strategies from such a broad
cross section of Canadians was a significant and laborious process, but led to a
solid set of conclusions and recommendations for putting the CPP on a solid
financial footing for the future.
These sustainability changes included:
 increasing total CPP annual contribution
rates (employer plus employee) from six
per cent of pensionable earnings in 1997
to 9.9 per cent by 2003 in order to provide a stronger revenue base
 moving from a ‘pay-as-you-go’ system
to a financial structure to take advan-
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tage of investment earnings on accumulated assets, with the ultimate goal
of having a reserve fund equal to 30 per
cent of accrued pension obligations
 creating the CPP Investment Board
(CPPIB) to manage the investment of
contributions on a broadly diversified
basis
The process leading to these momentous
changes to CPP are a success story which
has made Canada’s employment-based
pension program one of the best in the
world. Achieving this through collaboration with both the Canadian public and the
provincial and federal levels of government
was a significant and rare achievement, and
has greatly enhanced the long-term viability
of the CPP and its ability to provide meaningful benefits in the future.
BPM
Gretchen Van Riesen
is a pension and
benefits consultant
with GVR Consulting.

Group Insurance:

Adapting And
Evolving To
Meet The
Needs Of
Canadians
By: Frank Swedlove

I

t is said that time and tide wait for
no one. That is something that the
Canadian life and health insurance industry understands very well.
The industry of today is vastly different
from the one we knew, even in the ’90s.
So much has changed around us – from
technology to global economic circumstances. As a result, the industry has had
to adapt and evolve so that it continues to
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meet the changing demands of its customers. I believe that we are more dynamic
and diverse than ever before and developments over the past two decades illustrate
much of this evolution. In this regard, the
following comes to mind.
A significant game changer has been
the shifting of risk from governments and
employers to individuals. Benefits such
as workplace retirement plans and outof-country travel insurance that were traditionally offered through the workplace
or by the government are often no longer
available. The upshot of this is that Canadians increasingly need to take charge
of their own and their families’ financial
security and well-being. The life and
health insurance industry has responded
with products that help them to do that,
not only through life, disability, and retirement products, but through ‘living benefits’ products. These products include critical illness insurance and long-term care
insurance, both of which are still relatively
new in the Canadian marketplace. Canadians are also living longer and in the last
two decades, for example, the growth in
annuity benefits has resulted in an increasing proportion of benefits being paid to
living policyholders.
Shifting Of Risk
Another example of the shifting
of risk to the individual has been the
decline in companies offering pension
plans. More than 50 per cent of Canadians working in the private sector do not
have access to a pension plan. Moreover,
for those who do have plans, there is a
continuing shift from Defined Benefit
to Defined Contribution pension plans
as companies struggle with the funding costs, legal liabilities, and unnecessarily complex legislation surrounding
DB plans. In Canada, the industry plays
a major role in helping people save for
retirement through insurance and pension products including DC plans, group
and individual RRSPs, life annuities, and
segregated funds. A timely new initiative
will be low-cost Pooled Registered Pension Plans (PRPPs) that the federal and
provincial governments will be implementing in the near future. The CLHIA
believes that PRPPs will be attractive to
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small and mid-size employers who don’t
now offer workplace retirement plans
and will help fill the gap for private sector workers.
Further, as we look back at what has
been happening with healthcare since
the late ’80s, we are seeing an evergrowing awareness by Canadians of the
impact of the rapidly increasing costs
of care, including prescription drugs.
Governments are now, more than ever,
concerned about the sustainability of
the public healthcare system in the face
of ongoing cost increases that exceed
economic growth and which are being
driven by the introduction of costly new
medical technologies, pharmaceuticals,
and an aging population. The same cost
pressures are being felt by employers in
Canada, particularly small and mediumsized businesses, who are examining
their supplementary benefit plans to find
ways to combat burgeoning costs. The
life and health insurance industry shares
Canadians’ concerns about the increasing costs of healthcare and has been a
major advocate for promoting lower
drug costs, particularly generics.
The industry has understood for some
time now that there are significant challenges ahead with respect to our country’s aging population. For example,
accommodation in a long-term care
facility can cost from $800 to $5,000
per month, depending on the room
type and the level of government funding available. Research has shown that
most Canadians are unaware that they
are responsible for their own long-term
care needs. As a result, few are preparing
themselves adequately for this eventuality. This is an issue that requires urgent
discussion by governments and private
industry to find viable solutions.
In Need Of Modernization
From a legislative and regulatory
perspective, the many changes in the
marketplace, including new products,
new sales and delivery methods, and
new technologies have outpaced a number of provisions in the current legislation, leaving them badly in need of
modernization. The CLHIA has been
encouraging provincial governments to

re-examine and update their Insurance
Acts, particularly the uniform life and
accident and sickness sections, to reflect
the current circumstances under which
we are operating. We are very pleased
that Alberta and British Columbia have
now updated their legislation while other
provinces have either begun the process
or have committed to do so.
Finally, the Canadian life and health
insurance industry has continued to grow
and has become an international success
story. Canadian companies now operate
in 21 countries around the globe, which
account for almost half of the industry’s
premiums. Three companies are ranked
among the top 15 in the world.
The Canadian life and health insurance industry is here to stay. We have
been around for close to 175 years and
intend to be here for your children’s
grandchildren – and beyond.
BPM

Expert Coverage
Of 20 Years of
Change
By: Bill Morneau

I

’m very pleased to take part in this
special 20th Anniversary of Benefits
and Pensions Monitor. The last
two decades have brought considerable
change to our industry, and Benefits and
Pensions Monitor has been an invaluable source of news and expert analysis throughout. We at Morneau Shepell
would like to take this opportunity to
look at how the industry has evolved and
offer our perspectives on what’s next.
In 2011, for the first time, we as a
country will spend more than $200 billion on healthcare. As measured by the
Canadian Institute for Health Information, per capita expenditure from publicand private-sector funding sources has

increased 57 per cent in the last 20 years,
from $2,590 in 1991 to $4,069 in 2010
(measured in constant 1997 dollars).
Individuals are now spending considerably more on health: per capita out-ofpocket spending has nearly tripled over
the last two decades – from $278 in 1988
to $762 in 2010, and per capita expenditures by employer-sponsored insurance
plans have increased from $139 to $648
over the same period.
Evolved Considerably
Canada’s retirement system has
evolved considerably over time. Increased
global competition, demographic shifts,
and greater employee mobility are among
the factors that have spurred employers
to shift from Defined-Benefit to DefinedContribution programs. DB plans are
under significant pressure in light of low
discount rates, volatile equity markets, and
accounting standards that make transparent the financial risk of a DB plan. According to Statistics Canada, in 1991, 41 per
cent of all workers were covered by a DB
pension; by 2006 this figure had fallen to
30 per cent. Over the next five years, the
number of private-sector workers covered
by DB pensions fell from 2.1 million to 1.7
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million (a 19 per cent decrease), while the
number of private-sector workers covered
by DC pensions increased by 11 per cent,
from 736,000 to 818,000.
Employee Assistance Programs (EAPs),
which weren’t offered by many employers
in the early 1990s, are now widespread.
According to the 2011 sanofi-aventis
Healthcare Survey, EAPs are the third
most common health-related benefit in
Canadian organizations, aside from basic
health and dental, and after paramedicals
and pay-direct drug cards. The survey
further revealed that 65 per cent of plan
members said ‘yes’ when asked if they had
access to an EAP, with 23 per cent saying
they had used it within the last year.
Technology has provided opportunities to respond to these trends, with
Canadians doing more and more on the
Web, including managing their pension
and benefit plans. From 1998 to 2010,
the proportion of Canadians using computers for tasks other than paid work
increased five-fold, from five to 24 per
cent. In 2010, for the first time, average
weekly hours spent online (18.1 hours)
exceeded average weekly hours spent
watching television. The next big technological revolution is making services
mobile, and this is already well underway, with mobile Internet use expected
to outstrip desktop use by 2014. Recognizing this shift, we recently introduced
the My EAP app for smartphones, a first
from an EAP provider, that provides
users with access to E-Counselling,
health and wellness articles, and ‘Lifespeak On Demand’ video clips.
While the industry has changed in
big ways, so have we. In 1991, our firm
earned revenues of $16 million and
employed about 200 staff who provided
pension and benefit consulting services
mainly to small and mid-sized organizations. Today, we number nearly 3,000
and are on track to earn about $360 million in revenue for 2011. We are Canada’s
largest provider of EAP services, Canada’s largest independent administrator of
pension and benefit programs, a provider
of consulting services to organizations
of all sizes, and a leading provider of
health management services – including
disability management – to some of the
68
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country’s largest employers. Our clients
include over two-thirds of the companies
listed in the TSX 60 index.
Productivity Top of Mind
So what’s next for the industry
and firms such as Morneau Shepell?
Plan sponsors tell us that what’s top of
mind for them is productivity – keeping employees at work, and effective.
Designing pension and benefit programs
that provide cost control to employers, flexibility to employees, and are
well administered, well communicated,
and accessible is the first step. Helping
employees to manage their increasingly
complex and stressful lives is an important enabler in workplace productivity.
The next 20 years of challenges and
opportunities for benefits and pensions
will involve providing employees with
advice on financial security and health
and access to services to help them with

Bill Morneau is
executive chairman
of Morneau Shepell.

Top 10 Happenings After The Next 20 Years
By: Harry Marmer
10. The CPPIB Owns ALL the Equity in Canada
9. The consulting industry is dominated by BAMWATER – Buck, Aon
Hewitt, Mercer, Towers Watson, API, Eckler, Russell (My apologies if I
have missed a firm)
8. The Leafs still do not win the Stanley Cup
7. The credit agencies close up shop after realizing there is no one left to
downgrade
6. Madonna tops the charts with her new hit ‘Like a Pensioner’
5. The official Euro currency is Canadian Tire money
4. To pay off the U.S. debt, President Herman Cain sends in the ‘Budweiser
Girls’ to capture Canada during the Grey Cup
3. To perfect your pension fund governance structure, you eliminate all your
fellow members and consultants
2. Defined Benefit pension plans are now taught in the ancient history program at the University of Toronto
1. As bond yields have tripled since their lows, investors now understand that
a bond represents something more than a relationship between a mother
BPM
and child 
Harry Marmer (CFA, MBA) is executive vice-president, institutional investment services, at Hillsdale Investment Management Inc. He gives credit to the following individuals, in alpha
order, who creatively contributed to this list – Ari Veittiaho, Brian
White, Carlo DiLalla, and Carmen Staltari.
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life issues and unplanned absences. This
will be achieved through administration
systems that enable members to access
multiple services on the go or from a
computer, EAPs seamlessly integrated
with group benefits, and disability management programs that help employees
to be at work and productive.
We see the next 20 years offering fantastic opportunities for growth for firms
such as Morneau Shepell and publications
such as Benefits and Pensions Monitor,
through a focus on the right issues, and by
working towards improving the productivity of Canada’s workforce.
BPM

www.bpmmagazine.com

jmclaine@powershift.ca
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| 20 years of indusTry Change |

| 20 years of indusTry Change |

Celebrating The Past
The 20th Anniversary of Benefits and Pensions Monitor
marks another milestone for the publication. Since its
launch in December 1991, the magazine has marked
these occasions by hosting events to signify the occasion and say ‘thank you’ to its loyal readers, advertisers, contributors, and advisors. Pictured here are the
events marking the launch of the magazine in 1991 and
its 10th and 15th anniversaries. And while the faces have
aged, they show that many of our supporters from the
beginning have been with us the entire journey. BPM
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The Complexities Of Cancer
By: Gordon Polk & Johnny Ma

Y

ou have Cancer. These are the words no one
wants to utter or hear. The Canadian Cancer
Society estimates that 40 per cent of Canadian
women and 45 per cent of men will develop Cancer during their lifetimes. The myriad of uncertainties and questions this disease brings can be overwhelming. While the successful treatment of most diseases can be
described in terms of treatment outcomes, Cancer is described
in terms of survival rate.
The term Cancer is often used as if it were one disease.
Rather, it is many different diseases with one commonality. It is
difficult to treat. Different approaches to treatment include surgery, radiation therapy, and drugs (chemotherapy). Each option
may be suitable depending on how early the Cancer is detected
as well as the part of the body effected. Not only is Cancer difficult to understand and treat, but the pathway to care may be
even harder to navigate and comprehend.

Complex Coverage
In 2009, the Canadian Cancer Society published a report
which described cancer treatment funding in Canada as a
“patchwork system of drug coverage … leading to financial
hardship for many cancer patients.”
The Canadian Cancer Society report showed that:
 About 50 per cent of newer cancer drugs are taken at home
and, as a result, patients are responsible for the cost
 About three-quarters of cancer drugs taken at home cost
more than $20,000 per year
 The average cost of a single course of treatment with more
recent cancer drugs is $65,000 – almost as high as the average annual income of Canadians
In 2011, this patchwork system does not appear to be any
different. Research from the ‘Cancer Therapy Navigator Database’ reveals the coverage complexities created in provincial
healthcare systems for 50 cancer drugs approved in Canada
since 1995 (Figure 1) as well as a subset of recently approved
drugs from 2008 (Figure 2). These figures illustrate to what degree each provincial cancer drug program funds a new treatment. Further, it demonstrates the impact that newer (and more
expensive) cancer drugs will have on plan sponsors and private
benefits plans across Canada.
The British Columbia Cancer Agency (BCCA) funds the
highest percentage (close to 80 per cent) of the 50 representative cancer drugs. More than half of these cancer drugs have
treatment criteria (green) that must be met, while the other half
are funded on a case-by-case approval basis (blue). At the other
end of the spectrum, PEI’s hospitals and cancer centers fund
less than 10 per cent of the cancer drugs studied. PEI residents
have to depend on private plans or out-of-pocket expenditures
to cover essential medications.
We had a glimpse of how intricate these coverage dispari72 Benefits and Pensions Monitor | December 2011
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ties can be earlier this year with the emotionally charged case
of Jill Anzarut in Ontario. Anzarut has breast cancer and was
denied coverage for Herceptin, a cancer treatment she would
have been eligible to receive if she lived in British Columbia,
Alberta, or Saskatchewan. The controversy arose because she
was denied coverage as her tumour was deemed too small
(half-centimetre in diametre) to qualify her to receive Herceptin
coverage in Ontario. This politically sensitive issue ultimately
forced the Ontario Public Drug Programs jointly with Cancer
Care Ontario to create a new ‘Evidence Building Program’ as a
way to accommodate these gaps in coverage.
Complex Decisions
Effective July 13, 2011, the Pan-Canadian Oncology Drug
Review (pCODR) began accepting new drug submissions for
review. The pan-Canadian Oncology Drug Review (pCODR)
was established by the provincial and territorial Ministries of

| HEALTHCARE |
Health (except Quebec) to assess the
clinical evidence and cost effectiveness
of new cancer drugs and to use this information to make recommendations to
the provinces and territories to guide
their drug funding decisions.
The goal of this process is to bring
consistency and clarity to the cancer
drug review process, ensuring individual provinces and territories can make
drug funding decisions informed by
evidence.
As experience has shown, equal access to cancer therapies in each province
will most likely not occur since each
province funds cancer drugs differently. For those provinces which decide
not to fund or delay funding until such
drug reviews are completed, employer
sponsored drug plans are left to foot the
bill. This bill is increasingly expanding
as more cancer drugs are taken at home
rather than in hospital. So how can plan
sponsors ensure their plans are protected
from this public to private cost shift?

Complex Co-ordination
First of all, employers need to ensure
that their plan administrators or benefits
managers are not paying for claims that
can be covered by government programs.
Several insurers have introduced drug

benefit integration programs which track
government programs (and corresponding criteria) for cancer claims so that plan
sponsors are only paying for claims that
are eligible under the private plan(s).
For those employers that are self-

Figure 1

Provincial Coverage Profiles Of 50 Cancer Drugs Approved Since 1995

■ General Coverage Cancer Program
■ General Coverage Provincial Drug Program
■ Case-by-Case Provincial Drug Program

■ Restricted Coverage Cancer Program
■ Restricted Coverage Provincial Drug Program
■ No Coverage

Source: Cancer Therapy Navigator Database™, 2011

Figure 2

Provincial Coverage Profiles Of 16 Cancer Drugs Approved Since 2008

■ General Coverage Cancer Program
■ General Coverage Provincial Drug Program
■ Case-by-Case Provincial Drug Program

■ Restricted Coverage Cancer Program
■ Restricted Coverage Provincial Drug Program
■ No Coverage

Source: Cancer Therapy Navigator Database™, 2011
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insured, there needs to be awareness as
to what level of financial exposure exists
for high cost (catastrophic) drug claims.
Are there similar or alternate treatments
that should be considered when a high
cost claim is submitted? Should the plan
sponsor consider step therapy according
to approved clinical guidelines? Is the
plan administrator able to enforce these
guidelines through prior-authorization
criteria? Plan sponsors may need to rely
upon their plan administrators to provide
this support, along with financial protection such as annual or lifetime dollar
maximums, along with stop-loss protection at a pre-defined threshold.
Historically, almost all cancer reReferences:

1. Cancer Drug Access for Canadians.
(http://www.cancer.ca/canada-wide/about%20us/

Specific Criteria
The reality is that government sponsored programs are already implementing specific criteria based upon the most
cost effective treatments available recognizing that there has to be a balance
between helping plan members recover
from cancer and that of providing coverage that is sustainable by the plan sponsor for its entire benefits offering.
There are approximately 900 new
cancer drugs in the pipeline of pharmaceutical manufacturers, according to the
National Cancer Institute. Since most
of these new drugs will be expensive,
private payers need to evaluate existing plan designs in order to manage
the growing number of cancer claims.
To maintain benefits coverage that is
sustainable over the longer term, plan

designs will require more check points
(similar to what public plans require), as
well as the need for integration processes
with publicly funded programs. These
steps are now being addressed by some
benefits managers. However, there are
many benefits administrators and advisors that are not yet capable of providing
appropriate services to plan sponsors on
this critical issue.
BPM

Gordon Polk is president of Drug Benefit
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media%20centre/cw-media%20releases/cw2009/~/
media/CCS/Canada%20wide/Files%20List/English%20files%20heading/pdf%20not%20in%20
publications%20section/CANCER%20DRUG%20
ACCESS%20FINAL%20-%20English.ashx)
2. Beasley, D, ‘New cancer drugs aim to block
broken genes’, Reuter News, June 8, 2011: http://
www.reuters.com/article/2011/06/08/us-cancerdrugs-idUSTRE7574YK20110608

lated drug claims were approved with
minimal restrictions or approval criteria.
Unfortunately, newer treatments are so
expensive that plan sponsors must now
start implementing prior-authorization
criteria that may, in fact, deny coverage
for a plan member.
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A Recipe For Healthy
Target Date Portfolios
By: Todd Saulnier

Even better, what if you could have all that at no extra cost or
about the same cost as those made in advance meals?
When it comes to Canadian Defined Contribution recordkeepers, most offer the ability to create and administer customized
portfolios that are diversified, balanced, and use the best ingredient funds using either tried-and-tested glide-path recipes or your
own special glide-path recipe, designed for your specific plan and
employee group. Depending on your record-keeper and the size
of your plan, the additional cost for using the custom portfolio
series approach could be modest or even nil.
In this article, we will discuss three key advantages of using
custom target date portfolios:
 Investment structure synergies
 Empowering passive investors
 Adaptability to change.

O

ne of my favourite pastimes is cooking. Once a
week, we get a box of fresh organic fruits and
vegetables. What comes in the box is always a
surprise, but once we get our fresh ingredients,
we set to work planning meals for the next few
days. My wife maintains a large database of recipes that we’ve
collected from various sources over time. We use those fresh ingredients and recipes and rotate in different meats, fish, and legumes
to ensure we get plenty of diversity in our well-balanced meals.
Of course, not everyone has the time or the inclination to
cook their own meals. For them, there are restaurants galore
and lots of pre-made meal choices at their local grocery store.
But just how nutritious are those meals? Are they balanced and
made with the freshest ingredients? Wouldn’t it be nice if you
had the best fresh ingredients delivered to your home and a private chef show up to cook up those nutritious balanced meals?
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Investment Structure Synergies
An effective DC investment structure will include investment options that support both passive and active investors.
Target date funds/portfolios best support the passive investors as the solution manages both current risk tolerance and
expected changes to risk tolerance as participants approach
retirement. Active (hopefully knowledgeable) investors, however, will want to choose from an array of asset-class specific
fund options (‘à la carte’ options) to build their own portfolio in
the way they like, in line with their current risk tolerance.
In a traditional structure, the investment manager for the
target date funds typically differs from the managers of the ‘à
la carte’ funds. For passive investors, the sponsor generally
chooses an off-the-shelf series of target date funds from among
a short list of target date fund providers offered by the recordkeeper (the offering is expanding, but is still fairly limited in
Canada). Next, recognizing that few, if any, managers are bestin-class in all asset classes, the sponsor will choose a set of bestin-class ‘à la carte’ funds from those available through their DC
recordkeeper. This approach has a number of implications:
 Under the CAP Guidelines, the sponsor must select and
monitor both the target date fund manager and the managers
of the ‘à la carte’ funds
 The management fees for the target date funds will typically
be higher than most of the ‘à la carte funds’
 The sponsor may have to communicate why the manager for
the target date funds is different from the managers of the ‘à
la carte’ funds
By contrast, when using a custom portfolio approach, one
builds the DC investment structure from the ground up by first
selecting best-in-class investment managers for each of the

| DC Plans  |
desired asset classes, therefore creating
the ‘à la carte’ offering. Then one uses
these funds to create the target custom
portfolios according to recipes that are
appropriate for the plan member population. The DC recordkeeper then builds
and administers the custom portfolios
with the target mixes defined by those
recipes and the best ingredient asset class
funds. Often this results in overall lower
management fees for the DC plan and
less ongoing governance responsibilities as there are now fewer managers to
monitor. Finally, members may appreciate that regardless of whether they are
passive investors or active investors,
their accounts will be managed by bestin-class managers.
Empowering Passive Investors
As mentioned above, custom portfolios give passive investors access to the
best-in-class funds available under the
plan. While the odds of a manager outperforming the applicable benchmark vary,
the best large cap equity managers have
been shown to have a reasonable chance
of outperformance by one to 1.5 per cent
per annum over a full market cycle. For
small cap equities, emerging market equities, and other less efficient markets, the
potential to add value over the applicable benchmark is even greater. It is no
small thing then, if passive investors can
get access to a portfolio constructed with
funds that each have higher than average odds to outperform their individual
benchmarks. Every one per cent in average added return over a 30-plus year
career represents a significant increase in
expected retirement income.
Active investors are expected to confirm their own risk tolerance and build
a suitable portfolio using the funds
available under the plan. Those that
understand concepts such as diversification and correlations may create welldiversified portfolios that take advantage
of asset classes with higher expected
returns while at the same time recognizing that less than perfect correlations
with other asset classes mean their total
short-term volatility risk can be reasonably managed. Custom target date
portfolios accomplish the same thing
by using recipes that take advantage of
asset classes with higher growth prospects and less than perfect correlations
among asset classes.

For example, on some record-keeper
platforms, a custom portfolio can include
long bonds, real return bonds, large cap
developed market equities, small cap
equities, emerging market equities, and
real estate. Using efficient frontier analysis, one can define the target mixes of
these asset classes which provide the best
long-term expected return for a given
target volatility. This can be done along
the glidepath recognizing a desire for a
much lower volatility for those close to
retirement than those 30-plus years from
retirement. In this type of a structure,
the passive investor choosing the custom target date portfolio may actually
have quite an advantage over the active
investor who may be hamstrung by less
information, more emotional response,
or simply lack of due diligence in managing his/her portfolio over time.
Adaptability To Change
Consider again the typical approach
using a separate target date fund manager from the managers used for the ‘à
la carte’ funds. Suppose circumstances
change and one of the selected managers
is no longer deemed to be best-in-class
and needs to be replaced. If the manager in question is the target date fund
manager, then there may be quite a challenge in replacing the manager if the
recordkeeper doesn’t offer a wide range
of target date provider choices or if the
target date funds currently in use have
features that make switching to a new
series cumbersome due to, for example,
imbedded features such as guarantees
or asset mixes that differ from potential
replacements funds. If the manager to be
replaced is one of the ‘à la carte’ managers, then this is likely easier to deal
with. Still, if the manager being replaced
is also involved in the off-the-shelf target date fund, this may result in undesirable mixed messages to employees.
With custom target date portfolios, a
change in one of the ‘à la carte’ funds
is done seamlessly by replacing the fund
for both active investors and passive
investors at the same time – no mixed
messages for employees.
Over time, evolving research and
changes in market conditions may warrant changes to target mixes for target
date portfolios. The plan with custom
target date portfolios can adopt such
changes at will. Those using off-the-

shelf products will have to wait for their
manager to recognize the change and
may further be at a disadvantage if their
manager does not have the expertise to
implement new asset classes they do not
already manage.
Finally, innovations in new products
– diversified growth funds, minimum
guaranteed income benefit wrappers,
and other products designed to minimize
downside risk – may be easier to implement in a custom target date portfolio
than in off-the-shelf products.
Less Onerous
For plan sponsors who have not considered the custom portfolio approach,
implementation may seem very onerous. In fact, a number of recordkeepers have designed their systems with an
expectation that custom portfolios would
be used. Granted, there are some additional decisions to be made. However,
in total, the effort to set up and govern
the resulting investment structure may,
in the end, be less onerous than the traditional approach.
In summary, here’s our recipe to set
up a customized target date portfolio:
 Select the best-in-class ‘à la carte’
funds that may be offered to participants or otherwise desirable in building diversified portfolios.
 Select the overall glidepath recipe
(non-fixed income weights along the
investment horizon). Guidance is
available from the recordkeeper, by
examining existing target date fund
provider glidepaths, or by using various modelling techniques.
 Select the target mix for the fixed
income and non-fixed income portions of the portfolios by examining
existing multi-class managers and
using efficient frontier work or more
sophisticated stochastic asset-liability
modelling techniques.
Your DC consultant can help you
with these important decisions. BPM
Todd Saulnier is a
principal in Mercer’s
Investment Consulting
business based in
Halifax, NS.
todd.saulnier@mercer.com
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Rise Of Pension Misrepresentation
Claims In Canada
By: David A. Crerar, Markus F. Kremer & R. Andrew G. Harrison

P

ension misrepresentation
claims against companies
and actuarial firms are on
the rise. Rare in Canadian
law until recently, the full
exposure posed by such claims remains
unknown, given the fact that few cases
have yet come to trial. Any company
with a pension plan, however, may be
sitting on an unknown and enormous
time bomb of litigation and liability.
Pension misrepresentation claims
pose a quadruple threat to companies.
First, because of the numbers of current and retired employees that are potential plaintiffs and because the amounts of
money involved, potential exposure is
enormous.
Second, errors in pension communications do not often surface until years
later, often when employees approach
their retirement and realize that for whatever reason – and a cynic may question
whether the disparity genuinely flows
from the pension communications or
from a downturn in the marketplace –
that the actual pension amount is not as
envisioned. This creates special problems
in defending such claims as documents
and witnesses disappear over time.

Emotional Motivation
Third, such pension claims may lend
themselves to class proceedings. While a
single employee may not have the economic or emotional motivation or ability
to bring a claim, where the claim arises
from a communication made in identical
form to multiple employees, a claimant
or an entrepreneurial lawyer make seek
to have the claim certified as a class
action. On the other hand, where different communications are made to different employees and where there may exist
issues about whether it was reasonable
for a given employee to rely upon the
statements, a court is less likely to cer-

tify a claim as a class proceeding on the
basis that individual issues predominate
over issues that are common to all members of the class.
Fourth, because a pension is of such
importance to a retiree’s life, and to society at large, there may arise a natural
sympathy of a court towards such claimants, prompting a stringent scrutiny of
statements made by the company which
will generally be deemed more sophisticated and in a better position to carefully
and accurately convey facts about the
pension plan to its employees.

‘…because a pension is of
such importance to a
retiree’s life, and to
society at large, there
may arise a natural
sympathy of a court
towards such claimants …’

Pension misrepresentation claims most
frequently arise when the company gives
its employees an option to switch to
another form of pension plan, or to choose
from one or more pension options. This
may arise from an option given to an individual employee or an option or conversion provided to all or many employees.
Do The Right Thing
A key example is the offering by
many Canadian companies of the option
to their employees of switching from
an existing Defined Benefit plan to a
Defined Contribution plan. Ironically,

the companies that tried to do the right
thing, and gave their employees an
option or provided the employees with
an expansive educational program about
the pension options, may face greater
exposure. In the inherently complicated
area of pensions, it is not difficult for
plaintiffs or their clever counsel to claim
that certain phrases or graphs misled the
plaintiffs into choosing a pension option
that turned out to be unfavourable with
perfect hindsight.
A company’s legal duties towards the
employees in making such an offering
are complicated and have not fully been
settled by the Canadian courts. Where
the company also acts as the administrator of the pension plan, it owes strict
fiduciary duties to the employees in the
plan with respect to the administrative
aspects of the plan, such as calculating
and awarding benefits.
At the same time, the employees
and employers have different interests
with respect to the pension plan and it
is not inappropriate for the employer to
consider and protect its own interests in
offering or amending a pension plan.
Courts have accordingly found that
an employer wears two hats with respect
to a pension plan, owing fiduciary duties
when acting as administrator and owing
a lesser duty of good faith that may take
into account the company’s own best
interests when acting as employer. But
where a company provides pension information to its employees, it is still a legal
gray zone as to which hat the employer is
wearing, and what duties it will owe.
Recent Canadian cases give examples
of the risks that employer face.
	Ault v. Canada (Attorney General)
2011 ONCA 147
In reasons issued in February 2011,
the Ontario Court of Appeal found the
federal government liable in negligent
misrepresentation and the actuaries in
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question liable in negligent misrepresentation and breach of fiduciary duty.
The facts arose from 2000 when the
federal government gave certain government employees the option of transferring their funds from the public service
fund to a plan sponsored by the actuary
defendants. The scheme required them
to leave federal employment and give up
entitlements under the federal pension
plan. The new plan was later disallowed
by the CRA. The plaintiffs sued for the
difference between the benefits they
would have received had they stayed
in the public service and what they did
receive under the failed scheme.
The federal government was primarily faulted for not disclosing its concerns about the tax legitimacy of the
proposed scheme. The pension actuaries were faulted for not providing full
disclosure of the risks and their conflict
of interest, when they held themselves
out to vulnerable employees who were
relying on those actuaries for expert
advice. The actuaries were found to
owe a fiduciary duty both before and
after the employees switched. Damages
were assessed at $2.8 million for seven
plaintiffs, with a costs award of some
$700,000.
	Smith v. Casco 2011 ONCA 306
The plaintiff was the widow of an
employee who had taken early retirement. He selected among the 14 pension
options offered one that offered more
generous monthly payments, but limited
survivor benefits. He died soon after.
The trial court awarded the widow damages against the company for negligent
misrepresentation of $17,949.97 plus
a monthly pension during her lifetime
of $1,654.93 and costs of $65,000. The
Court of Appeal confirmed the judgment,
but limited the reasoning to the irregular
waiver form signed by the widow which
failed to comply with statutory requirements.
	Weldon v. Teck Metals Ltd. and others (filed British Columbia Supreme
Court July 2009) and Bleier v. Teck
Metals Ltd. and others (filed British
Columbia Supreme Court October
2011)
In these claims, which are only at the
preliminary stages, the plaintiffs claim
that the employer and its actuaries were
negligent and breached fiduciary duties
in introducing the option of switch80

80

ing from a DB plan to a DC plan. The
facts are relatively ancient, arising from
an option presented in 1992 and 1993.
The plaintiffs have filed suit on their
own behalf and on behalf of potentially
hundreds of fellow employees, and will
seek certification of the claim as a class
proceeding.
	Dawson and others v. Tolko Industries Ltd. and others (filed British
Columbia Supreme Court February 2007)
The facts also arose from the option of
switching from a DB plan to a DC plan
offered in 1998. The defendant company
had not actually made the pension offering. That offering had been made by a
company later acquired by the defendant
in a takeover. The 65 plaintiffs sued the
successor company, the actuarial firm,
and the individual actuary alleging that
the information provided (primarily
graphs and tables comparing what each
plaintiff might receive under each of the
DC and DB options) was misleading.
The matter proceeded to trial in
August 2010, but was settled before reasons for judgment were issued.
	Graham v. St. Anne-Nackawic Pulp
Co [2004] NBJ 148 (New Brunswick
Court of Appeal Queen’s Bench)
and Allison v. Noranda Inc. [2001]
NBJ 241 (New Brunswick Court of
Appeal)
In both of these cases, courts found
the employers liable for erroneously
advising terminated employees with
respect to their pension plan option on
termination.
In Allison, the court rejected the company’s defence that the employee was
given the opportunity to seek advice
from an independent third party with
respect to his options.
	Gauthier v. Canada (2000) 185 DLR
(4th) 660 (New Brunswick Court of
Appeal)
The plaintiff took early retirement
based on the company/administrator’s
erroneous statements about how much
money he would have in his pension.
The court awarded the plaintiff damages
representing the pension income lost due
to the error.
	Deraps v. Labourer’s Pension Fund
of Central and Eastern Canada
(1999) 179 DLR (4th) 168 (Ontario
Court of Appeal)
In facts similar to Smith, the plain-
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tiff’s widow succeeded in her claim. The
court found that the defendant pension
fund had failed to fully advise the widow
that she would renounce her survivor
benefits by signing the waiver and such
silence constituted negligent misrepresentation.
	Spinks v. Canada (1996) 134 DLR
(4th) 233 (Federal Court of Appeal)
The plaintiff was a government
employee who claimed he was given
erroneous advice with respect to the purchase of prior service credits under this
pension plan. The court found that pension administrators owed a duty of care
to the members to give full and complete
information as members of the pension plan are generally completely reliant upon the administrators for pension
information. Importantly, the failure of
the employer to provide pertinent information may lead to a finding of liability,
just as can a positive misstatement.
As is often the case, Canadian case
law lags behind US legal trends. Two
U.S. cases based on pension misrepresentations have already been decided
by the U.S. Supreme Court. Happily
for employers and actuaries, the unique
facts of both limit their applicability to
pension claims generally.
	CIGNA CORP. v. Amara, No. 08-804
(US SC 16 May 2011)
This very recent case, organized as a
class action, arose from what was essentially a DB to DC conversion. The plaintiffs claimed that they had been told in
plan communications that they would
continue to earn benefits and sued for
additional benefits they claimed had
been promised. The Supreme Court
reversed lower court decisions in support of the plaintiffs based on a narrow
procedural ground of whether under the
governing Employee Retirement Income
Security Act of 1974 (ERISA) the court
could order reformation of the former
DB plan.
In sending the matter back to the
lower court for rehearing, the Supreme
Court set out a range of remedies (including injunctions and damages) that could
be issued if the court ruled in favour of
the plaintiffs.
	Varity Corporation v. Howe, 516
U.S. 489 (1996)
Varity turns upon its extreme facts.
The defendant company had deliberately conspired to deprive its employees

| Legal |
of pension benefits by urging them to
transfer into an insolvent company. In
a decision perhaps distorted to address
the egregious facts, the Supreme Court
found the statements to have been made
while the company was acting as a fiduciary, at least as defined under ERISA.

to change investment return and other
variables in order to decide whether
the option is right for them. Employees
should always be cautioned that marketbased projections and other assumptions

Proactive Steps
Companies considering amending
the pension arrangements with their
employees should carefully consider
whether to do so and, if they do decide
to proceed, must carefully consider the
process and the communications to be
presented. Communications must walk a
fine line between providing too little or
too simple information on one hand and
providing too much or too complicated
information on the other.
An ideal information package will
provide information to employees in
both simplified bullet-point form as
well as in more detailed form; in multiple formats of power-point presentations, brochures, and booklets. More
advanced packages will allow employees themselves to use computer software

‘An ideal information
package will provide
information to employees
in both simplified
bullet-point form as
well as in more
detailed form’

www.acpm-acarr.com

may well turn out very differently than
presented. Assumptions must be identified and explained clearly. Complicated
terms should be defined and explained.
Employees should always be encouraged
to seek independent advice and a com-

pany may even consider subsidizing visits to an independent actuary or financial
advisor. Communications should contain
repeated disclaimers, placed clearly and
boldly in plain language, that employees should not rely upon the materials,
that such materials are provided only as
general illustrations, and that individual
employees should seek individual advice
based on their unique financial circumstances and retirement aspirations.
Finally, companies should impose
strict controls on who among management
may make representations to employees
about pensions and those persons should
follow tightly-worded scripts.
At this point, it would be useful to distinguish between the employer providing information and facts to the members
(which employers should do, albeit with
caution) and providing advice (which
employers should generally never do).
At times, of course, there may be a very
thin line between advice and information. Suffice to say, an employer faces
greater exposure where it encourages an
employee through advice to make certain pension decisions.
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| Legal |
Where a potential lawsuit may be
brought a decade or more later, it is
unlikely that the oral evidence of witnesses at trial will be reliable or given
much weight by the court. A court will
be forced to rely heavily on the written
documentation to determine the accuracy and adequacy of disclosure. It is thus
important that a company making such
an offering or communicating about pensions to carefully preserve documents,
particularly those that present clear
warnings of the risks associated with the
offered option.

www.russell.com/ca

Preserve Documents
Companies that have in past provided their employees with the option
to switch between kinds of pension
arrangements should discreetly evaluate what potential liabilities they may
face and consider whether they have an
obligation to alert their insurer. It may be
possible to reverse any adverse transfers
that occurred or to otherwise limit the
losses that the employees or the company
may face. As set out above, the company will want to locate and preserve

documents (both paper and electronic)
related to the offering of the option and
make sure that no such documents are
destroyed through routine document
disclosure policies. The company may
well have obligations to proactively alert
employees of deficiencies in the communications presented to them before
making their decision if such errors are
discovered at a later date. And it may
be possible to amend the plan or otherwise make changes to mitigate potential
losses before they occur.
Finally, companies should strongly
consider pension issues before purchasing a company. A company may, through
no fault of its own, face serious litigation
based on communications and mistakes
made by the long-departed employees of
an acquired company. It would be prudent to conduct, where possible, due diligence on all past pension offerings and
pension communications. Where possible, an acquiring company may seek
representations, warranties, and indemnities concerning past pension representations (as well as administration and
funding of any pension plans).
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As those in the baby boomer demographic retire in these troubled economic times, pension claims will certainly rise in the immediate future.
Companies would be well advised
to investigate potential liability now,
rather than when they are first served
with a lawsuit.
BPM

David Crerar
(Vancouver, BC) and
Markus Kremer
(Toronto, ON)
are commercial
litigators at Borden
Ladner Gervais
LLP. Andrew
Harrison (Toronto)
is a business lawyer
who serves as the
national leader of
the firm’s pension
and benefits group.

www.bpmmagazine.com/
benefits_events.html

| conferences |
‘What are the opportunities and perils to
face investors in 2012?’ will be answered
at the CPBI Ontario region’s ‘2012 Pension Investment Forecast.’ Eric Bushell,
of Signature Global Advisors; Jesper Alsing, ValueInvest Asset Management; Paul
Summerville, Centre for Global Studies;
and a speaker to be determined from Baillie Gifford will examine issues such as the
opportunities and risks investors should pay
attention to. It takes place January 17 in
Toronto, ON. Visit: http://www.cpbi-icra.ca
‘Pension and Benefit Entitlements
Upon Marriage Breakdown: The Legal
Guide’ will be the focus of an Osgoode
Professional Development program. Sessions will look at issues such as the new
forms released by the Financial Services Commission if Ontario, how to get
pension division right the first time, and
spousal entitlements to extended health
benefits, disability, and life insurance. It
takes place January 18 in Toronto, ON.
Visit: www.osgoodepd.ca

SHARE will hold its ‘Pension Investment and Governance Courses’ in Harrison Hot Springs, BC; during the Canadian
Labour Congress Winter School. Both the
basic and intermediate courses will run. It
takes place January 23 to 27. Visit: http://
www.share.ca/courses-conferences/
Tickets are now on sale for the CPBI
Ontario region’s ‘2012 CPBI Benefit
Ball.’ Theme of the event to raise money
for the Crohn’s and Colitis Foundation
of Canada is the ‘Medieval Faire.’ To
date, the event has raised $450,000 for
research and education on the disease. It
takes place February 9 in Toronto, ON.
Visit: http://www.cpbi-icra.ca
Union leaders, pension trustees, pension advisory committee members, and

pension activists along with investment managers, public policy makers,
and leading international thinkers will
discuss and debate key issues and challenges surrounding pension plan governance, funding, and investment issues at
the Shareholder Foundation for Education and Research (SHARE) ‘BC Pension Forum.’ It takes place March 2 in
Vancouver, BC. Visit: http://www.share.
ca/courses-conferences/events/2012-bcpension-forum/
The ‘2012 Employers Forum on
Employee Health, Benefits, and Productivity’ will take place April 18 to
20 in Niagara Falls, ON. Discussions
include mental health, provincial and
private coverage, and cancer care. Visit:
www.connexhc.com BPM

For complete directory information, visit
www.bpmmagazine.com/benefits_events.html
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philip.gelsheimer@bnpparibas.com

Appointment Notice

Philip Gelsheimer
Vice President, Investment Solutions
BNP Paribas Investment Partners Canada Ltd.
philip.gelsheimer@bnpparibas.com

Simon Segall, Chief Executive Officer is pleased to announce the
appointment of Philip Gelsheimer as Vice President, Investment
Solutions. Phil has over 20 years of investment industry experience,
and has been a valued member of the Canadian team for more than
twelve years. Since joining BNP Paribas Investment Partners and
its predecessor companies, Phil has been actively involved in
building the business in Canada.
In this new role, Phil will use his proven creative problem-solving
skills to develop innovative investment solutions for Canadian
institutional clients and distribution partners.
BNP Paribas Investment Partners is one of the world’s largest asset
managers with an exceptional range of investment capabilities
encompassing traditional asset classes, alternative investments,
systematic and structured investments, risk management solutions
and client-specific customized mandates.
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We Are Now The Stuff Of Fiction
By: Jim Helik

F

or our 20th Anniversary
Issue, I wanted to do something different in this column. As far as I know, we
have never covered the
world of fiction in the pages of Benefits
and Pensions Monitor, and there is a
reason for this. Though there have been
movies and fictional books about stock
markets, boiler rooms, and financial
swindlers, nobody has written about the
world of pensions and retirement benefits.
Detective Novels
Sure, there have been detective novels
and movies where the wife (it’s always a
‘her’ doing the killing) plans to kill her
husband to get at his insurance money,
but you never see the same written about
a scheming spouse attempting to access
the retirement benefits. Try to picture the
following scene:
Scene: A black and white movie that
appears on the Turner network.
A middle-aged wife is locked in a
tight embrace with a man half her age,
who by day cleans the pool at her house.
They are speaking quietly so that nobody

84
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their parents since they are paying for
their parents’ increasingly long lifespans.
These youngsters don’t like getting
stuck with this bill. They complain and,
become violent and hijack a retirement
cruise ship along with other sorts of
retribution.
Christopher Buckley, who wrote the
book that became the movie ‘Thank
You For Smoking,’ offers another dark
comedy, ‘Boomsday.’ Here, a grassroots campaign is started by youth who
realize, as one character notes “… that
someone my age will have to spend their
entire life paying unfair taxes just so
the Boomers can hit the golf course at
62 and drink gin and tonics until they’re
90.” Some younger characters float the
idea that government promote voluntary
euthanasia of retirees, with the catchy
title ‘Voluntary Transitioning.’
can hear their conspiracy:
Woman: “Just think about what I am
telling you John. You help me kill my
husband and I get his monthly Defined
Benefit pension cheque for as long as
I live … minus, I think, 20 per cent, or
maybe 25 per cent, as the surviving
spouse. And it has COLA John, so we
will be fine for our future together.”
See, it’s tough to write fiction about
retirement benefits. But some writers
have done just that.
Albert Brooks, writer and director
of ‘Lost In America,’ writes in his
book ‘Twenty Thirty’ of a future where
scores of medical procedures have been
invented with the result being that people
in their 80s are looking better than their
parents did at age 40. They are living
longer too, in retirement communities,
with sophisticated and expensive
machinery to keep people alive. The
‘olds’ have less and less contact with
younger people (including their own
children). These younger people have
come to the realization that this would be
the first time in American history where
both their job opportunities and living
standards would be lower than that of
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Human Face
What does this all mean? Well, as a start,
it gives a human (though comical) face
to the retirement data that we are mostly
familiar with. We know that in coming
years, fewer and fewer workers will be
supporting a growing number of retirees.
However, have we ever asked how they feel
about the hand they have been dealt.
There are many people who point out
that science fiction has often predicted a
reality to come. If that is the case with
the books noted above, then the next 20
years of this magazine might be focusing
on other aspects associated with pensions
and retirement.		
BPM
Jim Helik is a contributing author
to the Managing High Net Worth and
the Commodities As
Investments courses
published by CSI
Global Education.
He also teaches at
the School of Business, Ryerson University in Toronto, ON.

www.tdaminstitutional.com

robin.lacey@tdam.com

NTS
NDATIONS, ENDOWME
PLAN SPONSORS, FOU
CANADIAN PENSION
TO
TER
LET
N
OPE
AN
AND THEIR ADVISORS

k
s
ri
t
a
k
o
lo
r
e
v
e
n
y
a
m
You
the same way again

of risk.
at an acceptable level
is to maximize returns
ive
ect
ptable.
obj
cce
nt
una
me
e
est
om
inv
bec
The traditional
ity, risks can quickly
atil
vol
t
rke
ma
really
and
you
ty
ain
and liabilities, can
But with today’s uncert
et funding obligations
me
to
re
ssu
pre
ing
unt
And with the mo
afford to take chances?
institutional
reduction solutions for
ement has developed risk
of equity
nag
ry
Ma
ego
et
cat
Ass
new
TD
a
s,
–
For decade
erald Low Volatility
Em
TD
is
n
tio
ova
inn
investors. Our latest
t:
simple but powerful fac
strategy premised on a

retu
n produce competitive
ca
o
oli
rtf
po
y
uit
eq
y
A low volatilit
k.1
with up to 30% less ris

rns

e of the most impressive
ities have produced som
equ
e
atil
vol
st
s this
lea
the
etary risk models harnes
Simply put, some of
Management, our propri
et
markets
Ass
ity
TD
equ
At
bal
e.
glo
tim
r
and
returns ove
returns of domestic
the
sue
pur
nts
clie
our
phenomenon to help
atility.
with significantly less vol
we’d
full complexity of risk,
s no longer reflect the
ark
chm
leading
a’s
ben
al
nad
ion
Ca
dit
of
tra
e
At a time when
to find out why som
me
ll
Ca
ng.
nki
atility
thi
Vol
of
y
wa
the TD Emerald Low
like to show you a new
r one billion dollars to
ove
ted
mit
com
ady
alre
institutions have
equity strategy.
Yours truly,

Robin Lacey
nagement
Vice Chair, TD Asset Ma
416 944 6313
robin.lacey@tdam.com

1 888 834 6339 | www.tdaminstitutional.com
1
Based on simulated and live returns of 21 years of Canadian equity history and 13 years of global equity history ending September 30, 2011.
Actual returns may vary.
TD Asset Management Inc. (TDAM) is a wholly-owned subsidiary of The Toronto-Dominion Bank (TD Bank).
®/ The TD logo and other trade-marks are the property of The Toronto Dominion Bank or a wholly-owned subsidiary, in Canada and/or other countries.

TDAM007_FullPage_BenPension_Final.indd 1

85

Go to page 3 CONTENTS

11-11-30 3:22 PM

www.greenshield.ca

86

Go to page 3 CONTENTS

