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The United Steelworkers represent over 280,000 &rsracross Canada in virtually every
industrial sector. Our membership includes not atdelworkers, mine and smelter workers but
also workers in universities, light manufacturingtail, banking, health care and private security
industries. Our concerns about recommendations tmaties Panel extend beyond the impact
on those of our members who will be directly aféecin Nova Scotia. The potential role that the
Panels recommendation may have in setting standaedss that the impact of these

recommendations could be repeated in pension jatisds across the country.

Our union welcomes the opportunity to submit o@ws on many of the issues that have been
raised in the review panel’s discussion paper whidfines the panel’'s broad mandate “to
recognize current legislative standards and revmegrovements that will allow pensions to
work for both employers and employees”. Your papeses twenty-six questions dealing with
thirteen different subject matters and yet the expenel has only allowed less than five weeks

for stake holders to develop and submit a compreliemesponse to the issues raised.

In our view the time period provided by the pasahot adequate and we would urge you to
extend the submission deadline to January 2009hwharld provide seven months for
stakeholders to fully respond to the issues at hlanduld also note that this time frame would

be similar to those provided during similar pendixgfislation reviews elsewhere in Canada.

In an effort to meet the current July 4 deadlineaneemaking this submission as an attempt to
address some of the issues the expert panel Isaslr#i the deadline for submissions is extended

we may provide a revised submission in the future.



The issues in context

No consideration of issues in pension regulatianeéaningful unless the issues are examined in
the context of the Canadian retirement income Bystiee objectives of that system and the role

of private pensions in it.

Canada’s retirement income system consists ofkeyeelements:

. the Old Age Security and Guaranteed Income Suppierbeth of which are universal

Federal programs subject to either direct or iradirecome testing;

. the Canada Pension Plan, an earnings related em@idypension plan which is

universally applicable to employment income up taaimum income amount;

. tax assisted retirement saving provided througbeapei pension plans and so-called

“group RRSPs” established through contracts of egipént;

. tax assisted individual retirement savings throRgEPs; and

. non tax-assisted private savings.

The fundamental goal is to provide for adequaiteergent incomes for all Canadians, hence the

widely stated objectives of adequacy and coverage.

The system was deliberately designed to reserigndisant role for privately determined, tax-
assisted and employment related retirement arra@gesnand for individual, tax-assisted
retirement saving. In particular, both universablpripensions (OAS and GIS) and the public
employment-related pension plan (the CPP) wereict=sl so as to leave “room” in the system

for private arrangements.



Private retirement savings arrangements play afignt role in Canada’s retirement income
system. As a matter of public policy, we are caumpton private savings and privately determined
retirement savings vehicles to provide a signifiganoportion of the income of Canadians in
retirement. As individuals, working Canadians avarting on employment-related retirement
savings (both direct savings and foregone earniiogs) significant proportion of their incomes

in retirement.

Pension regulation arises from the need to sugmattoversee the important public policy role of
private retirement savings arrangements. It is faleaded upon the need to protect the rights of
individual pension plan members. The need for iildial protection arises from two key facts of

life about pensions:

. There is a substantial imbalance of informatiornwg@oand control between beneficiaries

and employers / plan sponsors; and

. Because retirement income rights are deferredsjghdividual interests may only
become apparent when they crystallize at retirenvemen it is generally too late to

address prior problems.

Of course, plan beneficiaries are not the onlyedtalkders in the private retirement income

system. Plan sponsors and employer contributdigremp RRSPs” generally provide at least

half of the financial resources necessary to finedé¢ arrangements. These costs are a substantial
cost of doing business. But it is clear that thgutatory system exists in its current form because

of the need to protect the rights of plan membedskeeneficiaries.

The elements of the pension regulatory system d¢dyaevaluated without understanding: 1)
what rights are being protected; 2) how these silaive changed over time; and 3) the public

policy objectives of pension regulation.



In the earliest days of private pensions, emplogessided pensions on an ex gratia basis. There
were no beneficiary rights. Pension payments weserdially a gift to former employees. They
were not given to every employee, and they coulduspended or eliminated at the employer’'s
discretion. Employers could, and did, pick and deoamong employees at the time of retirement
and could, and did, suspend pension paymentsiteagtwho, for example, were relatives of

union “agitators”.

The first step in the evolution of pension righ@swo recognize that, once a former employee
has retired and begins to receive a pension, se@had a right to continued pension benefits on
terms at least as favorable as those in placdiegment. Employers could not discriminate
among employees in determining eligibility for pemsat retirement or suspend payments after

retirement.

The regulations encoding these rudimentary riglgseveontained in income tax regulations and

their role protecting individual rights was anaijldo their role in protecting the public purse.

The second step coincided with the introductiotheffirst pension benefits acts in the mid-
1960s. In the first Nova Scotia Pension BenefitsiAd977 the concept of “vesting” was
introduced into the regulatory system. By introahgcvesting and locking-in for employees aged
45 or more with ten or more years of service, tis#’BA in 1977 recognized that plan member

had rights that crystallized before retirement.

The third and fourth steps in the evolution of pensights developed separately in the courts
and in the national pension law reform exercise lddhto major legislative changes in Nova
Scotia in 1988. The courts determined that bersfiaights arise from principles of trust law
rather than of contract law. Thus, mere particgratn a pension plan could crystallize certain
rights including the right to share in the disttiba of surplus assets. In other words, member
rights “accrued” from the beginning of plan pap&iion even where the plan was a “non-

contributory” plan.



By limiting the waiting period for plan participan, introducing mandatory two-year vesting,
requiring that at least half of the value of a pem$enefit must be attributable to employer
contributions, grow in rights, and mandating poifigbon termination before retirement. The
1988 changes established the principles in Nové&lzov that pension rights accrue throughout
an employee’s period of employment and that theyikhbe recognized at the earliest

reasonable time and crystallize when the emplogases to be an active participant in the plan.

The 1988 reforms reflected the evolution of recegdiprivate pension rights to that point.
While not perfect they were small steps in the adezof pension plan member rights. The
United Steelworkers will not be able to support prgposal that would diminish any rights that
currently exist under Nova Scotia legislation. dctfwe hope this review panel will work

towards improving those rights.



Review Panel Objectives

The stated objective of the Review Panel’s conBatigpaper is to seek the views of Nova
Scotians on how to strengthen this framework ireotd improve the security of pension plan

benefits and ensure the viability defined pensiamg

The vast majority of our members are provided pansoverage under flat rate plans and so we
are concerned about the security, viability andasnability of these plans in particular and all

registered plans in general.

A word on security

The retirement benefits from employer-sponsoredddfbenefit plans can and do make up a
significant portion of a worker’s retirement inconénionized workers negotiate these benefits
through collective bargaining while they are sithployed, but the benefits they negotiate affect
the income they will rely upon for their standafdiang in the future. Workers only receive
these benefits upon leaving their employment arcefore upon leaving the bargaining unit
from which they negotiated those benefits. Theeeftire security of benefits is of particular
importance to workers. No worker wants to see #resn that they counted on change or
disappear after they have left the position fromcWwhhey had the most bargaining power to

influence their pension entitlement.

A word on viability

Pension plans involve a commitment today to on-g@ayments in the future. These
arrangements exist over the long-term. It is inititerest of workers to know that the pensions
are regulated in such a way that ensures they rewiedile over the long-term. For workers, this

means that plans should be carefully managed amitoned. We are well aware, however for
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many of the parties interested in this consultatiability means making pensions cheaper.

We are concerned, that for many stakeholders,gbatd’s starting point precludes a scenario in
which security is guaranteed without reducing téglapsts. As workers, we believe that the
security is something already owed to us, and owteshing to be granted provided we enter into

a trade-off that sheds some of the pension cost.

The issues for discussion in this consultationttiermost part, centre on viability, coverage,
funding and allocating funding surpluses and netattual benefit levels. But changes in the
framework that place inherent value in reducinggbensor’s short-term costs will inevitably put
pressure to place value on reducing long-term asstsell. We are concerned that we may be
heading down a path in which the assumed mutuaktise necessarily includes reducing the
costs of pensions generally. The question of hoanture this kind of viability begs a particular
answer. The only way to really reduce the ovemst ©f pensions in the end is to reduce
benefits. We want to be cautious that ensuringiNigisn’t reducible to eroding retiree benefits

and minimizing plans sponsors funding obligations.

Viability must mean sustainability

Too often the Steelworkers have found themselveleiansive battles to maintain defined
pension benefits from the desire of employers tacoats generally. Our pension plans should
not become the sponge that absorbs the employes financial problems. Workers should not
be asked to sacrifice a portion of their retiremaobme in order to balance the employer’s
books today, especially if the imbalance is a tesfulactors external to pensions. So while we
are thankful to be part of this consultative precege recognize from the very beginning that we
as unionized workers and future retirees have nwtbse or gain depending on what we take

viability to mean.



The Steelworkers are willing to work towards sauos that ensure pension viability where this
means that they are sustainable. It does not megotys or in all cases, that they are more
affordable. When viability means sustainabilitye ttriority is first to maintain current benefit
levels and then next to look for innovative wayspen up the possibility of increasing benefit
levels. This may mean a number of different thirmgg,it can not be taken for granted that for
some stakeholders the point of this consultatido @o whatever it takes to reduce sponsor

costs.

Pensions are not too expensive

The Steelworkers are not opposed to finding effeatvays to manage pension funds over the
long term but it is our position that pension plans not too expensive in and of themselves.
When we negotiate pensions as a component of tunefstandard of living, it is because we as
workers feel we are owed this standard of livingrtRermore, retirement benefits are not
inordinately rich. Benefits for individuals are adly tied in one way or another to the level of
compensation that the employer had previously lserg to compensate that individual as an
employee. For example, benefits for individualrests are generally a function of that
individual's past earnings. In most cases, retir@nbenefits are geared to the individual’s past
years of service. In other words, the retirememniefies an individual gets from a company
pension are related to how much that employeerpatthe organization. In these ways, defined
benefit pensions, at least in principle, are calimd fairly and reasonably. There is nothing about

a worker retiring that suddenly makes a pensioretqeensive.

Is it really a pension problem?

This is not to say that all employers can alwaysrdftheir pension contributions. Organizations
fare differently. It may be true that a companyt ikdailing can not afford its pension
contributions. But when the company is truly faglint can not afford any of its obligations.
There is nothing special in this regard about mensontributions. More to the point, companies
do not fail because of their pension obligatiors. the most part, companies fail because their

core business fails. Companies which have run biuinols before paying their pension
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contributions bring with them problems other thamgion costs. Obviously, this varies on a case
by case basis. But our general principle is thahges to the legislative and regulatory
framework that make pensions cheaper to the planssw should only be pursued where it can
be shown that it is the defined pension plan fraprgitself that has made the pension

inordinately expensive.

Issues for Discussion

Surpluses

The consultation paper raises a number of questéionsd surplus and contribution holidays.

The Steelworkers believe that plan surpluses shoellased for the exclusive use of plan
members. We find it unconvincing that surplus dstiion has been a factor in making pensions

either non-secure or non-viable.

Many stakeholders will raise the following issuesdoe you. First, changing surplus distribution

rules to favour sponsors would increase their itigces to fully fund the plan.

Stakeholders put these issues forward based daithecommon assertion by plan sponsors and
their representatives that an ‘asymmetry’ existwlmch sponsors alone are responsible for
funding shortfalls but are prevented from accesamgexcess funds. The suggestion is that if
sponsors are on the line for the deficit, they #thatileast get to do whatever they want with the
surplus. The Steelworkers do not believe an asymyre&tsts and see no benefit in reconsidering

the current practices around surplus distribution.

Unionized workers know from experience that emplsymst their required pension funding
against compensation in general. Funds that goomtg@ensions are funds that do not go towards

our wages or benefits. There is a fairly direatlér@ff in practice. For this reason, unionized
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workers refer to pensions as deferred wages. Asudtr workers have long held that they have a
claim to the funds that go into the pension, relgasiof whether the plan at any time has a

funding surplus or deficit. Pension funds are ampensation funds.

This has been a particularly big issue since th@e&une Court ruling in the Monsanto case,
which held that when a defined benefit pension @aeven partially wound-up, a portion of the
actuarial surplus must be distributed to plan memblae general, the courts have ruled that once
funds are put into the pension, regardless ofuhdihg situation, they in some sense belong to
the plan. Accordingly, the courts have agreedttiiatsurplus does not belong in principle solely
to the sponsor, and that plan members have atdeast claim to the surplus. The Steelworkers
understand the Supreme Court decision to be ctehs@e no need to outmaneuver the basic
assumption of the court by changing the policy #amrk now in order to have a different

standard.

We do not believe that the current surplus distidsurules act as a ‘disincentive’ to adequate
funding. To do so would be to second-guess thetcAlso, the amount of future retirement
benefit owed to current unionized employees isrd@teed as a result of collective bargaining.
Once the agreement is ratified, the union’s pasitsothat the burden is on the employer to fund
this future benefit. For us to engage in a debate of what we as a union can do in order to give
the employer a further incentive to follow-througih their contractual obligations is to second-

guess our own bargaining.

Even if we were to engage in such second-guess@glo not understand our rightful claim to
the surplus in certain situations to be in any walysincentive for the sponsor. One has to first
side with sponsor (and against the unions, worlard,the court) on the question of asymmetry

in order for the question of incentives to be eradavant.

Lastly, on the question of surplus distribution, eamtest whether changing the distribution rules
would positively affect funding levels in practideis unclear to the union that surplus

distribution rules actually have been, or will bee cause of pension plans failing. It is cleat tha
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reversing the Monsanto decision would make a bottoendifference in favour of sponsors on
partial wind-ups, and therefore it is clear whyrspars would push for this. But the notion that
the current rules have actually changed fundingsaw®ts, especially when the majority of
sponsors are already meeting only the minimum appayments and current service levels,
seems rather hypothetical. It is not clear thahgi@ distribution rules would have a concrete

effect on either benefit security or plan viability

The Steelworkers are not in favour of any changasdim to increase the sponsors’ claim on the

surplus.

Funding Requirements

As stated at the outset, our understanding of gtineming the pension framework is to ensure
security and sustainability. On one hand, our uigi@ims nothing from overly rigid regulations,
so we are willing to consider options that wouldegihe sponsors more flexibility. On the other
hand, most of the current stakeholder proposalsiwevthe sponsor being able to put down less
cash today. This increases the risk for plan mesfénis risk factor is the main barrier between
plan members and acceptance of more flexible fundequirements. Employer groups try to
persuade plan members to see it from the emplogesgion - that is, to believe that lower costs
are good for business, which in the end are somejumal for everyone. But plan members are
necessarily going to consider their own interestaarkers and as future retirees. If the objective
is to maintain the same future pension benefit pesyat is hard to see how smaller payments in
the short term by the sponsor make the overallighthrget more achievable. Can the pension

framework be strengthened simply by appeasingnif@ayer’s desire to cut sponsor costs? No.

As stated earlier the union is willing to providams sponsors with more flexibility under certain
circumstances. We are not interested in providumgling relief for profitable corporations. The
current letter of credit schemes that have beeptadainder several jurisdictions do just that.
The use of letters of credit to reduce fundinggdtions only benefits those corporations that

have the credit worthiness to obtain such credigylprovide little benefit to those corporations
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who cannot obtain credit.

The Steelworkers could support extending fundiniggabons to plan sponsors who find
themselves in financial difficulties or exiting mCCAA protection, provided that such
extensions could only occur if a majority of plaemrbers or the trade union representing plan
members consented to such an extension. In oursiew a proposal would provide funding

relief were it is most needed.

In our view the best way to pursue flexibility fille sponsor in a way that strengthens the
pension framework is to simultaneously counterb@dahis change by implementing a Pension
Benefit Guarantee Fund similar in design to the pheat currently exists in Ontario. In our view
the implementation of such a plan would absorb ipanssk from plan members. With the safety
that such a scenario would bring, plan members @vbalmuch more open to various options
that relax funding requirements and provide spasath flexibility. A guarantee fund would

help eliminate the risk factor for plan members.

The following are some specific suggestions foatie) to the design of a pension benefit
guarantee fund:
» that maximum individual payouts be as high as $3¥0month
» that benefits be indexed to inflation
» the guarantee fund would be funded through a coatiloim of sponsor premiums that
include an additional risk-based premium for plasts unfunded liabilities (for
example, an additional premium for plans with adieth ratio under 100%, even more
if under 80%)
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Grow-in Rights

In our view grow-in rights should be funded on &/ency basis and provided to plan members

on plan termination.

Many of our members participate in pension pla@as pinovide unreduced early retirement and
bridge benefits. The current practice of not fugdinow-in rights does not acknowledge that,
during a working lifetime, an employee/plan meméetcrues an entitlement to early retirement
and other ancillary benefits as well as to the ramatirement benefit. When that accrual is
interrupted as a result of circumstances beyoneénmaoyee’s control, that accrual should be

recognized based on the employee’s seniority aadaad included in the termination benefit.

In Nova Scotia, a total or partial plan wind-ugtrers benefits for terminated employees that are
not available at termination in the absence ofaa plind-up. These benefits are known as
“grow-in” benefits and are made available under‘tiée of 55". Under the rule of 55,

terminating employees whose age and service tétal Bnore are entitled to receive the portion
of any early retirement benefits that they had ednprior to termination at the date that they
would have received them had they continued to arkhe employer. However, current
legislation only provides grow-in rights if the plaas sufficient funding to pay for them which

in general terms means that the plan must be imgus position upon termination.

For example, consider a 48-year-old employee witlyears of service in a plant with 30-year
retirement who is terminated in a partial wind-lrpthis case, the employee would have been
eligible to retire after 30 years of service, at &§. Under the rule of 55, the employee would be
eligible to receive the pension earned as of the dfatermination, beginning at the earliest date
that he or she would have been eligible to reta@ &mployment not been terminated, in this
case age 58. This employee would also be eligibtedeive the proportion of any early

retirement bridging benefit earned up to the dateronination. Without the grow-in rule and the
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rule of 55, the employee would be eligible only tloe basic pension benefit beginning at age 65.

Although the description of the benefit can soundegtechnical, its significance for individual
plan members can be substantial. In the hypotheiase cited above, for example, a normal
retirement benefit of $40 per month per year ofiserand a bridging benefit of $20 per month
per year of service would be worth less than halihaich without the rule of 55 benefits as it

would be with the rule of 55.

We would therefore strongly encourage that the NSB8 amended to require funding of grow-

in benefits.

Minimum Standards

Given that a review of pension legislation hasouturred since 1988 we would also like to

discuss some improvements to the current minimamdstrds.

Vesting of Benefits

In 1988, the “45 & 10” rule of pension vesting waplaced and the Nova Scotia Pension
Benefits Act was amended to require pensions tbagan employee entitlement after only
twenty-four months of plan membership. However tiiange only applied to service accrued
after January 1, 1988. This has created pre andlp83 vesting requirements under the Act.
There is a compelling logic to amend the PensiameBes Act to require immediate vesting upon
an employee’s commencement of membership in a gepdan retroactive to the date the
member entered the plan. This would eliminatectiraplicated issue of pre and post 1987
vesting and would also recognize the reality thholr is even more mobile than it was 20 years
ago. There is arguably little justification leftrfrequiring employees to participate in a plan for

two years before they are guaranteed a pensiontfremplan.
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Pre-retirement Death Benefit

Under current legislation, if a member dies befeteement and after completing 2 years of
continuous service, the members surviving spousi mone, the member’s beneficiary, must be
paid at least the commuted value of any pensiantémaccrued after 1987. The members
spouse or beneficiary receives nothing for any jpenthat has accrued prior to that date. The
loss of the accrued pension can have a signifiefi@tt on the value of the death benefit payable

and must be corrected.

In order to keep this proposal in line with thetugg proposal above we propose that if a
member dies before the commencement of his ordmsipn, the commuted value of all pre and

post 1987 pension benefits shall be payable tonmbers spouse, partner or beneficiary.

Employee representation in pension plan governance

Current legislation provides for the establishnuran advisory committee where a majority of
plan members vote to do so. If the majority of tiembers of the pension plan request the
employer in writing to establish an advisory contagt the employer shall establish an advisory
committee consisting of at least one represent&biveach class of employee that is represented

in the pension plan.

This is stark contrast to legislation in Quebeciclwhmandates plan member participation in plan
administration. Under Quebec legislation, the pgmsommittee must consist of at least three
members, one member designated by active membrersnember designated by non-active
members and the legal separation in the identigygin sponsor and administrator. Clearly

these three groups should be included in any amentinto the Act.

We also envision two possible models for employeigpation on the administration board in
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the NSPBA. The first option, as you discussedourydiscussion paper, is the multi employer
pension plan (MEPP) model. The MEPP model requaregal separation between the employer
and the administrator in the form of a board o$tiees, and for at least half the members of the

board to be representatives of plan members.

The second model is to revise Section 14(ii) (khefNSPBA to make it a permissive term.

This would require the plan administrator to bgé&amsion committee composed of
representatives of members of the pension planmgjority of the plan members desired the
establishment of such a committee with at leastlwadf of the being representatives of members

of the plan.”

The difference between the two models is to leaveegotiation the extewf member
participation on the governance structure. The FIE®del being mandatory; the committee

model being permissive.

Conclusion

The Steelworkers are thankful to be invited toipgrate in this open call for consultation.
Protecting pensions and improving pension legmtais a very high priority for our union. The
positions outlined in this submission are in kegpith the Steelworker goal of protecting the
security of defined benefit pensions. They are aidaeping with our understanding of what

viability should mean when it comes to everyonatgiiest in defined benefit pension plans.

17



