
PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES Vol. XXXIX, No. 2, June 2008

Session PD-21: Retirement 20/20 — The Canadian
Perspectives

Séance TR-21 : Retirement 20/20 — La perspective
canadienne

Moderator/Modérateur: Martine Sohier

Speakers/Conféfenciers: Thomas J. Walker

?? = Inaudible/Indecipherable
ph = Phonetic
U-M = Unidentified Male
U-F = Unidentified Female

RETIREMENT 20/20 – THE CANADIAN PERSPECTIVE (PD-21) 1

Modératrice Martine Sohier : Bonjour à tous. Merci d’être venu nous joindre cette après midi. Il y en a qui
nous ont suggéré que peut être si on avait donné de l’argent, faire de l’advertising avec de l’argent on aurait plus
de gens à la dernière session comme ça de la journée. Pour la prochaine fois on va y penser. Martin, c’était une bonne
idée, next time.

Mon nom est Martine Sohier et Tom Walker se joint à moi cette après midi. I guess as pension actuaries we
can admit that we’re both very thrilled and excited to present on this topic of re-envisioning retirement this after
noon. This project that we call Retirement 20/20 was initiated three years ago by the Pension Section Council and
we issued a call for papers to get the Canadian perspective on what can be done I guess in Canada to re-envision
retirement andTom wrote a paper which is called “Total Career Benchmarking Process” andTom after my remarks
on Retirement 20/20 will discuss his paper. You’ll see that his paper fits really well within the scope of Retirement
20/20, so we’re really excited about his paper. There will be a question period at the end and I guess we invite you
to come to the microphone.

Just to explain my relationship with Retirement 20/20, I was a pension section member, a member of the coun-

cil three years ago when this project was initiated and I was also the Chair last year of the council, so that will ex-
plain my excitement when I talk about this project. I guess before I start talking about this in more detail, I’d like
to ask how many of you have heard about Retirement 20/20 in the past, before this conference? OK, that’s not so
bad. How many have actually read about it, an article or something? OK, so I guess it’s a good thing that we are
talking about it today and we’d like to market this project a little bit more in the future so that’s why we’re here as
part of this process.

Retirement 20/20 is really about re-envisioning retirement and it’s a process that wants to ignore everything
that’s going on right now in the marketplace, we want to ignore the current legislative environment and we want
also to not think about transition issues at this point because we know transition issues will be important, we’ll
have to face them at one point, but those hurdles are for later on. So we want to start with a carte blanche, with
nothing on our page and think about the needs of our current workforce, of sponsors, of employers, and these
evolving needs in our current environment. In our fast rapid changing environment, we want to make sure that
we have a system that will address those needs and kind of alleviate the tensions between all the stakeholders within
our retirement system. So I’ll talk about this process and how we have conferences that have happened over the
course of the last three years. I will give you some more important highlights that have been coming out of those
two conferences and also talk about the next steps.



As I said it’s an initiative to re-think about the system and we want to ensure that we achieve the best out-
come for all the stakeholders. As we have started to think about this project, we wanted to ensure that we were meet-
ing again the needs of the stakeholders and we wanted to ensure that we were actually defining who these

stakeholders were in a precise manner so that we could always refer back to their needs and ensure that our sys-
tem, the system that we’re trying to develop actually meets those needs. The first stakeholders that we have defined
are society, individuals, markets and employers. In society we need to think of us as taxpayers. We need to think
of, you know the needs for society to ensure that there’s a re-distribution of wealth and also that there’s balances
between generations. So we need to think about all those things when we think about society as a stakeholder.

Individuals: I guess individuals of course are the end-users of our retirement system. There are those, the ones
that face the risks and are in need of hedging and pooling of those risks, so we need to think of those individuals
in terms of the risks they’re facing and being the ultimate users of our retirement system.

Markets: as a stakeholder, what is market? Market is where the accumulation and decumulation of retirement
income assets is happening. Market has the ability of hedging and pooling the risk within our retirement system,
so we need to think about the market as also including the financial intermediaries, like insurance companies,
mutual funds so that’s kind of where we’re coming from when we talk about market being a stakeholder in our re-
tirement system.

With respect to employers, what kind of stakeholder really is the employer within our retirement system?
Well we know that employers need to attract employees, need to retain and also need to ensure that employees re-
tire in an orderly fashion, so there’s a need for a retirement system from an employer perspective. But as we’ll talk
about employers we’ll also need to think about the key role we really want employers to play in the system.

So we initiated a conference in 2006 and we brought together economists, demographists, employer repre-
sentatives, employee representatives and also of course some actuaries in a room and we wanted to talk about what
kind of system we would like to have but more specifically the needs, the risks and the roles that each of the stake-
holders that I described earlier should play within our retirement system, so there was a good debate, panel dis-
cussion and also group discussion.When you think about the needs, risks and roles of each stakeholder let’s go back
a minute and think about society. Society needs to have a system in place with respect to retirement, delivery of
retirement income that will be robust, affordable, and sustainable also. You want to ensure that society is not bur-
dened by lack of retirement income which will ultimately have an effect of course on all of us as taxpayers. When
we think about individuals, individuals have evolving needs, we all know that some of us will work longer than
our parents, some of us don’t kind of have the same kind of household structure that our parents used to have, less
marriage, less children so it’s a bit harder to rely on children to take care of parents, and sometimes as workers we
need to take some time off to take care of children or our parents. Some of us are healthy; some of us are not as
healthy. Some of us will need to retire maybe in an involuntary fashion, maybe we’ll be forced into retirement be-
cause of health conditions. Some of us are rich and some of us are not as rich, so we need a system that kind of
thinks about all of those different needs and evolving needs also as you know we face increased longevity we need
to factor that in as we think about a system that will meet individuals needs.

What about markets? What are the needs of the markets? Is there a need for strong intervention? Do we feel
that our markets are working efficiently? Do we need to impose some synergization(ph) of products on the mar-
ketplace? Do we feel that our markets are transparent? That individuals when they turn to markets and want to
buy insurance products, do we feel that the markets are delivering in the best efficient manner right now?

And employers, of course employers need to have sustainable competing business. With our global, inter-
national market place right now, competition is even more key than it used to. Does it make sense to have a re-
tirement system that will impede on the delivery of the business efforts, on the productivity of the business?
Should we have a system that can actually detract from the goal of the different employers that they have as they
drive their business?

So those are all the things that were discussed through this conference, and I guess it was interesting to note
that some participants kept coming back with some themes and we felt as part of this process, that it was impor-
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tant to address those, early on in this process. The themes that were recurrent and that kept coming back are that
our retirement system would need to self-adjust. As I explained, our working conditions are changing, we may have
a need for phased retirement. We may have to work a little bit longer, increased longevity puts a great burden, fi-

nancial burden on DB plans right now. So as we evolve, as our working conditions evolve, we should have a sys-
tem that self-adjusts so that maybe we wouldn’t face the burden that we are in right now with respect to DB plans.
If they would have self-adjusted and maybe increased retirement age, in kind of a semi-automatic manner, maybe
the burden would be a bit different now.

It was felt very important that we need to align the stakeholder roles with their skills. And here, I’d like to think
of some examples. You know, when you buy a car, do you need to know how to fix the car before you’re able to
drive the car? Should we have this requirement before you buy a car, you need to be able to fix it if something hap-
pens in order to drive it. Does it make sense to have individuals make their own investment decisions? I know some
of you will say, “well you know we can spend lots of time educating, communicating” and maybe we don’t do
enough of that, that’s why individuals are not interested in retirement planning until they get there. Well actually
it’s kind of proven that even though you can spend lots of time on education, some individuals are not interested.
This kind of myopia, inertia that make individuals wait until the end to really get interested in retirement plan-
ning. Does it make sense even when you’re sick to diagnose your own illness and maybe have a mini-surgery op-
erated on yourself? Would it make sense to expect some of that from you? Well, when you think about it, does it
make sense from, you know, in our DC era to expect that some individuals would actually be able to make their
own investment decisions? And maybe in some cases as I said it makes sense at age 60 to be able to handle the de-
cumulation phase. When you think about when you get to 80, are you going to be still really there to think about
what’s best for you for the next ten or 15 years of your life? So those are the things that we need to really think
about and alignment we felt was key in this new retirement system.

It was also felt that we need to consider new norms for work and retirement. As I said earlier, going back our
retirement age let’s say in our society, currently, normal retirement age is 65. Social security somehow drives the
sense that maybe around 65 we need to think about retirement, so should we consider these norms? Should we
try to adjust these current norms that we have or think about new ones? So those are the things that also we need
to think about as we go through setting a retirement system.

We need a system that, as I said earlier, maybe aligned better with markets. What kind of intervention as I
said do we require to make our markets work better? As I said earlier, is standardization required to be able to en-
hance comparison of key products that could be delivered to individuals and enhance the delivery of the retire-
ment system and retirement income?

We also need to clarify the role of the employer. Does it make sense to have employers run mini insurance
companies when they have DB plans? Where the legacy liability is going over a period that’s long after the com-
pany is able to deliver any products or services. So we need to think about that as we go through the development
of a new retirement system. And this enterprise process is really coming from the Society of Actuaries and cover-
ing Canada and the US, because really we don’t have any legislative environment at this point. Well I guess through
this 2006 conference, a lot of participants of course from the US, kept saying “well you know it’s all good, what
you’re saying is all good but if you don’t fix the US health care, the long term care system there’s no need to spend
any time on the retirement system, you need to fix that before you get to retirement” and I guess our answer is,
there might be some truth in that. At the same time, the pension section council doesn’t have the mandate to fix
healthcare and it’s a longer bigger enterprise than maybe even thinking about fixing our retirement system so while
it’s out there I think we still need to focus on our retirement system.

In 2007 there was another conference and the focus as I said earlier was on the key themes that kept coming
back which is the focus on the alignment of roles with skills. We felt that this was really sitting at the heart of the
design of our retirement system. We needed to start with that in order to elaborate a system that would kind of
meet the needs of every stakeholder, and I don’t know I like to think of another example when I think about the
alignment of roles with skills and I like to think about a household. You know you have some tasks that need to

RETIREMENT 20/20 – THE CANADIAN PERSPECTIVE (PD-21) 3



Vol. XXXIX, Nº.2, juin 2008 DÉLIBÉRATIONS DE L’INSTITUT CANADIEN DES ACTUAIRES

4 RETIREMENT 20/20 – LA PERSPECTIVE CANADIENNE (TR-21)

be performed in a household: cleaning, cooking and when you think of the key members of our household and I
won’t mention any name that comes to mind but you know you could try to educate, teach them how to do the
cleaning in an efficient manner and you could spend hours and hours but at the end of the day even if you let them

drive with it, it may not deliver exactly the outcome that you would expect so that’s why you need to hire profes-
sionals to actually clean your house. (laughter) And for those of you who know my husband I’m not thinking
about him, I will need to tell him that tonight. (laughter)

So we spent a lot of time thinking about the role of each stakeholder. Lots of discussions on the role of society
and I guess it was really interesting that even people from the US thought that when we were talking whether or
not the society should have kind of a role to intervene in the delivery of retirement income, even people from the
US thought that there should be a role for the society in trying to guide and look at what had to happen in a re-
tirement system. It was felt that the society needs to help individuals make the right decision and I guess at the end
of the day making the right decision for the individuals will help also employers in kind of exiting people in an or-
derly fashion and at the end of the day will also have an impact on society and us as taxpayers if we have an effi-
cient delivery of a retirement system at the end of the day there’s less taxes that will come our way as taxpayers.

It was also felt that the role of society in setting regulations and some guidelines there should be a role also to
protect consumers. Right now, I guess you would all agree that there’s maybe a lack of transparency in our mar-
kets so maybe the role of society is to push for more transparency and sets some guidelines around that. Now, how
does society provide structure? Again it was very interesting to hear participants and among those you know well-
known people that have a clear vision on what a system should deliver, it was very interesting that they felt and
some of them even went as far as saying it should be mainly mandated to encourage or mandate lifetime income.
There was a lot of discussion maybe not mandating or encouraging the full conversion of a lump sum into a life-
time income, but at least part of it. That could be done in providing some incentives and I guess through taxation
it’s easy enough to provide incentives that way. It was also felt and even discussed about mandating the role of help-
ing or mandating the accumulation of funds. And again that could be done through a tax mechanism but it was
felt that society should really encourage the accumulation of funds for individuals. And again society has an over-
sight duty that should not be too tight a structure while at the same time you need to provide more oversight to
ensure that the system works well and delivers in the most efficient manner. You, at the same time, want a system
that will encourage innovation and it will also evolve with the evolving needs of the stakeholders.

It was also felt that society should encourage the facilitation, the creation of groups because maybe when you
think about it when you think about the delivery of retirement income, working with a group helps to minimize
inefficiencies and also you get to use economies of scales. So those were really the outcomes of the discussion on
the role of society.

Now when it comes to market, I did mention maybe it was felt that there’s not enough transparency in the
information that is available to individuals. Financial intermediaries have some insight in terms of financial in-
formation when it comes to structuring products but that information is not well communicated to individuals.
It was also felt, as I mentioned earlier, that you need maybe structure for markets to work in the best way to de-
liver retirement systems and when we think about structure the creation of large groups would help and would also
encourage competition and competition is good.

You could also think about maybe instead of offering, pushing, creating multiple products, pushing, putting
emphasis on standardization of products. If you have standardized annuities or standardized life insurance prod-
ucts, when you think about it people will be able to compare, it will also increase efficiency in a way, transparency,
so the delivery of those products should be enhanced.

Again market innovation should be encouraged, I don’t think we’re having maybe the innovation that we
should be seeing on the marketplace. Longevity of bonds for example, we do talk a lot about those, some firms
have tried to issue them but they’re not really out there yet and I think there could be a need for those. This is just
one example of a product that maybe will take a lot of time for markets to develop but maybe with some proper
incentives you could actually re-direct the markets to develop products that will really meet the needs of the indi-
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viduals and providing proper incentives for agents should also be key I guess in tying to think about the structure
of the market place. You know having fees, commissions that are structured so that they are maybe maximized when
the benefits for individuals are maximized, could be a way to think about providing incentives to agents.

I did talk about the role of the employer, as we were talking about the employer you know we have this tra-
ditional way of thinking about the employer that yes maybe there’s a role for the employer to play in the delivery
of retirement income and, of course, there’s a direct incentive for the employer if the employer wants to ensure or-
derly exit. When you talk to actual employers some of them will say, “you now what? we don’t really care, we focus
on cash compensation and the delivery of retirement income doesn’t really affect us at this point” and they have a
short term vision so who knows what will happen in 20 years from now when people will retire with DC lump
sums only, they don’t really care but the discussions went along to the fact that at least facilitating savings should
be a key role for the employer. Through payroll deduction it’s already happening in a lot of cases and you know
you have all these deductions that need to happen anyway at the employer level so at least the employer should
facilitate savings.

And then there could be elective roles that the employer could play. It seems normal because of the economies
of scale and the purchasing power that an employer may have. The employer could play a role in triggering some
purchasing of some products through its structure. They could also facilitate the delivery of retirement income after
retirement, could be a role that the employer might want to play, helping the employees transition from working
career to a retirement. Maybe enforcing some monetization(ph) or trying to get the best quotes for employees, could
be a role in facilitating the delivery of retirement income and of course some employers, large employers may still
want to play a role in guaranteeing some income but that could be an elective role that the employer could play.

It was felt also that the employer is really a place that employees feel comfortable and trust the advice that they
get from their employers, so relying on the employer to provide some kind of information, education is maybe a
key role that we want to think of as we think about the role of the employer in a retirement system. And, of course,
all these discussions came back to the traditional role of the employer and some said you know we cannot think
of the employer as not playing a key role in retirement income, but some others say you know if you mandate sec-
ond tier elsewhere and the employer doesn’t really have anything to do with it, maybe you don’t need the em-
ployer to play a key role on this side.

Having talked about all these roles, let’s talk about the next steps for this project. There will be a symposium
in 2008 but instead of being discussion-based it’s going to be research-based. I will talk later about three calls for
papers that have been issued and really the scope of this symposium will be on reviewing these papers. It’s going
to be in November, it’s by invitation and I know we have a lot of Canadians that actually follow this process and
attend those conferences. If you’re interested in joining us I guess just let us know, we would be more than pleased
to invite you.

Talking about just the focus of the three calls for papers, it’s all related to the headlines we discussed earlier,
one of them is about changing the individual’s retirement behaviour by changing signals and again, as I said ear-
lier, do we need to keep the current signals that we have in our retirement system; should we adapt them; should
we develop new ones? So this is the scope of this call for papers.

Another one is about adopting self-adjusting mechanisms to ensure your system adjusts to changing needs in
your retirement system. This adoption of self-adjusting mechanisms would be a key to ensuring the sustainability
of our retirement system in the long term.

And the third one is about default distribution to benefit most retirees. Should we encourage again as I said
earlier an utilization? Should we force it? Should there be more rules about lump sum distributions? So this third
paper is all about that.

As I said earlier, it’s not a short process that we’ve embarked on, people were actually following this project or
excited. I think this is just a summary of the discussions but I invite you to read more on this project just going
to the SOA website and you’ll see the Retirement 20/20 section there and if you have any questions, you can come
to see me after or you can contact the current Chair Sandie Kruszenski and send her an email also if you’re inter-
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ested in following this project. We have a lot of as I said key stakeholders that are following this project even em-
ployers are excited both here in Canada and the US to actually try to drive this along, so please tell us if you’re in-
terested in joining us.

This kind of concludes what I have to say on this project, now we’ll hear Tom going over his paper called as
I said “Total Career Benchmark Process.” As I said it’s an exciting paper.

I just want to give you a bit of Tom’s background that will explain also the kind of just for the paper and you’ll
see that his vast experience actually gives us a lot of good thoughts in his paper. Tom started as a Math teacher and
didn’t stay in that job for long, he thought it would be thrilling to become an actuary. Now I guess with some in-
sight I’m not sure you’re still thinking that way but anyway. He started in the Life industry and then did a lot of
actuarial evidence work and also ended his career within the retirement practice at Buck. He retired in 2006 and
has been very busy throughout retirement. Even writing this paper, he had some time for that at least so we’re thank-
ing him very much for writing this, and just can’t wait to hear his comments on that, so thank you.

Speaker Thomas J. Walker: Thank you Martine. I’d very much like to thank her for inviting me to present
this paper even before it wad posted so that was a thrill. I actually have not learned how to retire yet, so I’d also
like to thank my wife for her patience going through this process and thank David Hart who provided me with
some information to verify some numbers in my report. So this is a very special day for me getting to present this
and I hope you will realize that it is far out but it’s doable and just to demonstrate that I ask you to think back 100
years ago, what was the retirement system?What did people use to play their music? Think back 50 years ago, what
was the retirement system?What did people use to play their music? Think back 25 years ago, same two questions,
think now. Well for those of you who are familiar with the term, if we continue to modify our retirement system
based on the current bureaucracy, we’re just trying to squeeze more songs onto an LP. For the younger people who
don’t know that, you can look it up, google it, I think it’ll be there.

(laughter)

I think it’s time for the retirement system to move to the iPod. So, why does Canada need the “Total Career
Benchmark Process”? The key is to increase fairness, I’m going to use some notes in this because there’s so much
in the paper, basically the key is that everyone should have at least the same opportunity to accumulate what is now
the ideal pension. And effectively in developing this process, what I did is looked at what is our ideal pension
today? And the ideal pension that is actually out there and tax sheltered are most of the big public sector DB plans
and some large employer DB plans. So this whole section, this whole structure is designed to say if everybody had
the opportunity to tax shelter that much funds through their own personal contributions or through their employer,
then they should be able to attain the ideal pension. Not that they will, but they’ll at least have the capability.

Then employer to employee, there must be fairness there. We hear about the asymmetry in the pension sys-
tem, the employer gets the deficit but looses the surplus. And then when we come private sector to public sector,
well I’m just pointing why shouldn’t an employee in the private sector not have the same access to pension bene-
fits as in the public sector. On the other hand going back to taxpayers as Martine says, we have to make sure that
the impact of any tax benefit is fair across all taxpayers.

What can TCBP do, the “Total Career Benchmark Process” how can we increase these benefits? This will ac-
tually increase the benefits by reducing cost, but the cost it is reducing are mainly in reducing bureaucracy but also
in the market needs because of the structure that this has and I ask you to think about the simplification and the
way the trading might work, we could greatly eliminate and reduce investment management fees, if you could give
every individual who does not have an employer pension, the chance to get the same investment management fees
as a large pension fund, that’s going to enable that person to increase their benefits. And the key, and this is criti-
cal, take maximum advantage of modern technology, build the pension iPod. Why should every big employer
plan have to have their own admin system? Why can’t there be one? Why can’t pensions work like the stock mar-
ket in a way, where there is a centralized system? We want the system to be sustainable and we can do that with a
reasonable and consistent sharing of risks and rewards. And again my expert evidence background influences me
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a little here. Think of the pension plan that has a normal form joint and 60% on a DB plan for a married person
and life and five for a person who’s not married and of course this smart employee who’s not married should get
married just about a month before retirement. Why should the employer have that marriage risk? On the other

hand, why shouldn’t the employee be able to get married a month before retirement and have funding set there so
they’re in a position to elect survivor benefits rather than maybe a bigger lifetime pension? Just think about these
things as we go through the details of this.

Reduce demographic risk - many times when I’ve mentioned demographic risks, I get challenged on just
using the term, but realistically that’s what’s hurt many big DB plans is the demographic risk, the mix of their em-
ployees. Particularly as time goes on you get more and more retirees and as Martine mentioned in her scenario the
companies that now have bigger liabilities for their pension and more assets in their pension funding than they do
for their own business structure and the key focus on the primary purpose that is lifetime retirement benefit.
Forget all the ancillary things that go with it, focus on that, build around that.

Keep the good and eliminate the bad. Now some would say, why are you saying keep employee and employer
contributions? How is that part of the good? Well it is necessary that both employees and employers contribute to
a plan in my opinion because if you view anything in society, people put more value on something they pay for
than on something they get for free.

I’m going to use my wife as an example in this. She does tutoring on a volunteer basis and on a per hour basis.
Her per hour students always show up, the volunteer students they’re often not there they’ve got nothing to lose
if they don’t show. Similarly if you’re not contributing to your plan, you don’t really recognize the value.

Eliminate the hidden tontine in DB plans. Now how many people here have actually heard the term tontine
before? Great, all the grey hair actuaries and a few others but anyway what that is that’s an old term from insur-
ance that we all learned if you’re doing your exams back in the 60’s and 70’s and effectively it’s the cross-subsi-
dization of one member by another member within a DB plan. Like if a member leaves before becoming eligible
for early retirement, they’ve had a huge knock on the value of their pension. If they decide to stay after they’re el-
igible for early retirement, they also have had a huge knock on the value per year of service of their pension.

Why should one member subsidize another? And again people say no, one member is not subsidizing another
that’s just the way DB plans work, well my counterpoint to that is going to be, take a look at some of the big pub-
lic sector plans where they’re not just doing an overall percentage contribution for their entire population, instead
the employer’s contributing x percent based on the employee’s salary, the employee’s contributing that same x per-
cent, but if that employee happens to leave before it’s all used up, the part of the employer’s that wasn’t used, that
goes to other employees, there’s a huge amount of cross-subsidization.

Another hidden tontine is kind of present in our system, if you’re in a DB plan you can tax shelter way more
than 18% of your income provided your employer asks for contributions, it can get up to about 30% and we have
to eliminate the super complex bureaucratic requirements. I think the classic of those is partial wind-ups. I recall
being involved in a situation once. It involved two people, who were pension experts, there were more hours, they
also both worked for companies that were pension experts, they were consulting firms. I won’t give any names here
but they were consulting firms, both of those firms had to put in over 50 to 75 hours of time to handle a simple
transfer of funds for those two employees, neither of whom asked any questions because they understood the
whole thing and were quite happy with the numbers. There was 150 wasted hours for nothing except bureaucracy.
Now I apologize to those who printed off the presentation because at this point Martine and I decided it flowed
better if we change the order of the slides, so you will have this slide but we’re now going to discuss what is the
process rather than what does TCBP do.

Basically each individual would have what you could call a centralized retirement account and the idea is this
would be tracked like the Canada Pension Plan, it would be tracked by the government but it would be central-
ized, they could make this part private but would be controlled. And within that retirement account, an individ-
ual would have a lifetime account, which would basically be where you’d build up the lifetime benefit and a
personal account which would be used for personal needs at retirement or even before retirement. The personal
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account you can think of somewhat like an RRSP but you’re not going to build up your lifetime income in that,
you’re going to use it for other purposes, you don’t make your final decision on the use of your personal account
until you actually retire.

I just put in approved annuitization fund because one of the main concepts behind TCBP is that most em-
ployers, those employers who have less than 10,000 employees, would not set up a DB plan, they would not set
up a DC plan, instead what they would do is have monthly withdrawals just like you would have for CPP or
whatever and they would be purchasing the employer if they elected a DB plan they would be purchasing from
an approved annuitization fund, on a monthly basis, annuity credits for each individual employee. Now that
sounds ridiculous in our current situation. Who’s going to sell you an annuity for a benefit of $500 per annum?
But, if they’re trading in this manner much like stock purchases or something and it’s all going through for any
month and year of birth amongst the working population in Canada. For any month and year of birth there’s at
least 20,000 working individuals, so that the key here would be that the annuitization fund as we go forward
would not be by employer it would be by month and year of birth. And it could move as you go through the
process, it can move with the market as you go through from age 30 to age 65 or whatever the ultimate normal
retirement age is.

Now the CPP has great methodology for tracking items, and I’ve done some preliminary checking, only pre-
liminary, but I believe they have the necessary data that if we decided to start this right now, for most people
there’re would be adequate data already available from the government. When you are applying for your Canada
Pension Plan, when anyone is applying, they don’t actually average your income over the years, instead they use a
series of factors. If you had no income in a year, you got a factor of zero, if you had income greater than or equal
to the YMPE, you got a factor of one. When you actually go to collect your Canada Pension Plan, all they do is
add up all of your factors, they knock out the 15% of the lowest and they divide by, if you’re 65 they divide by
40, because you had 47 years you get to knock out 15%. I’m just going to throw out a question to you, do you
realize under the Canada Pension Plan that every single person who has elected early retirement to this point in
time has had the same contributory period as a person who attained age 65 and took normal retirement, that same
year? So far, every early retiree has had it, this is the last year that will keep going. I’ll let that one for you to think
about. But on TCRP what we’re going to do is we’re going to use the same method, only instead of just going up
to the YMPE, consistent, somewhat consistent with the current system only going a bit higher, we’re going to say
we’re going to tract the factor all the way to three, up to three times the YMPE. So the YMPE this year is $44,900,
if you’re earning $44,900, your ARF, your annual retirement factor is what we’re going to call it, is 1 you earned
exactly the YMPE. If you’ve earned double the YMPE, your factor is 2. If you’ve earned three times, your factor is
three, whatever. By using this factor and using it on a year-to-year basis, just like in the CPP, as you move through
the years that factor every year is indexed in accordance with the average industrial wage, so all you need to know
at any given time to calculate a person’s total accrued target pension which I’ll cover in a little while, all you have
to know is their total ARF. If you tell me your ARF totals 17.2, I can tell you what your accrued target pension is.

And I’m going to have a quiz here now, you’re going to get challenged on this, I want you to focus on the sim-
plicity of the arithmetic. The numbers I’m using are very simple so won’t even need a calculator but remember that
the process you’re using to do this calculation is exactly what the systems would be using, very simple. Now be-
hind the scene, well this is where it should be complex and the analogy I use with this is like the Richter scale. Very
few people do not understand the significant difference between an earthquake that’s a three and an earthquake
that’s a six based on the Richter scale. Almost no people, myself included, have any idea where that scale comes
from but we appreciate the answer. We’ve got to do the same thing with pensions. We’ve got to get benchmarks
out there so that people appreciate when their pension goes up in value, when it goes down in value, when pur-
chasing a benefit when it’s going to be more, when it’s going to be less. They’ve got to understand it like the Richter
scale so when I say it’s complex behind the scenes, I mean our benchmarks are also going to end up being very age
specific, the limit of your lifetime benefit each year that you can accrue will be age specific. Your total retirement
account might have a percentage like the 18% now. I’m proposing that that varies over a career to recognize the
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demographics so that we aim for equality over a career, not equality person-to-person, but that you have equal op-
portunity over a career.

DB plans will all be one design, they will be life only, beginning at normal retirement age but they’ll include

pre-retirement indexing in accordance with the AIW, just like the CPP, and post-retirement indexing in accordance
with the CPP, so it’ll track the CPP exactly. Now the maximum you could have on this target plan would be 2%
per year, up to three times the YMPE, that would be 100% plan, that’s the maximum. But an employer could elect
to have a 50% plan with only 1% as long as the overall benefit doesn’t go over the maximum limit.

Now we start the quiz. I want to just write down a couple of these numbers, for all years assume the year is
2015 and assume that the YMPE is $50,000, so and all answers are in current 2015 dollars. Jordan has an ARF
of 1.4, what are Jordan’s pensionable earnings? Norma? $70,000, everyone agrees with that? OK. Next question,
no I’m going to go back to words, you have to wait for this. Basically we’re going to be looking at a career average
pension and we’re going to use a designated pension accrual period that would hit 70%, so from age 30 to age 65.
This is deliberate to kind of match the traditional 70% but there’s going to be features, so the maximum lifetime
accrual would be 70% of career average earnings but that’s in the lifetime account. The annual DB limit will be
based on 2% of the YMPE up to that maximum of three and it will move each year in accordance with the YMPE.
These limits are slightly higher than what the current is projected to be in 2009, but not much. OK, we’ll go to
our next question, what is Jordan’s DB limit for 2015? You’ve answered the last one, I’ve got to have another vol-
unteer, who wants to take a shot at this one? I better check my answer, who wants to take a shot at this one? What
is Jordan’s DB limit for 2015? What was his ARF? Who wants to take a shot at it? David? No, his ARF is 1.4%
that meant his earnings were $70,000, so what’s his DB limit? 2% of $70,000, anyone here do that? Need a cal-
culator or anything? OK, $1,400 and regardless of what the YMPE was, or what his income was, that’s it. Now
Jordan’s twin sister earned $200,000 in 2015, what’s her maximum DB limit for that year? Yes, sorry.

U-F: ??

Speaker Walker: $3,000 exactly. $3,000. Now we’ll get a little bit more complex but not much. Jordan has just
turned 45 and has 15 years in the designated pension accrual period, Jordan’s total ARF’s to date are 16. What is
Jordan’s accrued target lifetime pension and I’ll stress we’re not saying this is his accrued pension, we’re just saying
this is his accrued target lifetime pension for tax sheltering and the lifetime account purposes, what is his target
lifetime if he’s got 16, total ARF’s of 16? Who wants to take a shot at this one? Well?

U-F: 16,000.

Speaker Walker: Exactly $16,000. Would you explain how you got that?

U-F:Well, the 16 times times 2% is 32% of $50,000.

Speaker Walker: Exactly all you have to do is take 2% of $50,000, the YMPE, that’s $1,000 multiply by 16, you
got your answer. Or you take your ARF times 2% times the YMPE, that’ll always work regardless of the year, re-
gardless of the ARF, regardless of the YMPE. Now, the annual tax shelter limits under TCBP they will be derived
from the value of the target lifetime accrual account and over a career and this is a very ball park figure, but over
a career sort of in a broad average, generally the lifetime portion of the account ignoring ancillary benefits like sur-
vivor benefits using five year average rather than career average and so on, will take about 2/3 of the total retire-
ment funds and that’ll vary depending on whether the person takes early retirement or later retirement. In total
that’s about it. So in general we would derive a limit for the total of the two accounts but what will be driving it
will be the lifetime account value.
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As age and career advances, the proportion of total value allocated to lifetime versus personal will change. Like
if you’ve got a person aiming for early retirement and they’ve built up their personal account and they take early
retirement at age 58, then the portion of their personal account or the portion that their personal account is going

to have to fund compared to their lifetime account is going to be very high. Most of us would agree it’ll be close
to 1/2 of the total value, because they’re getting an extra seven years worth of pension payments. But, if that per-
son decides at say 58, if they decide not to retire and go on to 65, the risk of early retirement is gone, in the cur-
rent system they lose that value. Under TCBP, that stays in their personal account or it stays in their lifetime
account if they bumped it up and they’ve got those funds available at 65 to use for other purposes. They could use
them maybe to up their income. Some would say why do you limit it to 70%? Well we limit it to 70% only
through the designated pension accrual periods, but if you’ve got extra funds, you’re allowed to use any income
year from age 18 on, to potentially bump up your benefits. OK?

Now, the adjustment tools or the catch ups - what’s been built into this is, you can have periods of non par-
ticipation in the workforce. There’s an adjustment from career average earnings to final five average earnings.
There’s ancillary benefits such as spousal survivor, early retirement, basically all the benefits that are around now
only you don’t build them into the plan design, you use them when you know what you need when you retire.
You keep the value of those benefits but you use them when you need them and even possibly having a health ac-
count and you can get an increase in that as I mentioned, an increase in the replacement ratio by recognizing serv-
ice prior to the designated pension accrual period.

Now in moving from…. Oh I think we’re ready for another quiz question, OK. If over the next 20 years,
Jordan’s ARF’s total 34, what is Jordan’s career target lifetime pension? (pause) No hands yet. Anyone want to take
a shot at this? What’s his total ARF going to be? (pause) Remember, I know, he had 16 before, you add 34, what
do you get? 50. What’s 2% of 50? 1? OK, get out your calculators, what’s 1 times $50,000? So his target lifetime
pension is $50,000, if his ARF’s over the next 20 years total that. Now we know Jordan was 1.4 this year, so that’s
going up to 1.7, so over the next 20 years, so he’s probably anticipating a promotion. When you’re doing projec-
tions under TCBP, you do not have to make an assumption about inflation, interest rate or anything. The only
assumption you have to make is will the person potentially get a promotion or have lowered. So again it doesn’t
matter the years, the ARF’s, the age, same basic calculation works, 2% times the ARF times the YMPE in the year
you’re doing it.

Now here’s the toughie, but it’s not that tough. Again look at how simple the math of it is, if over Jordan’s
best 5 consecutive years, the average ARF is two, how much can Jordan’s career target lifetime pension be in-
creased, to move from career average to best five average? Well, we know that his best five years average two. How
many years did he have in total in the designated accrual periods? 35, what’s two times 35? 70. So he gets 70% of,
what did we say his…. He gets 2% times two, times $50,000, times 35. He gets $70,000, so his benefit instead
of being career average of 50, goes up to a final five average of 70 and all you have to do is replace that ARF of 50
which we had on the first projection with an ARF of 70, two times 35 and if at any point as Jordan goes through
his career, his five year average is almost always going to be greater than his career average, he can elect at any time
to buy back that service in the form of an annuity, from his personal account and to rebuild.

So this last part, we can go to questions, and this last part basically all I’m saying in this last part, is what does
it do, this process? It will increase fairness because everyone has the chance to attain the ideal pension. Differences
from employer to employer will be by quantity not by design, so one employer can have a bigger pension plan than
another but the design will be identical, maximizes flexibility available to individuals before and after retirement
and a key feature is the ability to carry forward both contributions and benefits, not just contribution room as in
an RRSP but benefit room in the lifetime account, because of the way the ARF’s are handled and from a govern-
ment point of view, it can be done very easily. Suppose no contributions were made during a period when the ARF
was 1.5, no contributions were made. When Jordan hits 55 he decides to make contributions for that group. Well
from a tax point of view it would be very easy to say OK, you don’t get a tax deduction at your marginal rate, in-
stead on up to YMPE for that year, zero to one, that year you get your tax credit at that rate and on that portion



PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES Vol. XXXIX, No. 2, June 2008

from 1 to 1.5 you get that, your tax credit at that rate. So from a government point of view it could be structured
such that catch ups on benefit mean that the present value on an average industrial wage adjusted basis would be
exactly the same as if you paid the taxes when he was originally eligible, and that’s all implicit in the factor. And

it maximizes benefits by reducing cost. By using the clear benchmarks it makes standardized administration pos-
sible and it transfers professional time from bureaucratic tasks to creative tasks. And the way it changes it is, the
financial risk is reduced, employee understanding is increased and asymmetry between employer and employees
are eliminated.

So it’s a challenge but honestly I’ve done a huge amount of testing behind the scenes, this will work. So basi-
cally we do keep the good, we want to make sure employers and employees contribute but by using their personal
account, the employees can get any ancillary benefit that is currently available on the ideal pension plan. And I’ve
thrown in the addition of post-retirement health funds because I think that’s something that people care about.
And some of you are going to say but we’ve already got flexible pension plans and we do, but the flexible plans
that are out there right now are extremely complex. Very few people know about them, I did pursue my financial
planner designation in my first year of retirement too, and do you know in their coverage of DB plans, flexible
plans are not mentioned once and yet, isn’t that something the financial planner should be aware of, if they’ve got
a client that is a member of a plan with flexible benefits? They have to make a decision and you know basically
what this gives is every individual the opportunity to have an individual pension plan, it’s going to hurt. It might
hurt your market, Normand but your abilities, you’ll be able to go on in other areas dramatically because I see ac-
tuarial skills being critical to this, only they’re going to be for the bigger annuitization funds, they’re going to be
for employers telling them where their costs are going to go. You’ll be spending on the fund part of actuarial sci-
ence not on the bureaucratic requirements you’re saddled with now. And we do eliminate the bad, no cross-sub-
sidization of one member to another. If your employer gives you something it’s yours, it doesn’t go to another
employee behind the scenes where you don’t realize it’s happening. And we’re not saying that an employer cannot
reward an employee for long term service, they can it’s just that it has to be direct to that employee’s account. It
could be extra income that the employee then takes just like a group RRSP now and puts into their personal ac-
count or uses to purchase lifetime benefits.

I hope, in conclusion, this is a fundamental first step but it’s a critical one and it will work. Much work will
be needed to be done for the initial set up, that’s going to create work for years, but the end result will be a system
that is consistent with both modern technology and individual needs. So any questions? Yes?

U-F: ??

Speaker Walker: Basically the annuitization risk would be the approved annuitization fund and that’s something
that would take considerable study. That could be an insurance company, it could be a big plan, like say a big plan
like Canada Pension Plan itself or teachers’ plans, any of the big public sector plans, some big private sector plans
might want to take on annuitization because they’ve got the investment experts, they’ve got the actuaries, they’ve
got the protocol. They could maybe take it on as a way of spreading their risk. If they need more funds coming in
instead of saying we don’t have enough young members coming in, they could say we’re going to focus on people
who are born in October 1989 and try start building up those annuities funds. So like that’s all beyond my ex-
pertise and the scope but that’s the way I envision it, that eventually you’d have these funds which could be exist-
ing pension funds, they could be insurers, they could be banks and they could, in the market be actually trading
and hedging these things. Any other questions? Yes?

U-F: ??

Speaker Walker: I’ve only done it from a test point of view at this point, but what I have tested is, if I were to use
what the total contributions are to the current richest plans like some of the public sector plans, you’ll notice that
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the total over a career is going to be greater than the 18% that’s there now, the 18% per year of income, but it will
be very consistent with what’s available now in plans where there are significant employee contributions. Over a
career it would be roughly equal to that and how you actually structure it would be different. My suggestion would

be that you do it in blocks of ages maybe 10 year blocks, where the total is consistent, like say from 30 to 39 and
the test I did I used that as 18%, I said OK, 10% into the lifetime account, 8% into the personal account but I
think what might make more sense especially as we get the technology in place would be to say, over that time pe-
riod we’re going to use 18% but what we’re going to do is recognize the actual value of the benefit each year for
determining the lifetime portion, we subtract that from 18%, that’s the personal portion. You could do that be-
cause it’s a simplified system, so behind the scenes it could be complex but every year you tell the person this is
what you’ve got and over time people would get used to the fact that as they go through an interval where the con-
tributions are fixed, the defined benefit they’re getting is worth more, what they’re getting in their personal account
is going to be reduced so what they should be doing as they go through that is they should be, I’ve got my lifetime
benefit, I’ve got extra personal account in the early years, I transfer that over to the lifetime account to keep buy-
ing it up or I’ve got it building up there for when I want to catch up later on. Yes?

U-M: ??

Speaker Walker: Effectively what I would say is, anything contributed from age 30 on when you’re through the
designated pension accrual period, if it’s contributed by the employer it will probably go immediately to an an-
nuitization fund or it would be locked in to the lifetime account like a DC account, but I think over time more
and more of them would be annuitized immediately. And I think that’s the goal and if you get these benchmarks
out there and people are aware of it, I think annuities will become more purchasable because you’re not going to
have to do it as an individual, so that’s the point that would still be discussed. The personal account, I see as op-
erating much like RRSP’s, you could even have things like the homebuyers’ protection plan, the lifelong learning
plan, you could have that flexibility in the early years but as time goes on there would be locked-in provisions and
if you read the paper you’ll see in there in a bit more detail and I intend to hopefully expand on that in the future
and this paper was directed towards actuaries, I hope to try and re-write it to direct it towards other pension pro-
fessionals and then maybe try and re-write it so it would be, could go to individuals and employees out there,
that’s my ultimate dream, but we’ll see. Any other questions? OK, thank you for listening and taking the time.

(Applause)

Martine Sohier: Thank you so I guess if you have further questions you can come and ask us any questions, but
the session ends early so.
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