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Introduction

The Board of Directors of the Municipal Finance Officers’ Association (MFOA) submits this report
to the Legislative Assembly’s Committee on General Government for its consideration of Bill 2086,
An Act to Revise the OMERS Act. The Board is grateful for the opportunity to contribute to the
discussion on OMERS governance and thanks the Committee for the opportunity to participate.

MFOA is the professional association of municipal finance officers in the Province of Ontario. The
Association promotes the interests of its members in carrying out their statutory and other
financial responsibilities by initiating studies and sponsoring seminars to review, discuss and
develop positions on important policy and financial management issues. It also promotes the
interests of our members in the provincial-municipal arena by bringing member concerns to the
attention of provincial politicians and staff. In the case of OMERS governance, MFOA represents
employers (municipalities) and has a keen interest in commenting on the implications of Bill 206.

Bill 206 is a complex piece of legislation. Even after several months of examining the Bill in
conjunction with other employer groups, we are forced to conclude that there is still much in the
way of cost and financial impacts that are not known. As an association representing finance
officers, we find it disturbing not to have better information from the government on a pension
plan that is in excess of $36 billion and is (or will be) the main source of retirement income for
tens of thousands of municipal employees. Nevertheless, we are submitting our concerns with
respect to Bill 206 for your consideration. Our concerns have also been summarized in an
overview of Bill 206 prepared for our members and inciuded as Appendix A to this report.

We have organized them under the following headings:

Governance
Dispute Resolution
Supplemental Plans
Transition Period
Summary

In our view, the legislation requires considerable work. As always, MFOA is prepared to assist
the government in any way it can to make the recommended improvements to this important
piece of legislation.

1. Governance

There are two important policy objectives contained in Bill 206 with respect to governance and
MFOA supports both of them. These are:

e Separate the fiduciary and sponsor’s role, and
e Transfer the sponsor function from the Province to a Sponsor Corporation

a. Split Fiduciary and Sponsors’ Roles

The fiduciary function should be separate from the sponsor function of determining contribution
rates and benefit levels. This is done in the Bill through the creation of an Administration
Corporation to administer the Plan and manage the investments and a Sponsors Corporation to
set contribution rates and establish benefits. MFOA supports the splitting of these functions,
but is concerned about the scope for confusion in the roles of the two Corporations.
OMERS has expressed concerns on this issue as well with regard to sharing information and

Municipal Finance Officers' Association
512 King Street East, Suite 306
Toronto, Ontario
M5SA 1M1



compensating the Sponsors Corporations for certain costs it may incur." We are aware that other
groups have also noted in their submissions that the relationship between the two corporations is
not completely clear.

b. Transfer the Sponsors’ Function

The second governance objective is to transfer the sponsor function from the Province of Ontario,
where it now resides, to the newly created Sponsors Corporation. The Province of Ontario does
not have employees in OMERS and does not contribute to the Plan. It is unusual to have
contribution rates and benefits determined by a level of government with no financial stake in the
Plan. Transferring the sponsor role to a Sponsor Corporation that has representatives of
employers and employees would move OMERS in the direction of other public sector pension
plans. MFOA supports the creation of an autonomous Sponsors Corporation to make
decisions with regard to Plan benefits, contribution rates and related matters. However,
MFOA is concerned about 2 number of provisions of the Bill that detract from the autonomy of the
new Sponsors Corporation and instead transfer decision-making to third party mediation and
arbitration processes.

In our view the governance model found in Bill 206 has a number of major shortcomings.
Currently, Bill 206 permits the Sponsors Corporation to make important decisions on benefits and
contribution rates by a simple majority vote. While simple majority might be adequate for passing
procedural by-laws and related operational matters, it is our view that major changes to the Plan
should have wider support than this rule would require. We recommend that major changes to
the Plan require unanimous consent of the members. Major changes would include the
items identified in subsection 26(2) of the Bill, as well as the creation of supplemental
plans. A requirement for some type of super-majority for major decisions is not unusual for
pension plans. Such rules exist for major changes to other plans. We understand that major
changes to the Hospitals of Ontario Pension Plan (HOOPP) require unanimous consent as does
the Colleges of Applied Arts and Technology Pension Plan.

At least as important is the fact the Bill 206 appears to create an autonomous Sponsors
Corporation, but then imposes a series of restrictions and requirements that undermines that
autonomy. Examples of this include:

¢ Imposing a mandatory mediation and binding arbitration process (s. 43)(see comments
below),

¢ Forcing the Sponsors Corporation to consider optional pension benefits for police and fire
(ss. 10(2)), and

¢ Removing the ability to introduce optional pension benefits by way of defined contribution
plans rather than defined benefit plans.

MFOA believes that the focus of Bill 206 should be to create an autonomous Sponsors
Corporation that is empowered and capable of Plan design without interference. Consequently,
MFOA recommends that Bill 206 be stripped down to deal with autonomy only. Let the
Sponsors Corporation deal with matters related to benefits and how they should be
structured after a transition period that allows the Corporation to learn its business and
get itself established.

c. Sponsors Corporation Board Composition
Initially, the members of the Sponsors Corporation will be comprised of 16 voting members and 2

non-voting members appointed by the Province (section 38). After the first anniversary, and until
the Corporation passes a by-law, membership on the Sponsors Corporation is based on

! OMERS, OMERS Position on Bill 206 Technical Issues, 2005. See issue 12.
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appointments made equally by employer and employee groups as set out in section 39. There
does not appear to be any requirement that a by-law passed by the Corporation recognize the
equal representation of employer and employee representatives. Given that section 11 enshrines
the 50/50 formula for funding OMERS pensions, it would be reasonable to ensure that equal
representation of employers and employees on the Sponsor Corporation is also required by
statute. Consequently, MFOA recommends that Bill 206 be modified to ensure that the
Sponsor Corporation always has equal representation from employers and employees
among its voting membership.

MFOA is aware of the complex rotational system found in Bill 206 for smaller employer and
employee groups that are not represented by the major parties. This system is cumbersome and
will fail to deal with OMERS members that do not belong to a union or professional organization.
A survey of its members by OMERS indicates that 20% fall into this category. MFOA suggests
that consideration be given to allowing these members to participate directly by voting for
representatives on the Board for the positions referred to in paragraph 9 of subsection
39(1). Each year, MFOA members elect representatives to its Board of Directors. Given the
detailed information available on members and their affiliations, it should be reasonably simple to
put in place an electronic voting system that would be accurate and anonymous. This would
eliminate the criticism that a significant portion of OMERS members will not be represented.

d. Ongoing and Start-Up Costs for Sponsors Board

Section 27 of Bill 206 allows the Sponsors Corporation to impose fees on employers and
employees to pay fees to cover expenses that are not related to expenses of administering the
Plan and cannot, therefore, be recovered from the OMERS pension fund. OMERS has noted that
there is confusion over the nature of these costs in Bill 206 and it has recommended clarification.?
In addition, there are start-up costs associated with the creation of the Sponsors Corporation.
AMO has attempted requested information from the Province, which is the current OMERS
sponsor, on the magnitude and nature of both ongoing and start-up costs. To date, we believe
that no response to these requests has been received by AMO. MFOA is dismayed to find that
we would transfer governance for a pension fund valued at approximately $36 billion without any
knowledge of the ongoing sponsors’ costs. As noted already, MFOA recommends that Bill 206
be transformed into a Bill dealing with autonomy only. While this work is underway, we
would further recommend that the Province provide cost estimates for ongoing and one-
time sponsor costs and explore options, in consultation with the sector, as to how best to
recover these costs.

Stakeholders will incur substantial costs preparing for the new governance responsibilities.
MFOA believes that the Province should provide initial start-up funding to enable
stakeholders to prepare for devolution and the additional responsibilities that the
government is transferring to them. This position has also been adopted by the current
OMERS Board, illustrating its desire to see the new Sponsors Corporatlon established on a
sound footing that will allow the Plan to continue to grow and prosper.®

e. Continuity of the OMERS Plan

Section 2 of Bill 206 continues the OMERS Plan. Obviously, MFOA supports the continuation
of the existing Plan. However, we are aware of the brief that the existing OMERS Board has
prepared with regard to technical issues raised by Bill 206. Under the heading of “Continuity of
the OMERS Plan,” the OMERS Board has raised concerns that the existing Bill might create
problems because of the absence of legal definitions used currently by OMERS and because of

2 OMERS, OMERS Position on Bill 206 Technical Issues, 2005. See issue 14.
® OMERS, OMERS Position on Bill 206 Technical Issues, 2005. See issue 15.
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gaps in the Bill relative to the Plan text that governs the Plan. Consequently, OMERS has
recommended that;

the government, as current plan Sponsor, consider amending the current plan text to deal
with the outstanding housekeeping Plan changes and to include the legal def|n|t|ons
found in the current OMERS Act that will no longer exist under the new legislation.*

MFOA shares the desire of the current OMERS Board to ensure a smooth and seemless
transition to the new governance model. Consequently, MFOA recommends that the
government alter the Bill as OMERS recommends with respect to issues 1 to 4 of the
technical issues identified by the current OMERS Board.

2. Dispute Resolution

Bill 206 currently contains a dispute resolution mechanism that requires mandatory mediation and
binding arbitration. The process would permit a single member of the Sponsors Corporation to
submit a written proposal that affects benefits or contribution rates to trigger access to the
mediation/arbitration process. Conceivably, this could be done as early as the first meeting of the
Sponsors Corporation when members will not be in a position to make decisions on potentially
complex issues related to benefits or contribution rates. The provisions of the Bill have the
potential to undermine the autonomy of the Sponsors Corporation by by-passing it in favour of an
arbitrator precisely at the time when the Sponsors Corporatlon should be focused on learning its
business and passing by-laws for its smooth operation.®

In our review of dispute resolution mechanisms of other pension plans, we have learned that such
mechanisms are fairly common. However, they usually apply to matters other than fundamental
changes that affect benefits and contribution rates. Access to these procedures for fundamental
changes is quite limited. In some cases, no dispute resolution system exists for major plan
changes. Of the plans that were examined, only the Ontario Teachers Pension Plan (OTPP)
mirrors Bill 206 by providing a mediation/arbitration mechanism to plan changes. It is important to
note, however, that OMERS and the OTPP have very different profiles. The OTPP has
essentially one employer (the Province) and one employee group (the Ontario Teachers’
Federation). In contrast, OMERS is a multi-employer plan that is closer to other plans such as
the British Columbia Municipal Plan (BCMP) and the Alberta Local Authorities Pension Plan
(ALAPP). In the case of the BCMP, there was no devolution from the province of British
Columbia and, therefore, it does not have a dispute resolution mechanism. The ALAPP was
devolved in Alberta, but only has a dispute resotution mechanism for surplus issues.

Interestingly, the mediation/arbitration process is only a temporary measure. Section 43 of the
Bill which lays out this process, does not apply after the Sponsors Corporation passes a “by-law
governing the circumstances in which it is required to meet Alternatively, if no by-law is
passed, the section is repealed on December 31, 2009.” There is, therefore, no permanent
dispute resolution mechanism for the OMERS plan, unless the Sponsors Corporation implements
one. Bill 206 puts a temporary mechanism is in place at a time that the Plan is in deficit and
during the transition period when members of the Sponsors Corporation are just learning their
business. MFOA recommends that the temporary dispute resolution mechanism be
removed from the Bill. Allow the Sponsors Corporation to determine the need for, and

4 OMERS Executive Summary, OMERS Position on Bill 206 Technical Issues, 2005.

® It is unclear whether an arbitrator could create supplemental plans where they do not exist. An
arbitrator can only deal with “specific changes” as outlined in ss. 26(2). Ss 26(2) makes no explicit
mention of supplemental plans.
6 ° Bill 206, sub-section 43(1).

" Bill 206, section 56.
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structure of, a dispute resolution mechanism for major Plan changes. This should also be
subject to the unanimous consent of the board.

3. Supplemental Plans

Supplemental Plans represent a significant departure from the existing OMERS Plan. The
current OMERS Plan is centrally administered and provides common pension benefits to
municipal and other employees that are equally funded by employees and their employers. The
current Plan is highly valued because it:

e Relieves municipalities from the onerous task of pension administration and
management,

e Enhances labour market mobility by providing common pension benefits through the
municipal sector, and

* Relieves municipalities of any obligation to negotiate pension benefits locally, which can
be a highly complex process.

Under Bill 206, 2 out of 3 of the benefits noted above are lost. The system of supplemental plans
will:

Add significantly to pension administration costs

Add significantly to the costs of funding pensions

Reduce labour maobility in the municipal sector, and

Require municipalities to negotiate locally for pension benefits — something that they
have not had to do in the past.

We do not see any reason for dealing with supplemental plans in Bill 206. It is our understanding
that many public sector pension plans have no provision for supplemental plans. Again, MFOA is
of the view that Bill 206 should simply provided for autonomy and allow the new Sponsors
Corporation to deal with the structure, design and magnitude of future benefits and benefit
enhancements. The Canada Revenue Agency has already indicated to OMERS that limited use
of supplemental plans is permissible for benefits that do not apply to all members. References to
such plans in Bill 206, with added restrictions, does nothing but reduce the scope for autonomous
action on the part of the Sponsors Corporation.

Bill 206 contains provisions that add unnecessary confusion about how benefits can be enhanced
in the future by creating artificial and unclear rules with regard to what can be done through the
primary plan and what can be done through supplemental plans. MFOA recommends
eliminating the distinction between the primary plan and supplemental plans and allow the
Sponsors Corporation to determine the structure of future benefits.

a. Plan Administration Costs

At a stakeholder meeting on September 23, OMERS circulated some cost estimates for a variety
of possible supplemental plans and outlined some assumptions with regard to these plans. The
costing was done on the assumption that supplemental plans will essentially be stand-alone
pension plans for each empioyer that opts for them. There will be no cross-subsidy from the
primary plan to the supplemental plan. This means that the Administration Board could be
overseeing dozens and dozens of pension plans in addition to the primary plan. Each will have
its own demographic characteristics and benefits and require its own actuarial analysis and
valuations with regard to deficit and solvency. OMERS has noted that such a regime of
supplemental plans will increase administration costs considerably.
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b. Pension Costs

In addition to higher administration costs, there will be higher costs to finance supplemental
plans. MFOA has used information provided by OMERS to construct a costing template for
municipalities. The costs of possible supplemental plans can be considerable.

MFOA does not take the view that pension benefit enhancement should be onerous. Pensions
are a part of compensation and may need to be adjusted from time to time when employers are
experiencing difficulties with attraction or retention of staff. In such cases, employers might well
side with employees to enrich existing benefits — either permanently or temporarily. However,
easy access to enhanced benefits in the absence of evidence of a general problem related to
attraction and retention is misguided and puts a burden on local ratepayers, many of whom may
have pensions that are less generous than OMERS or, possibly, no access to pension benefits at
all.

As noted above, at a stakeholder meeting on September 23, 2005, OMERS provided rough
estimates for a number of possible supplemental plans that might be attractive for police and fire
on the one hand, as well as everyone else. MFOA used that information to create a costing
template. Appendix B provides a brief summary of the results we obtained. MFOA is concerned
with the financial impact of supplemental plans on municipalities. Bill 206 currently
provides too easy access to these high cost benefits. As we have noted, leave the issue
of the nature, and structure of future benefits to an autonomous Sponsors Corporation
with sufficient time to understand the complexity of the issues involved.

Having noted that pension enhancements may be required at some point in the future, we are of
the view that current solvency requirements in the Pension Benefits Act artificially add to costs in
cases where benefit are applied to past service. OMERS has recently shared with stakeholders
information regarding solvency requirements. We have attached copies of this for the information
of Committee members. MFOA supports OMERS in its recommendation that the OMERS
plan should be exempt from solvency requirements as it is not a plan that will be subject
to wind-up. Elimination of these requirements will lower the costs of enhancing benefits in the
future and recognize the realities of the OMERS plan. See Appendix C for the paper on solvency
prepared by OMERS and supported by MFOA.

c. Mobility

As noted above, the current OMERS plan provides a common benefit package for municipal
employees across the sector that enhances labour mobility in the sector. This could be seriously
impaired under a system of supplemental plans. An employee considering moving from one
municipality to another may be dissuaded from doing so based on the configuration of
supplemental plans in each municipality. It is even possible to imagine an employee moving from
one municipality with a supplemental plan to one with a similar but less generous supplemental
plan, but having to pay more for fewer benefits because of the demographic differences between
the two municipalities and the fact that each supplemental plan is a stand-alone plan. This will
almost certainly detract from the level of mobility we currently enjoy in the municipal sector.

d. Bargaining for Pensions

Under the system of supplemental plans contained in Bill 206, municipalities will find themselves
having to negotiate pension issues once the Sponsors Corporation has approved a supplemental
plan. This will be difficult for many municipalities, particularly given the fact that this is not an item
currently negotiated locally. In municipalities with unionized workforces, union head offices will
be able to provide support to focals on pension issues. It is not clear where municipal employers
will turn for similar types of support, unless they are expected to incur the costs of hiring actuaries
to cost various pension options and to analyze potential mobility issues as well. In future, as the
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workforce changes, initial assumptions on plan costs could be substantially different from actual
costs — the ability to negotiate out this type of benefit once established is zero, as employee’s
would have a vested interest in the plan continuation

4. Transition Period

The Sponsors' role is vital and for many employer groups represents a new function. Ideally, the
Sponsors Corporation should be given sufficient time to:

Learn its business,

Establish communications links with stakeholders,

Develop a work plan and approaches to funding its work plan, and
Develop a sound working relationship with the Administration Corporation.

Sponsors will also require time to learn to make quality appoints and to provide input to the
Sponsors Corporation.

These objectives should be the priorities in the transitional period rather than supplemental
pension benefits for police and fire fighters. This is especially the case given that the primary
Plan currently has an actuarial deficit that requires a contribution increase in 2006 in excess of
9% and may require additional increases in the near future. MFOA recommends a long
transition period. To expect the Sponsors Corporation to turn its mind to pension benefit
enhancements for police and fire from the outset is inappropriate.

5. Summary

MFOA has reviewed Bill 206 and finds it to have a number of shortcomings. We are of the view
that the Bill should set a more modest objective of establishing autonomy for the OMERS Plan,
provide a significant transition period where the Sponsor Corporation can “find its feet” without
being thrown into debates about supplemental plans from the outset. The OMERS Plan is too
large and too important to too many people to proceed without adequate costing information or by
giving autonomy with one hand while circumscribing it with the other. We would prefer to see a
Bill that makes autonomy a reality, provides for a significant transition period while the corporation
decides the rules under which it will operate, and leaves important decisions on benefits to the
future when the Sponsors Corporation is able to deal with them in ways that will take into account
issues related to cost, labour mobility, and employee attraction and retention.

Finally, we have had the benefit of viewing AMO’s submission to the Committee and note the
point that they have made: that nothing resembling Bill 206 was ever mentioned in any Budget or
Throne Speech and the Bill we have now is much more than the legislation required to deal with
procedural problems that were identified during the prior round of discussions. This Bill, and the
process that is driving it, are not appropriate for a public pension plan of this magnitude and
complexity. We strongly recommend a slower approach that has as its first step the more
modest goal of creating an autonomous Sponsors Corporation that is capable of
exercising its responsibilities intelligently and without interference from the legislation
that created it.
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APPENDIX A

Overview of Bill 206: An Act to Revise the OMERS Act
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APPENDIX B

Results of MFOA'’s Survey of the Costs of Possible
Supplemental Plans Under Bill 206



Results of MFOA'’s Survey of the Costs of Possible
Supplemental Plans Under Bill 206

The Template:

At a stakeholder meeting on September 23, 2005, OMERS provided high level
information with regard to possible supplemental plan options that might appeal to
different groups. Using that material, MFOA built a template to assist municipalities in
calculating rough estimates of a possible supplemental plan package for the NRA 60
group and for the NRA 65 group. These packages consisted of the following options:

o NRA 60 (fire and police). move to a 2.33% accrual rate (future service only) and

25 and out, with no age limit
o NRA 65 (all others): 30 and out, with no age limit.

This is a brief summary of the results of the template that municipalities completed and
submitted to MFOA.

Response:

Approximately 120 municipalities submitted OMERS supplemental plan costing
templates.

Responses came from the full range of municipalities in Ontario (large vs. small, north vs.
south, two tier vs. single tier).

Across all classes of municipalities, impacts from respondents alone amounted to over
$155 miilion. This increase would be incurred in each of the first five years that the
options are in effect because of the solvency rules under the Pension Benefits Act. Over
5 years this amounts to $775 million.

This already significant impact is but a fraction of the full impact if these supplemental
schemes are adopted in urban Ontario. The estimates above exclude costs for some
major urban centres such as Toronto and others.

The impacts are concentrated where one would imagine — in larger urban centres with
professional fire departments, police services and higher than average salaries. Of
Ontario’s total number of municipalities, a relatively small number will account for almost
all of the impact since the vast majority of small, rural municipalities will experience only
minor impacts.

In some cases, upper and lower tier municipalities in a regional government submitted
completed templates. This was useful since police is an upper tier responsibility in
regions and fire is a lower tier responsibility. This allowed the calculation of a total impact
in these cases.

Many municipalities did not want their results reported until staff could report the results
to council. Tracking when that would be for the larger places is a time consuming task,
so we are reporting results generically, without referencing the impacts in each
municipality.

Supplemental plans have the potential to add significantly to municipal costs for
employee pensions in urban settings. Among the larger urban municipalities that
completed our template, 23 municipalities reported increases in excess of $1 million in



total costs. This represented an average increase of between 2% and 3% on an average
household. This translates into dollar impacts in the range of approximately $40/hhd,
with a reported high of $52 per household.

Finally, it should be remembered that the template only measures the costs of the
supplemental plans contained in the template. This of course excludes:

o The 2006 increase in OMERS contribution rates
Any further anticipated increase in OMERS contribution rates
Any Sponsor fees that might be charged under section of Bill 206
Any added costs if the 2.33% accrual rate is extended to paramedics
Any reductions in the CPP integration from the current 0.675% to .0800%, and
Increases in post retirement benefits that might result from supplementary plans
that facilitate earlier retirement.

O O O O O

Large Single Tier Urban

Municipalities reporting in this group include such places as Ottawa, London, Hamilton
and Windsor in the south and Thunder Bay and Sudbury in the north,

Impacts in such places are measured in the millions of dollars and, in the largest single
tiers, dollar impacts would be in excess of $20 million. The City of Ottawa has reported
costs impacts in excess of $22 million. Supplemental plans will add approximately 3.3%
to the tax bill and cost the average residential homeowner an additional $83 per year.

Tax impacts in other areas were in the range of 2.5% to 3.0%, or approximately $40 to
$50 per household.

Two Tier Urban (Regional)

Two regional municipalities each reported impacts in excess of $10 million. Given their
status as regional municipalities they would have responsibility for police service but not
for fire. When lower tier increases are added to the upper tier increases, impacts can
approach 6%.

Small to Medium Urban

Rural

Small and medium urban single tiers include such places as St. Thomas, Brockville,
Stratford and others. Impacts in these areas were also significant. They have
responsibility for police and fire services and these services seem to constitute a larger
share of their tax bill than in major urban centres. Tax impacts are in the range of 3% to
5%. Dollar impacts on a residential unit are in the range of $60 to $100 per year.

A number of municipalities reported impacts that ranged from negligible in rural
townships in the north and south as well as counties in southern Ontario. In most cases,
these municipalities do not have full time fire departments and do not have a police
service.

Given the vast majority of municipalities in Ontario fall into this category, it is evident that
many municipalities will not be overly concerned about the implications of Bill 206.
Impacts for these municipalities were measured in several dollars per household.
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Why is solvency an important issue to OMERS?

The solvency rules under the Ontario Pension Benefits Act may one day become a major cost issue for the
existing OMERS pension plan, and will certainly be an important factor affecting the design and cost of
“supplemental plans”. This note explains what solvency means in this context, why it is relevant, and
how it might affect OMERS stakeholders.

What is Solvency?

Normally the actuary values OMERS on a going concern basis — assuming that the plan will continue for
ever. However, the Pension Benefits Act requires pension plans to also conduct a solvency valuation,
which assumes a hypothetical plan wind-up.

A solvency valuation means determining the “solvency assets” and the “solvency liabilities” and then
comparing them. If the solvency liabilities are larger than the solvency assets, there is a “solvency
deficit” and under some circumstances this might lead to significantly higher contributions than would be
warranted by the going concern valuation alone.

The solvency liabilities are determined assuming that the pension plan is hypothetically wound up on the
valuation date, and all plan members terminate their membership on that date. Special plan provisions
would then have to be used — for example, many active plan members would be assumed to commence
their pension at the retirement age which produces the highest liabilities. There are special rules for
determining the interest rate that is used by the actuary in valuing these solvency liabilities.

For virtually all indexed pension plans in Ontario, there is a special exemption which allows the solvency
liabilities to exclude the value of any indexing provisions — that is, to ignore the extent by which pensions
increase in line with inflation in future.

Why is it relevant to the existing OMERS pension plan?

Unless OMERS is successful at getting exempted from the solvency funding rules, it is possible that at
some stage in the future an actuarial valuation that is to be filed with the Financial Services Commission
of Ontario (FSCO) will reveal a solvency deficit. This has not been the case in the past, but the solvency
position of any pension plan tends to be fairly volatile from year to year. It depends on the plan’s
demographics, the investment performance and yields on long government bonds, for example. This type
of deficit has to be funded over a period of no more than 5 years under current legislation, which could
potentially mean a significant increase in employer and employee contributions for that 5 year period.

The solvency funding rules were created to respond to a number of high profile bankruptcies by private
companies which had inadequately funded their plans, subsequently forcing the provincial government to
provide financial assistance to plan members. Public sector plans, like OMERS, are legally obligated to
fund solvency deficits in response to a situation that is very unlikely to occur — namely, the wind-up of
the plan with insufficient assets available to meet the obligations. As a result, OMERS is part of a
coalition of five Ontario public sector plans which are lobbying for an exemption from the solvency
funding rules.

Why is it relevant to any supplemental plan that might be established?

Bill 206 permits a “supplemental plan” to be established. This plan might offer certain members of the
existing OMERS pension plan additional benefits, as a result of negotiations with their employer, funded



as usual on a 50/50 cost sharing basis. For example, it might be decided to offer improved early
retirement benefits.

Suppose a supplemental plan is established and, for a particular employer group, the plan covers years of
past service. The initial actuarial valuation of the supplemental plan will then reveal solvency liabilities,
but there will be no offsetting pension assets in the supplemental plan at that time. Clearly, there would
be a solvency deficit to be funded over a period of no more than 5 years, under current Ontario
requirements.

In a presentation delivered by OMERS actuaries to stakeholders at a meeting on September 23, 2005,
some of the slides showed a special contribution rate applying towards a solvency deficit, which would
have the potential impact of greatly increasing the contribution rate for any of those sample plan
improvements if they were to apply to years of prior service. See OMERS website at www.omers.com
for costing information examples.

If a supplemental plan were to apply to years of past service, there would still be a “going concern past
service cost” even without the solvency funding rules. But those contribution rates are typically much
lower than the rates with solvency funding rules in place. Unless the provisions to provide benefits based
on years of service prior to the introduction of the supplemental plan are modified, the solvency funding
rules would make it much more difficult for a supplemental plan to be able to provide benefits on a past
service basis.

What happens if no past service benefits are granted under a supplemental plan?

If a supplemental plan is introduced and does not actually cover years of past service for a particular
group, then the solvency funding rules do not apply at the date that the supplemental plan is established.
That is because there would be no solvency liabilities. However, at the time of the next actuarial
valuation that is to be filed with FSCO, it is possible that a solvency deficit might arise at that point, and
then the solvency funding rules could have an impact.

Suppose OMERS were to be wound up. Do the solvency funding rules mean that there would be
enough money to cover all the obligations?

There is no intention of winding up OMERS. Because of that, OMERS, together with other public sector
pension plans, has argued that the solvency funding rules are not necessary. But if we consider the
theoretical situation where OMERS is wound up, the solvency funding rules do not guarantee that there
would be enough money to cover the obligations. First, the solvency liabilities permit the exclusion of
the value of the indexing provisions under the plan, whereas on wind-up the plan would provide indexing,
based on the current plan provisions under the OMERS Act. Second, the solvency funding rules only
require a solvency deficit to be funded over a 5 year period, not immediately. Third, in 5 years time, the
demographics and the investment markets may well be different from what they are today, so it is
impossible to predict the outcome of a future plan wind-up.

What is the situation in other jurisdictions?

Every other Canadian province has pension legislation that exempts public sector pension plans from
funding solvency valuations. See Attachment 1 for further details.



What is OMERS recommending?

OMERS has recommended that the Ontario government amend Regulation 909 under the PBA to exempt
OMERS from the solvency funding rules. There is potentially a very substantial financial impact on the
Ontario government if this change is not made since significant solvency valuation payments are
projected over the next five years unless public sector plans, such as OMERS, are granted an exemption.
It is projected that indexed costs for all public sector pension plans, including OMERS, OTPP, HOOPP,
CAAT, and the TTCPFS, could be anywhere from $6.1 billion to $36.9 billion over four years depending
on market conditions. This does not include the implications from the going-concern valuation.

OMERS views Bill 206 as another means by which an exemption from the solvency funding rules of
Regulation 909 under the PBA could be pursued. However, such an approach would only apply to
OMERS. The Ontario government could be asked to amend Bill 206 to include a new provision that
states that the “OMERS pension plans” as defined in Bill 206 (i.e. the primary pension plan and future
supplemental plans) are exempt from the solvency funding requirements of Regulation 909 of the PBA
and that such provision prevails over Regulation 909 of the PBA. Ideally, the government would grant
this exemption to the OMERS plan and future supplemental plans as contemplated under Bill 206.

[f the government is reluctant to address solvency relief for the OMERS primary pension plan in Bill 206
on the basis that it is a much broader issue, an alternative would be to provide solvency relief for OMERS
supplemental plans in Bill 206. The supplemental plans are unique to OMERS and would not appear to
be viable if solvency requirements apply.
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