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The Bell Pensioners' Group is pleased to be given the opportunity to provide its views on pension 

security to the Standing Committee on Finance.  BPG represents the interests of approximately 31,000 

members of Bell Canada's defined benefit pension plan.  BPG is also a founding member of the Canadian 

Federation of Pensioners whose members represent 150,000 Canadian pensioners. 

 

Pensioners have already lived their lives of employment, and have been promised a pension in partial 

compensation for that life of employment.  They cannot relive those lives, so if their pensions are lost or 

reduced, the promise is broken and the loss cannot be recovered through some other means.  Instead, 

pensioners would have to rearrange their lives.  And to put this in context, we are not talking about 

scaling back a large number, leaving a still substantial income.  In the case of Bell Canada pensioners, for 

instance, the average pension income is just $22,000 a year. 

 

Even a cursory reading of the newspaper these days shows that pensions can be at risk.  Pensioners' 

biggest risk is that their pension plan would have to be wound-up, or that their pension sponsor would 

otherwise cease to make contributions to it, when the plan is underfunded.  Our objective is to mitigate 

this risk. That is why we have been actively seeking changes to pension rules. 

 

To help mitigate this risk to pensioners, rules should have the following three objectives: 

 

1. For pension plans that are fully funded, to keep them from falling into an underfunded state; 

2. For pension plans that are underfunded, to bring them to a fully funded state in a reasonable 

period of time; and 

3. For pension plans that are underfunded and whose sponsor is facing bankruptcy, to provide 

pensioners with a better chance to realize the pensions that had been promised to them. 

 

The extent to which current and proposed rules meet each of these objectives is discussed below.   

 

On the first objective, namely, to keep healthy plans healthy, the government's announcement of last 

October regarding its intentions for the Pension Benefits Standards Act and its regulations is 

encouraging.  Though we don't agree with all aspects of the announcement in this regard, we have 
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concluded that the contemplated amendments would reduce the risk to pensioners, and therefore we 

endorse them. 

 

In particular, we find the following measures to be very helpful to pensioners and sensitive to the 

business needs of pension plan sponsors: 

 

 a requirement that sponsors file pension plan valuations annually, and adjust the contribution they 

make to their pension plans according to the plan valuation; 

 a prohibition on contribution holidays unless the plan has a 5% surplus; 

 a prohibition on voluntary plan termination unless the plan is either fully funded, or can be 

brought to full funding within five years; 

 enhanced disclosure requirements; and 

 the allowed plan surplus will be increased from 10% to 25%. 

 

The government's announcement quite rightly acknowledges the benefits of limiting a sponsor's ability to 

take a contribution holiday to situations where the pension plan would continue to have a 5% surplus.  

However, there is not now nor is it contemplated that there will be a requirement on the sponsor to bring 

its pension plan to a 5% surplus.  We find that regrettable, and a missed opportunity to mitigate 

pensioner risk. 

 

On the second objective, namely, bringing unhealthy plans back to health, the contemplated rule changes 

are discouraging.  Not only do they not decrease pensioner risk, they actually increase risk.   This is 

explained in the next paragraphs. 

 

By way of analogy, imagine the case where two people are crossing a room.  One takes five equal steps 

to arrive at the opposite wall.  The other chooses to take consecutive steps, each one measured to cover 

20% of the remaining distance to the opposite wall.  The steps get smaller and smaller, the number of 

steps grow, and the person never quite reaches the opposite wall, no matter how many steps are taken.  

This simple analogy illustrates the difference between the current rules, portrayed by the first person, and 

the contemplated rules, portrayed by the second person. 
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For many years, a sponsor has been required to make special contributions to its pension plan if it has a 

deficit, that is, if the pension plan is underfunded.  The requirement has been that through a series of 

equal payments over each of five years, the deficit would be eliminated.  In recent months, arising from 

the sudden and marked downturn in pension plan assets due to the general financial downturn in 2008 

and 2009, sponsors have been allowed, temporarily, to extend this period of special payments to ten 

years, under certain conditions.  The conditions are that either the sponsor canvasses its plan members 

and receives approval for the extension, or the sponsor guarantees the contributions through a letter of 

credit.  These conditions provide a measure of security to pensioners. 

 

Unfortunately, the contemplated rules for eliminating a plan deficit would extend the period in which its 

deficit could persist past five years, indeed even past ten years, and does so without conditions.  Rather 

than requiring that a deficit be eliminated over five years, instead the contemplated new rule would 

require only that 20% of the remaining deficit be eliminated in any one year.  The difference in approach 

is illustrated in the following graph. 
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It can be readily seen that a plan deficit would, under the proposed rule, persist for a longer period of 

time and at greater levels than would be the case under the current rules.  After five years, a third of the 

original deficit remains; after ten, ten percent still remains.   This increases pensioner risk because the 

longer a plan is in deficit, the greater the chance that the plan will be in a deficit position should the 

sponsor ever find itself in a position where it cannot continue as a going concern. 

 

It would be far preferable to continue to use five years as the reasonable period of time in which a plan 

deficit must be eliminated.  It may be that special circumstances may arise that would seem to make a 

five year schedule unrealistic for a sponsor, or indeed for many sponsors.  The rules contemplated in the 

government's announcement provide for a mechanism to handle just such a situation.  Called the 

“workout scheme”, it allows sponsors and their plan members to negotiate a schedule of payments, 

different from the schedule laid out in legislation and regulations,  designed to eliminate the deficit.  This 

would provide an opportunity for sponsors to adjust their contributions according to their business 

needs, and an opportunity for pensioners to minimize the risk of less than full funding over time. 

 

BPG strongly urges that what has been labeled in the government's announcement as the “fresh start 

amortization” be rejected by retaining the true five year amortization of the current rules, together with 

the “workout scheme”. 

 

Finally, we will address the third objective, namely, in the case of an underfunded plan whose sponsor is 

facing bankruptcy, to provide pensioners with a better chance to realize the pensions that had been 

promised to them.   

 

Sponsor bankruptcies do happen and they can happen at a time when their pension plans are 

underfunded.  This, of course, is a challenge to many, and a particular hardship to pensioners.  If the plan 

has, say, a 30% deficit, then unless the plan's funding can be bolstered by assets available to creditors, 

each pensioner is looking at a 30% loss to the pension promise that had been made to him or her.   

 

One option to consider is to not wind-up the plan.  Instead it could remain in operation, and possibly – 

through some substantial good luck in the market – it may be able to be brought back to full funding.  
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This would be a helpful option.  But an option that relies on luck in the market is an imperfect solution.  

The real problem facing pensioners in a sponsor bankruptcy situation is not so much that the plan is 

being wound-up, which frequently happens, but rather that the sponsor will no longer be making 

contributions towards its full funding.   

 

Another option is to provide pensioners greater access to the sponsor's assets in a bankruptcy 

proceeding.  This option is being provided in many jurisdictions.  In her research on this issue, Ms. D. 

Urquhart has noted thirty-four countries who afford their pensioners with either preferred or priority 

status in bankruptcy proceedings.  These countries are listed in the Attachment.  It is time that Canada 

does the same for its pensioners.  We are encouraged that the throne speech commits the government to  

“explore ways to better protect workers when their employers go bankrupt."  

 

There is an important connection between objective three, and the first two objectives.  If the first two 

objectives are met, then the risk of a plan being in an underfunded position will be reduced, and 

accordingly, though objective three will still be critical, it will be so on a narrower basis.  Even if 

pensioners had greater access to assets in a bankruptcy, attainment of the first two objectives is critical.  

Without such access, they are all the more important. 
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 Attachment 

        

Countries providing preferred or priority access to pensioners in a bankruptcy proceeding: 

 

Austria 

Belgium 

Denmark 

France  

Hungary 

Ireland 

Italy 

Luxembourg 

Malta 

Norway 

Poland 

Romania 

Scotland 

Slovakia 

Slovenia 

Spain 

Sweden 

Switzerland 

Mexico 

Australia 

China 

Hong Kong 

Indonesia 

Japan 

Korea 

New Zealand 

Thailand 

Vietnam 

Brazil 

Chile 

Columbia 

Venezuela 

Israel 

Russia 

 

Source: D. Urquhart, “Consolidated and Updated Report – Bankruptcies and Employee Claims – Nortel 

Case”, 4 January 2010 


