
 

 

 

Beginning in January of this year, members of the OMERS SC team met with representatives from each 

of the Sponsors to discuss the concept of Modified Inflation Indexing (MI2). We discussed MI2 as a way 

to enhance the sustainability of the OMERS pension plans, given a maturing plan, a desire for 

intergenerational equity and affordability concerns. The goal was to consult directly with the key 

leaders – and to identify any thoughts, ideas, concerns or other recommendations you might have. 

While the discussion on MI2 was generally positive and thoughtful, support was not universal. In 

addition, our Sponsors challenged us to provide additional information before settling on any one 

solution. Specifically, they asked for: 

•         more options and strategies to mitigate financial risk; 

•         more thought about what today’s members want and need; and 

•         more evidence that we really do have a sustainability issue, given the Plan’s improving 

financial health. 

 That is precisely what we have elected to do. As an extension of the consultation process, the SC 

Board has resolved to conduct a comprehensive plan review to be completed by June 30, 2018. 

Looking beyond just MI2, the goal is to evaluate the OMERS Plan – and to ensure that it remains 

sustainable, meaningful and affordable in today’s complex and fast-changing world. 

 As an important next step in the consultation process, you and/or key representatives from your 

organization are invited to attend a special Sponsors Forum on November 14th. I will give you a call 

over the next week or so to extend a personal invitation – and to discuss your expectations for the 

session.  In the meantime, we encourage you to read the attached bulletin and Q&A – and to share 

them with your senior pension representatives. They will give you a better understanding of the 

review process and other recent developments at OMERS SC. 

  

On behalf of the SC Board, I would like to thank you for encouraging us to undertake this critical 

initiative and for your continued leadership and support.  

  

  

Paul Harrietha, Ph.D. 

Chief Executive Officer  
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OMERS in a changing world  

OMERS SC announces a Comprehensive Plan Review 

Running a major defined benefit (DB) pension plan is a complex task motivated by a simple goal: to 

deliver meaningful and affordable pension benefits on a sustainable basis. It’s about managing the 

present with a keen eye on the future. 

The immediate goal at OMERS is to return the Primary Plan to full funding. Since the economic crisis in 
2008, the Plan’s funded status has climbed steadily from 85.6% at the end of 2012, to 93.4% at the end of 
2016. Assuming all goes well, the expectation is that the Plan will be fully funded by 2025.  

It’s a good news story. But it’s only a single important chapter in an ongoing narrative. Looking forward, 
we have a wonderful opportunity (and obligation, as Plan stewards) to rethink the OMERS Plan – and to 
ensure that it remains sustainable, meaningful and affordable in light of today’s complex and 
fastchanging world.  

With the future firmly in mind, the SC Board recently resolved to launch a Comprehensive Plan Review. An 
extension of the SC’s two-year intensive education program – and the recent consultative process adopted 
for Modified Inflation Indexing (MI2) – this review will help us: 

• model the Plan’s long-term financial health;   

• explore the full suite of possible risk mitigation and management strategies available to us; and  

• fully assess what members, employers and sponsors really want and need from the OMERS Plan – 
today and in the future. 

We are excited about the initiative, and look forward to engaging directly with sponsors and other 
stakeholders throughout the process. As a crucial next step, we are sponsoring a forum in midNovember 
to discuss, among other things, the factors that have prompted the review.  

In the meantime, we invite you to read this bulletin carefully. As you will see, it provides a quick overview 
of a number of key issues and opportunities that continue to influence our thinking. 
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A work in progress  

OMERS and a tradition of prudent change  

Change is a constant at OMERS. Over the past 50+ years, the OMERS Plans have evolved to address 

things like changing member needs, economic realities, regulatory and legislative updates, and 

evolving social and workplace trends. Again, it’s all about keeping OMERS a  

meaningful, affordable and, ultimately, sustainable DB pension plan over time.  

The Comprehensive Plan Review is a logical extension of this commitment to change – and one of the SC 
Board’s primary obligations under the OMERS governance structure. Simply put, it is an opportunity to 
evaluate the OMERS Plan in response to a number of realities that are largely beyond our immediate 
control. Here are five key factors that SC needs to consider when assessing the Plan: 

Plan Maturity – The OMERS Plan is aging. In 1976, the ratio of active members to 
pensioners was almost 9:1. At the end of 2016, that ratio was 1.9:1. It’s expected that the 
ratio will stabilize at about 1:1 by the late 2030s, assuming that our active population 
grows by 1% per year. 

With fewer contributing members to make up for potential investment losses, mature 
plans are more vulnerable to economic downturns. A funding deficit will consume a 
greater portion of our members’ take-home pay in the future than it has in the past, and a 
greater proportion of their employers’ payroll. 

In addition, we can expect to pay more out in pensions each year than we take in through 
contributions. While our investment income is intended to cover the difference, negative 
cash flow leaves our investment teams with less flexibility to generate positive returns – 
particularly when dealing with a downside event. 
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Longevity – OMERS members are living longer. Life expectancy has increased steadily by two 
to three years every decade since 1900 and is expected to increase in the future. That’s 
obviously a very good thing from the individual member’s perspective. But it does put 
additional pressures on the Plan.  

If people live five years longer, they actually increase the expected duration of their 
retirement by 20% or more. With an additional 60 monthly pension payments, retirement 
becomes a much more expensive proposition – and more rewarding given increasing 
vitality.  The result is increased Plan liabilities and, by extension, higher Plan costs. There is 
no way around it. 

Not only are people living longer, a growing number of members are joining the Plan at 
older ages (age 37, on average). Obviously, living longer and starting work later calls 
into question the need for subsidized early retirement benefits, as well as the 
appropriateness of the current normal retirement date. Short working lives and long 
retirements are conceptually appealing but financially challenging. 

Workforce Trends – How will factors like automation, privatization and alternative forms 
of employment impact OMERS in the future? A recent Membership Evolution Study 
confirms that OMERS active membership is likely to shrink over the next 25 years – and 
potentially dramatically, under certain scenarios.  

Declining membership intensifies the maturity challenges described above. It also suggests 
that we should be actively looking to expand membership where we can, including 
broader participation for non-full-time employees under appropriate circumstances. Add 
realities like the emerging gig economy and the millennials’ apparent preference for less 
permanent forms of work, and the future membership picture and evolving retirement 
needs get even more complex.   
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This raises some key questions. If more employment dollars are directed to securing  

 

corresponding contribution rates still appropriate? Will OMERS members end up over- 

saving for retirement during their working years – and reduce their net take-home pay  
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Comprehensive Plan Review  
  

Questions and Answers   

1. Is the Plan in danger of collapsing?  

No, particularly in the short term. There is, however, a distinct possibility that the Plan’s financial health 

could deteriorate significantly over the longer-term given some of the realities that we (and other pension 

plans in Canada) face. This review is about fully understanding the challenges – and taking appropriate 

steps to address those challenges sooner rather than later. Put simply, our goal is to ensure that the 

OMERS Plan remains a sustainable, meaningful and affordable defined benefit pension plan for 

generations to come.  

  

2. Previously, OMERS has told us that the Plan was well-positioned to meet future challenges. 

What has changed?  

OMERS has been focused on managing more immediate issues – recovering from the 2008 financial crisis, 

refining our investment strategy, returning to full funding and reducing our discount rate. The 

management of those issues is well in hand. Our strong investment returns have kept us on track to reach 

full funding in 2025 with a reduced discount rate.   

  

Now we can turn our attention to evaluating the Plan – and ensuring that it continues to address the needs 

of sponsors, stakeholders, employers and members – in light of a number of key realities that are largely 

beyond our immediate control. Left unchecked, there is a very real concern that the current Plan will 

become unsustainable in the longer-term.   

  

3. What is the discount rate – and why are we concerned about reducing it?  

The discount rate is based on the expected investment returns of the Plan and is used to calculate the plan 

liabilities, costs and, ultimately, funded status.  No one can accurately predict investment returns over 

long-time horizons, so we need to be somewhat conservative when setting our discount rate. This is 

particularly true as the Plan becomes more mature, because missing our investment return expectations 

can put an undue burden on future generations – who would have to contribute additional amounts to 

make up the difference between our expected and actual returns.  

  

4. What are the factors that will influence the review?  

There are basically five key realities that will continue to impact the Plan’s long-term relevance and 

financial health: Plan maturity, an aging membership, workforce trends (membership), CPP enhancement, 

and global economic factors. Collectively, these realities will continue to influence the management, 

investment, funding and, ultimately, design of the Plan.   

  

5. When did these long-term challenges surface?  

There is really nothing new here. As part of the 2020 strategy developed and communicated in 2015, 

OMERS has been focused intently on three key challenges in our operating environment:  

plan maturity; an increasingly challenging investment climate; and an evolving pension landscape, 

including enhanced Canada Pension Plan (CPP) benefits and costs.   
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OMERS regularly monitors and analyses demographics, workplace trends, legislative changes, and 

economic trends for their short- and longer-term impact on the Plan. By way of example, these are the 

same trends and factors that prompted discussions related to MI2 and mandatory participation for non-

full-time members.  

  

Granted, OMERS has been focused on managing and communicating more immediate issues – recovering 

from the 2008 financial crisis, refining our investment strategy, returning to full funding and reducing our 

discount rate.  With these issues well in hand, we are now turning our attention increasingly to the long-

term sustainability of the Plan.  

  

6. Will Plan amendments come out of the review?  

It’s premature to say. The review will help us determine if there is a better and more effective way to 

deliver benefits in the future, and at what cost. That said, it will be up to the SC Board to determine, what, 

if any, Plan changes will be considered as a result of the review. Any proposed changes will only be 

brought forward after extensive consultation with the sponsors, stakeholders, employers and members. As 

always, any specified changes to the Plan will require a 2/3rds majority vote of the SC Board for approval.  

  

7. How are contribution levels expected to change as a result of the review?  

Again, it’s premature to say. Any recommendations will follow from the deep analysis and sophisticated 

modeling completed by experts (internal and external) as part of the review process. Again, it will be up to 

the Board to determine, what, if any, Plan changes will be approved as a result of the review, including 

contribution levels.   

  

8. Will the review affect the Funding Management Strategy (FMS)?  

Plan design and plan funding cannot be separated. To the extent that the comprehensive review produces 

proposed Plan changes, it is highly likely that the FMS would need to be revisited and refined by the SC 

Board.    

  

9. What is happening to the other plan change proposals that were discussed but not voted on – 

MI2, non-full-time enrolment and NRA 60 benefits for paramedics?  

The SC will continue to study and engage on these proposals. It is fully expected that these potential 

changes will be considered as part of the broader plan review. However, they are scheduled to come to 

the SC Board for a vote in June 2018, regardless of what the comprehensive plan review reveals.    

  

10. What do you mean by sustainability?  

There are many nuances to the term “sustainability” and that is something that will be discussed at the 

sponsors’ forum and in meetings following the forum. In general, the review is considering whether our 

pension plan design can continue, over the long-term, to provide current benefit levels at current 

contribution rates.  

  

11. How will sponsors and stakeholders be engaged?  

Sponsors will be fully engaged throughout the review process.   
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As a first step, sponsors will receive (have received) a bulletin that describes the Comprehensive Plan 

Review and the reason for undertaking it. Second, sponsors will be invited to participate in a forum to 

discuss the long-term realities facing the Plan, guiding principles for the review and a proposed 

engagement process. Third, sponsors will be invited to meet with SC Management and their Directors, 

one-on-one, to share their views, concerns and ideas.   

  

In turn, the SC will also consult with stakeholders, employers and members. The outcomes of those 

consultations will be relayed to the sponsors and the SC Board on a regular basis. This iterative 

engagement model will allow sponsors to consider input from stakeholders, employers and members 

when assessing any proposals that may come out of the review.  

  

12. What stakeholders are being engaged? How are they being engaged?  

Following direct consultation with sponsors and Board Members, the SC plans to engage with the group of 

stakeholders who meet regularly with the Co-Chairs and SC Management. Specifically, this includes 

representatives of:  

• Association of Municipal Managers, Clerks and Treasurers of Ontario (AMCTO)   

• City of Toronto Administrative, Professional, Supervisory Association (COTAPSA)  

• Ontario Association of School Business Officials (OASBO)   

• Ontario Municipal Administrators’ Association (OMAA)   

• Ontario Municipal Human Resources Association (OMHRA)  

• Amalgamated Transit Union (ATU)  

• UNIFOR  

• Canadian Office & Professional Employees Union (COPE)  

• Civic Institute of Professional Personnel (CIPP)  

• Educational Resource Facilitators of Peel (ERFP)  

• International Brotherhood of Electrical Workers (IBEW)   

• Ontario Nurses Association (ONA)  

• Service Employees International Union (SEIU)  

  

The engagement process would be similar to the engagement process for the sponsors.  

    

13. How do you propose to consult with employers and members?  

While engagement with sponsors and stakeholders is much more intensive than with employers and 

members, each process goes through four steps:  

  

1. Informing – informing each group about the Plan review and the need for the review 

through preferred media and communication channels.  

2. Involving – Reaching out to the group to engage them initially – providing further 

information and letting the group know that we need their input through surveys, focus groups or 

other forms of two-way communication.  
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3. Dialogue – This is really a deeper form of engagement. Once the group is involved and has 

sufficient information, we can have meaningful back and forth communication about their 

preferences, opportunities and concerns.  

4. Communication – The feedback from each group is summarized and shared, always with 

directors and sponsors (and with employers and members, as required).  

  

A formal communication and engagement plan will be developed and shared as part of the process.  

If any Plan changes are proposed and approved by the SC Board, a new communications campaign would 

be launched to inform members and employers of those changes.   

  

October 18, 2017  
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