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The Drummond Report  
and Pension Plans

In early February, the Ontario government re-
ceived a report from the Commission on the 
Reform of Ontario’s Public Services, known 

informally as the Drummond Report. The com-
mission was established by the government in 
March 2011 to provide advice on how to balance 
the provincial budget and make long-term, fun-
damental changes to the way government delivers 
services.

The stated mandate of the commission was to 
make recommendations to achieve a balanced 
provincial budget by 2017-2018, ensure a “sus-
tainable fiscal environment” and ensure value-
for-money in program spending. The mandate 
also barred the commission from recommending 
tax increases or privatization of government ser-
vices. This ensured that recommendations would 
focus primarily on cost reductions in government 
programs, as opposed to other strategies for bal-
ancing the provincial budget.

The report frames its recommendations by 
creating overall spending targets in each major 
area of provincial program expenditures. The re-
port recommends the following limits to govern-
ment spending:

•	 Health	care—plus 2.5% (currently trend-
ing about 7.1%)

•	 Education	(primary	and	secondary)—
plus 1% (currently trending about 4.5%)

•	 Postsecondary	 education	 (excluding	
training)—plus 1.5% (currently trending 
about 8.2%)

•	 Social	 services—plus 0.5% (currently 
trending about 6.2%)

•	 All	other	programs—minus 2.4% (cur-
rently trending about 8.5%).

The implication of these very modest rates of 
growth is that the Ontario public sector will have 
to undergo significant reorganization, and there 
will have to be reductions in government expen-
ditures. One of the areas singled out by the report 
for cost containment was pension benefits.

Broader Public Sector Pension Plans
The report spends time discussing the public 

accounting of government-sponsored pension 
plans. Surprisingly, the commission claimed it 
was unable to clearly identify the Ontario govern-
ment’s liability in two major plans, the Hospitals 
of Ontario Pension Plan (HOOPP) and Colleges 
of Applied Arts and Technology Pension Plan 
(CAAT), although the governance and funding 
arrangements for these plans are public and well-
known.

In general, with respect to public accounting 
of pension plans, the report recommends sepa-
rate and clearer reporting by the government of 
the economic assumptions and risks associated 
with plans for which it sponsors or bears some 
risk of funding, along with clearer statement of 
funding obligations.

In bargaining with employee bargaining 
agents, the report recommends that the govern-
ment not consider any contribution increases to 
address funding the plans, but limit its bargain-
ing positions to proposing a reduction of future 
benefit accruals or an increase in employee con-
tributions. These positions reflect conditions the 
Ministry of Finance placed on solvency relief pro-
vided to broader public sector plans under recent 
amendments to the Pension Benefits Act—that 
is, the report merely repeats government policy 
in extending solvency relief. Phase one of this 
special broader public sector solvency relief has 
already been implemented, and phase two will be 
required to be negotiated and implemented with 
bargaining agents over the next three years.

Where the report goes further than current 
government policy is in expressly recommending 
that these conditions also be placed on the major 
Ontario pension plans and, more fundamentally, 
that the government legislate bargaining out-
comes where they are not achieved through the 
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bargaining process. This recommendation would limit or 
remove the fundamental and constitutional rights of public 
sector employees to bargain terms and conditions of em-
ployment. This is an extraordinary recommendation in a 
report that otherwise is careful to avoid both constitutional 
issues and overly prescriptive recommendations.

As part of the cost-reduction strategies, the report also 
recommends the consolidation of administrative functions 
of plans it sponsors, perhaps with existing large plans (e.g., 
OMERS) or by creating new sectoral multi-employer ar-
rangements, one of which is discussed in more detail below.

In addition, the report recommends that the Ontario 
government:

•	 “Clarify” government liability for funding shortfalls in 
the Public Service Pension Plan, Ontario Public Ser-
vice Employees Union Pension Plan, Ontario Teach-
ers’ Pension Plan (OTPP), HOOPP and CAAT.

•	 Conduct and publish a liability management assess-
ment of public sector pension plans and develop strat-
egies to contain any fiscal risks identified.

•	 Employ a sensitivity analysis on assumptions used for 
liability measurement.

•	 Make (more) public the current and prospective fi-
nancial health of public sector pension plans.

•	 Introduce a comprehensive and transparent bench-

marking system for employee compensation, which 
would include a costing of the full compensation 
package including benefits, pensions and moving 
through “grids” with seniority.

•	 Seek opportunities to save money and obtain better 
investment returns by consolidating administrative 
functions and pooling the investments of pension 
plans across the public sector.

University Sector Pension Plans
Bargaining agents within universities have for some time 

discussed the possibility of one or more multi-employer ar-
rangements for university sector employees. Some of these 
plans currently employ joint governance arrangements, 
though none are jointly sponsored pension plans as defined 
by the Pension Benefits Act. Many university sector plans 
are hybrid plans (a couple are defined contribution plans), 
and several have supplementary plans associated with the 
registered plans.

The report expressly recommends study of the creation 
of a “university sector” plan or plans, but provides no other 
guidance except to state that the rationale for this recom-
mendation is consolidation of administration. The report 
is, however, careful to state that plan design should remain 
at the institutional level, and this recommendation occurs 
within a larger set of recommendations about postsecond-
ary education in Ontario.

OTPP
The report specifically addresses the OTPP in a chapter 

on the primary and secondary education sector. It repeats 
most of what is said in the chapter on pension plans in gen-
eral, but singles out certain aspects of the OTPP for discus-
sion. The report states that contributions to the OTPP are 
at the “upper end” of what all major public sector plans in 
Ontario require, and suggests this be the limit of contribu-
tion increases, and that other savings must be achieved by 
prospective benefit accrual reductions. It recommends con-
tributions be “benchmarked” to other major public sector 
pension plan rates. It also recommends eliminating some 
specific benefits that the report characterizes as too gener-
ous, such as accumulating sick leave and retirement bonuses. 
Finally, the report recommends raising normal retirement 
age in the OTPP.
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Hepsoe argued that his right to a pension under the plan 
or as part of the National Insurance Scheme is contingent 
upon his decision to apply, his survival or his continued em-
ployment, and it would be unfair to order compensation to 
Kearley now, when it is possible he will never receive any 
pension money whatsoever.

Notwithstanding its ability to make such an order, the 
court ultimately rejected Kearley’s claim because the division 
of assets between the spouses, which had been negotiated 
and agreed to, was already unequal. Hepsoe had not only as-
sumed all the debt from the marriage, but paid spouse and 
child support and substantial special expenses related to the 
children of the marriage. The court stated:

On the evidence before me, considering the minor 

percentage of the pensions that Ms. Kearley would re-
ceive, if Mr. Hepsoe lived to collect it for an unknown 
period, and given the responsibility for substantial mari-
tal debt placed on Mr. Hepsoe, the only fair and equitable 
manner of dividing the assets is to order that Ms. Kearley 
receive no monies from either of Mr. Hepsoe’s pensions 
now or in the future, should he ever receive any monies.
The court emphasized that the intent of the legislature is 

to ensure that the marital assets of parties, including debts, 
are shared equitably. On the facts, the consensual division of 
assets between the spouses was greatly unequal in favour of 
Kearley, and ordering that she receive any portion of pen-
sion monies in the future would exacerbate the inequality. 
The court dismissed Kearley’s application for a compensa-
tion order. 

Kearley v. Hepsoe, 2011 NLTD(G) 137.

Division of foreign Pension
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One of the principles behind, and benefits of, creating a 
jointly sponsored pension plan under the Ontario scheme is 
to create an appropriate distance between the effective ad-
ministration of the plans and the vagaries of the collective 
bargaining and political cycles of participating employers 
and bargaining agents. The report erodes this independence 
by making direct recommendations about the funding lev-
els and benefit structures in the OTPP, and in effect politi-
cizing decisions of an independent administrative body.

Pension Benefit Guarantee Fund
The report makes reference to the most recent claims on 

the Pension Benefit Guarantee Fund (PBGF). It refers to a 
report on the sustainability of the PBGF commissioned by 
the Ministry of Finance in 2010, which found that premiums 
are too low to make the program self-funding and suggested 
a 1,000% increase in premiums to make it fully funded.

The report also notes that PBGF coverage is uneven 
across Ontario plans and concentrated in certain sectors 
(notably, industrial single employer plans). The report con-
cludes that exposure to pension liabilities in these plans is an 
unacceptable risk for the Ontario government and recom-

mends the PBGF be eliminated by winding up the scheme 
or transferring it to a private insurer. It is well-known—and 
should have been acknowledged by the report—that there 
is no real private provider of pension liability insurance. 
Indeed, the only schemes that exist are public schemes in 
the United States, United Kingdom and Ontario. While the 
PBGF is underfunded, it functions relatively well for small- 
and medium-sized plans that become insolvent—indeed, it 
is vital to protecting benefits for those plans. Debating the 
justification of government support of insolvent plans aside, 
large plans have and will tend to attract government atten-
tion with or without the PBGF, which has only provided a 
mechanism by which to provide support. Small- and medi-
um-sized plans lack the ability to attract government sup-
port. Removing the PBGF would effectively remove the only 
support available to members of small plans whose employ-
ers become insolvent, a particularly important source of 
support given the long-term restructuring of the industrial 
and manufacturing sector in Ontario.

Finally, the report makes a series of recommendations for 
the restructuring of the health sector in Ontario, which will 
have direct and indirect impacts on health and welfare plans. 

Public Services for Ontarians: A Path to Sustainability and Excel-
lence, Commission on the Reform of Ontario’s Public Services.
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