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Please use this page if you wish to provide more explanation about your recommendation(s).

 

*Please note that at least one recommendation must be provided 


	Organization name: Canadian Life and Health Insurance Association Inc.
	Name: 
	rec1: Public-Private Partnerships

Recently, the Government has made significant investments in Canada's public infrastructure.  However, much of Canada's infrastructure is nearing the end of its useful life and there is a significant infrastructure deficit, for example, in water, waste management, and transportation.  Infrastructure investments create jobs, support economic growth and improve quality of life.  By expanding the P3 Canada Fund, the Government should enable increased long-term private infrastructure investments, where appropriate, through public-private partnerships (P3s).  Further, governments should explore mechanisms to pool smaller projects to streamline P3 governance and create economies of scale and long-duration investments for large institutional investors.
	rec2: P3s limit the upfront investment required by governments by using private capital to build public infrastructure.  The private sector capital is subject to substantial oversight and financial controls by lenders and investors. The public sector typically pays only when the infrastructure is available and performs, with costs essentially spread over the life of the asset.  Governments are not responsible for cost overruns, delays or performance issues.  Permitting pooling of multiple small projects within larger portfolios will reduce costs, enhance market efficiencies and open more local projects for P3 funding.
	rec3: There is a dire need to facilitate investment in public infrastructure to support economic growth, for example by allowing goods to get to market quickly and efficiently.  This is particularly important as Canada seeks expanded opportunities in a struggling global economy.  Funding long-term infrastructure investments through properly structured P3s will maximize outcomes through a combination of public-sector governance and private-sector capital and efficiency.  Finally, the long-term revenue stream provided by P3s prudently match the nature of life insurance and pension liabilities which is important in this prolonged low interest rate environment. 
	rec4: P3s have demonstrated their worth in Canada and internationally by producing maximum value for taxpayers while ensuring transparency, fairness and competitiveness.  They support economic growth and improve the quality of life of Canadians.  P3s allow the public sector to focus on defining the desired outcomes while allowing the private sector to provide effective and efficient solutions.  Finally, the long-term nature of P3s matches the long-term investment needs of institutional investors, such as pension funds and life insurers.  This allows insurers to continue to provide effective retirement saving and prudent long-term risk mitigation solutions to Canadians.
	rec5: Encouraging Saving for Retirement and Long-term Care

Many Canadians are not saving adequately at work for retirement and long-term care.  Half of middle income Canadians will lose 25% or more of their consumption capacity in retirement. Current government programs will only cover half of the estimated $1.2 trillion needed to provide long-term care to baby boomers. 
 
Initiatives that would help address these gaps include:

• automatic enrolment and contribution escalation features (associated with PRPPs) to existing workplace pension plans
• providing tax incentives for personal savings for long-term care by either RESP-style deposits or insurance.
	rec6: Adding automatic enrolment (while retaining an employee right to opt-out) and automatic contribution escalation features to existing registered pension plans to mirror PRPPs will optimize use of existing potential tax expenditures and should be revenue and cost neutral when resulting pension values are paid out in retirement.

Better distribution of patient care, including home care, will lead to savings that can be redistributed to incenting Canadians to save for their own health care and retirement needs. This will reduce future pressures on the Government to increase its financial support to Canadians for long-term care and to alleviate poverty.  

	rec8: Workplace saving is an efficient and easy way to build financial security in retirement.  Simple, automatic enrolment and contribution escalation features can further encourage savings if applied to other workplace pension plans.

Government can and should help Canadians save for retirement and long-term care needs.  Three quarters of Canadians have no financial plan to pay for anticipated long-term care.  Tax incentives would assist Canadians to save and remind Canadians of their responsibility to address their long-term care needs.  Encouraging such savings, coupled with a more efficient elder-care system, would allow Canada to better handle the increasing demand for long-term care.

	rec9: Reduced Capital Tax Rate on Financial Institutions 

Canada is the only major country in the world with a capital tax on financial institutions.  This tax is perverse and should be eliminated.  If elimination is not possible in the short term, the capital tax rate should be reduced immediately from 1.25% to .67%.  This reduction would be consistent with the Government's reductions in the corporate income tax rate, from 28% to 15% to stimulate growth and job creation.  In contrast, the capital tax, which is a minimum tax creditable against corporate tax, has remained at 1.25% of capital since its introduction in 1990. 
	rec10: The recommendation may cost $70 - $80 million in cash taxes annually in the short term. However, the reduced cost of capital to life insurers will enable them to attract capital to grow their businesses and invest in Canada's economy while continuing to provide Canadians a wide range of affordable protection.  The growth of the life insurance industry is essential to reducing the burden on governments to provide the desired social safety net. This growth will actually increase government revenue through higher corporate income tax, instead of only generating the minimum capital tax. 
	rec11: As noted, Canada is the only major country in the world to levy capital tax on its financial sector.  Eliminating or reducing the capital tax burden will foster growth and strengthen Canada's financial sector, especially life insurers, who are facing low profitability as a result of the prolonged low interest rate monetary policy. The Canadian and foreign governments, independently and collectively (through the G20) continue to review and strengthen financial regulations and regulatory capital of financial institutions. It is counterproductive for Canada to impose a tax that penalizes financial institutions for strengthening their capital to protect customers without taxpayer bail-outs.
	rec7: Automating smart behavioural strategies in workplace retirement savings has widespread benefits for pension plan members with inadequate savings, compensating for procrastination that could leave significant numbers of Canadians in poverty following retirement.

Incenting personal saving for future long-term care and access to retirement savings will benefit all Canadians who will eventually need some degree of (para-)medical care.  Such savings can also facilitate respite care for strained family members who are often caring for their aging relatives and their own families, while working full-time.  Such steps also reduce potential government liabilities with respect to funding and provision of long-term care.

	rec12: The financial crisis and the prolonged low interest rate environment have driven life insurers to raise additional capital resulting in higher capital taxes. At the same time, the significant decline in profitability due to low interest rates has resulted in life insurers reporting a deferred tax asset (DTA) on their balance sheets for the unused capital tax credits.  Regulators intend to raise capital requirements by eliminating these DTAs in determining capital for regulatory purposes, requiring life insurers to raise additional capital. This would further penalize Canadian financial institutions and ultimately increase costs for their customers. 
	rec13: The Canadian life and health insurance industry plays a key role in Canada's economy. It provides protection to over 75% of Canadians through a wide variety of life, health and annuity insurance products. In total, over 140,000 Canadians earn some or all of their income from the industry (as employees or independent agents). The industry is a major investor in Canada with almost $615 billion in assets, providing one of the country's most important sources of long-term investment capital. Canada's life insurers also have a longstanding history and track record of being internationally competitive, with over $56 billion, or 44% of their worldwide premiums, coming from outside Canada.

As acknowledged in the Bank of Canada's December 2012 Financial Systems Review, "low interest rates put pressure on the balance sheets of institutional investors that hold long-duration liabilities (such as life insurance companies and defined-benefit pension plans)". Recommendations to enable more P3 projects to come to market and reduce the capital tax rate will help the industry deal with these realities.  Canadian consumers will in turn benefit through higher returns on savings products and lower costs for protection products.  

Capital taxes impose an incremental cost on Canadian insurers that reduces their international competitiveness.  The impact is even more pronounced during economic uncertainty, since low profitability and regulatory pressures to strengthen capital exacerbate the problem. While income taxes move in tandem with economic cycles, capital requirements are counter-cyclical, such that capital taxes increase when profitability falls and regulatory capital must be increased to better withstand adverse shocks. 

Although the capital tax is creditable against income taxes, lower income taxes during economic downturns result in capital taxes being carried forward as DTAs on the balance sheet, to be credited in future years when income taxes exceed capital taxes. DTAs on the balance sheet must be validated through the accounting recognition criteria. Despite this, expected changes to regulatory capital requirements to disallow DTAs in determining available capital will further compound the perverse nature of capital taxes. Since Canada is the only major country in the world to impose capital tax, the industry's competitiveness in Canada and abroad is impaired.

There have been continued calls from governments and public policy forums to encourage Canadians to be better prepared for the financial challenges of retirement. A large proportion of Canadians, now over 40, are expected to experience a significant decline in their standard of living upon retirement. Nudging Canadians to make better use of existing workplace pension plans and adopting tax incentives to promote personal saving for long-term care will better prepare Canadians for retirement and old age, and significantly reduce the burden on the public purse to provide a minimum safety net. 

Our three recommendations, enhancing and enabling P3 projects in Canada, encouraging saving for retirement and long-term care and reducing the capital tax burden on Canadian financial institutions will aid the industry in continuing to provide a wide range of protection to Canadian consumers at competitive prices.
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