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Agenda 

• ASB Update 

• Review of Pension-Specific Standards of Practice 

• Recent Group Annuity Pricing Guidance 

• Review of Group Annuity Purchase Guidance 
Methodology 

• Alternative Settlement Approaches 

• Going Concern Discount Rate in the Case of a Glide 
Path 
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Recent ASB Activity - General 

• Revisions to general standards on subsequent events 
(approved) 

• Modelling (under study) 

• Reporting of assumptions – greater consistency 
across practice areas (NOI issued) 

• Post-employment benefits (ED published) 

• Revisions to Actuarial Evidence standards (ED 
published) 
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Recent ASB Activity - Pension 

• Revisions to provide for limited exemption from 
reporting hypothetical wind-up / solvency 
incremental cost and sensitivity information 
(completed August 2012) 

• Revisions to Part 3000 – Pensions (ED published) 

• Revisions regarding hypothetical windup and 
solvency pension valuations (NOI not proceeded with 
based on comments received) 

• Assumptions for hypothetical wind-up and solvency 
valuations – Alternative settlements (NOI issued) 
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Future ASB Activity - Pension 

• Review of mortality assumptions for commuted 
value standard (2012 / 2013) 

• Broader review of commuted value standard 
(2015/16) 

• Standards regarding illustrations 

– Projected pensions 

– Defined benefit vs. defined contribution comparisons 
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Future ASB Activity - General 

 

 

 

 

 

 

• Convergence with ISAP 1 

• Cross-practice review of standards regarding 
discount rates, investment return assumptions and 
margins (theme of consistency) 
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International actuarial standards 

• IAA Exposure Draft of ISAP 1 on General Actuarial  
Practice issued June 2011 (final version submitted for 
approval to the IAA Council) 

• Other ISAPs in process: 

– Social security valuation – ED expected shortly 

– Work in connection with IAS 19 – draft SOI published 

• ISAPs subject to adoption by local standard setters on a 
country by country basis 

• IAA producing “International Actuarial Notes” (analogous 
to CIA “Educational Notes”) as well 
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International actuarial standards (cont’d) 

• Do we converge towards ISAPs: 
– At all? 

– By modifying our standards to be “congruent” with the 
ISAPs? 

– By adopting the ISAPs with some modifications to make 
them fit Canada? 

– By  simply adopting them? 

• Philosophically, we’d tend to opt for consistent 
standards worldwide, but … 
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International actuarial standards (cont’d) 

• Some practical issues: 
– Our highly integrated CSOP makes integration of a standard from the 

outside, with  different language and format, tougher 

– We may still have philosophical differences with some parts of the 
ISAPs 

• Going forward: 
– Important that the CIA (and ASB) contribute to, review, and comment 

on additional international standards in development 

– As we continue to revise Canadian standards, reflect work taking place 
internationally 

– Attempt to achieve philosophical objective of supporting worldwide 
consistency while adequately dealing with the practical issues of doing 
so 
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Review of Pension-Specific Standards of Practice 

• The ASB established a Designated Group in 2011 to 
review the new Practice-Specific Standards for 
Pension Plans and to ascertain whether any 
amendments should be made to the SoP 

• In June 2012, the Designated Group issued a Notice 
of Intent to solicit feedback on proposed changes to 
the SoP 
– Comments on the Notice of Intent were received 

• In September 2012, the Designated Group issued an 
Exposure Draft 
– Deadline for Comments is November 15, 2012 
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Review of Pension-Specific Standards of Practice 

• Issue:  Definition of Incremental Cost 
– SoP require disclosure of “incremental cost”, but term is not 

defined in the SoP 

• Action Taken in Exposure Draft: 
– Definition of Incremental Cost to be included in the SoP 
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Review of Pension-Specific Standards of Practice 

• Issue:  Disclosure of Methods and Assumptions for 
Determining the Incremental Cost 
– The SoP require disclosure of methods and assumptions for 

hypothetical wind-up and/or solvency valuations, but are silent 
for disclosure of incremental cost assumptions and methods 

• Action Taken in Exposure Draft: 
– The SoP to require the disclosure of the methods and 

assumptions used to determine the incremental cost 
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Review of Pension-Specific Standards of Practice 

• Issue:  Incremental Cost for Hybrid Plans 
– SoP requires disclosure of incremental cost for a plan that has 

both a DB and DC component 

– Many practitioners have suggested that it should be permissible 
to exclude the DC component from the incremental cost 
disclosures 

• Action Taken in Exposure Draft: 
– Incremental Cost for DC component only needs to be reported if 

there is no going concern service cost reported 

– ASB Designated Group sees little value in providing this 
disclosure if it is already shown in the going concern valuation 
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Review of Pension-Specific Standards of Practice 

• Issue:  Discount Rate Sensitivity 
– Two issues raised: 

• Rigid requirement to assume 1% decrease in nominal discount rate 

• Fact that a 1% decrease in the nominal discount rate may result in a 
negative real rate for indexed plans 

• Action Taken in Exposure Draft: 
– No action taken (no change to SoP) 

• Prefer to have consistent disclosure requirement (1% decrease in nominal 
discount rate) 

• The ASB Designated Group does not believe that there should be any 
specific provision in the SOP to preclude negative real discount rates 

 

 

 14 



Review of Pension-Specific Standards of Practice 

• Issue:  Active Management Added Value if Fees Paid 
Outside of the Plan 
– SoP generally preclude the inclusion of added value, net of 

incremental investment expenses, due to employing an active 
investment strategy for establishing the going concern discount 
rate 

– Some plans pay investment expenses outside of the fund 
• Not clear whether such plans could include added value 

• Action Taken in Exposure Draft: 
– No action taken (no change to SoP) 

– Current SoP can be interpreted to already provide for the 
inclusion of added value for such plans 
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Review of Pension-Specific Standards of Practice 

• Issue:  Lack of Client Guidance Regarding Margins 
– SoP require that an actuary include no margins for adverse deviations 

in a going concern valuation unless required to do so by the terms of 
engagement or by law 

– NOI sought input as to whether SOP should: 
• Permit the actuary to include one or more margins for adverse deviations, or 

• Require the actuary to include one or more margins for adverse deviations 
when the plan sponsor provides no guidance 

• Action Taken in Exposure Draft: 
– No action taken (no change to SoP) 

– ASB Designated Group agrees with the current wording in the SoP, that 
it is not the role of the actuary to determine appropriate margins for 
adverse deviations 

 

 
 16 



Review of Pension-Specific Standards of Practice 

• Issue:  Valuations that are not Going Concern, 
Hypothetical Wind-up, or Solvency Valuations 
– Example would be a valuation for a supplemental pension plan 

secured through a letter of credit 

– No requirement in the SoP to undertake any specific type of 
valuation for a supplemental pension plan 

• Action Taken in Exposure Draft: 
– Introduce a fourth type of valuation, and provide the reporting 

requirements when such a valuations is performed 

– The SoP provides minimal guidance on how to perform this 
fourth type of valuation 
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Review of Pension-Specific Standards of Practice 

• Other Items Considered: 

– Setting the going concern discount rate for a plan with a 
dynamic asset allocation policy 
• No action taken (no change to SoP) 

• Current SoP requires actuary to take into account future expected 
shifts in the asset allocation when determining the discount rate 

• PPFRC to consider providing guidance 

– Other wording changes have been made to the SoP 

• Next Steps: 
– Deadline for Comments is November 15, 2012 

– ASB is striving for an effective date of December 30, 2012 
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Recent Group Annuity Pricing Guidance 

• December 31, 2011 Guidance:  Appropriate 
discount rate for a non-indexed group annuity 
determined as: 
– Unadjusted yield on Government of Canada (GOC) long-

term bonds (CANSIM V39062) + 90 bps 
– In conjunction with UP94 generational mortality tables 
– Guidance applies to both immediate and deferred 

pensions and also applies regardless of the overall size of 
assumed group annuity purchase 

• March 31, 2012 Guidance:  no change in guidance 
• June 30, 2012 Guidance: Unadjusted yield on GOC 

long-term bonds + 80 bps 
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Group Annuity Pricing Guidance at September 30, 2012 

• Illustrative quotes provided by seven insurers at September 30, 2012 

 
 
 
 
 
 

 
 
 

• Based on illustrative quotes and limited information on pricing of actual 
purchases during Q3 2012, PPFRC is tentatively recommending that the 
guidance at September 30, 2012 be adjusted to the unadjusted yield on GOC 
long-term bonds + 70 bps 
• Subject to approval from Practice Council 

 

AVERAGE OF THE THREE MOST COMPETITIVE QUOTES 
(USING UP94 GENERATIONAL MORTALITY TABLES) 

  Large Purchase Small Purchase 

  30/06/2012 30/09/2012 30/06/2012 30/09/2012 

Retirees 
 Discount rate 
 Spread over CANSIM 

V39062 

  
2.98% 

+ 0.73% 

  
2.86% 

+ 0.64% 

  
3.05% 

+ 0.80% 

  
2.94% 

+ 0.72% 

Deferred vesteds 
 Discount rate 
 Spread over CANSIM 

V39062 

  
3.25% 

+ 1.00% 

  
3.21% 

+ 0.99% 

  
3.31% 

+ 1.06% 

  
3.23% 

+ 1.01% 
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Purpose of Guidance vs. Actual Group Annuity Pricing 

• Purpose is to provide actuaries with guidance in 
establishing assumptions for hypothetical wind-up and 
solvency valuations 

• Actual pricing for group annuities depends on many 
factors, including: 
– The duration of pensions being purchased 

– The proportion of deferred vested members 

– The average amount of pension 

– The expected mortality experience 

– The size of the group annuity purchase 

– The competitive pressures in the group annuity market at the 
time of purchase 
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Review of Group Annuity Purchase Guidance Methodology 

• The PPFRC is considering updates to the methodology 
used to develop the guidance. 

• Issues to consider include: 

1. Is the GOC long-term bond rate the optimal baseline? 

2. Should the guidance adjust for the effect of duration? 

3. Is the difference for small versus large purchases useful? 

4. Should we continue to analyze the pricing for deferreds and 
retirees separately 

5. Should guidance vary based on expected mortality of group? 

6. Can guidance for indexed annuities be more rigorous? 
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Alternative Settlement Approaches 

 Draft appendix on this topic included in 2010 
Educational Note 

 PPFRC is updating previous guidance following ASB 
decision to not amend the SoP to require uniform basis 

 The following reflects PPFRC’s thinking, and is subject 
to refinement based on stakeholder input 

 Draft guidance will be released for comments 
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 Legislation generally requires settlement of some 
benefits through annuity purchase upon wind-up 
 May not be realistic for large plans, particularly those with 

indexed benefits 

 Possible approaches for performing hypothetical 
wind-up or solvency valuations: 
 Normal annuity proxy with appropriate disclosure 

 Alternative settlement method, if appropriate, and with 
sufficient disclosure 
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Normal Annuity Proxy Approach 

 Consistent with legislative requirements and 
regulatory policy 

 Disclose the practical limitations of settlement through 
annuity purchase 
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Alternative Settlement Methods 

 Consider: 
 Legislative requirements 

 Regulatory guidance 

 Applicable precedents 

 Heavy focus on disclosure 
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Some Approaches 

 Purchase series of annuities 

 Replicating portfolio 

 Mandatory lump sums 

 Variation in benefit terms 
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Purchase Series of Annuities 

 Reasonable if obligations could be settled over 5 years or 
less 

 Residual assets assumed to be invested in investment 
grade bonds 

 Reflect market-implied changes in yield curves in 
estimating cost of future purchases 

 Liabilities determined as present value of premiums plus 
pension payments (discounted based on high quality 
spot rates) 
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Replicating Portfolio 

 Liability is market value of assets required to defease 
benefit obligations and future expenses 

 Assume investment grade fixed income assets  

 Reflect plan-specific mortality rates plus appropriate 
allowance for improvements 

 Consider margins for longevity, defaults, downgrades, 
reinvestment risks, etc. 

 Discuss impact of method on benefit security 
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Mandatory Lump Sums 

 May be more equitable across plan membership than 
replicating portfolio, but more disruptive, particularly to 
current pensioners 

 Commuted value basis as starting point 
 Adjust for tax implications? 

 Adjust for transfer of risk? 

 Disclose likely level of benefit loss if lump sums were 
used to purchase annuities 
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Variation to Benefit Terms 

 May be permissible under existing legislation or through 
exercise of regulatory discretion 

 Variation may permit settlement through annuity 
purchase 

 e.g., altering CPI indexing to fixed indexing may make annuity 
purchase possible 

 Level of fixed indexing exceeds expected level of future 
indexing? 

 Disclose effect on members 
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Recommended Disclosures 

 Description of settlement method and rationale 

 Regulatory position / discussions 

 Any conflict with legislation 

 Changes to nature of member entitlements 

 Effect on member benefit security 
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Going Concern Discount Rate in the Case of a Glide Path 

• PPFRC has received queries about whether the going concern 
discount rate assumption should reflect anticipated future changes 
to the plan’s asset mix where the plan’s investment policy 
incorporates a “glide path” 

• Paragraph 3230.02  of the SoP states that 
“For pension plans that are funded, in selecting the best estimate 
assumption for the discount rate, the actuary may either 

take into account the expected investment return on the assets 
of the pension plan at the calculation date and the expected 
investment policy after that date, or…” 

• Are current SoP appropriate? 
• If current SoP are appropriate, how would actuary reflect glide path 

when setting going concern discount rate? 
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