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Moderator Stephen J. Butterfield: First off, apologies to those who have to hear me talk twice in a row, getting tired
of me. I’ve already had a question, will this be the same presentation as we made at the pension seminar. Everybody
has been asking that. A lot of it is the same. What we have done though is we have inserted the comments that we
received in the submissions, but we really would like to get a lot more input from people. If we go back to the pension
seminar I think we had an hour and a quarter and we tried to get more information on Educational Notes as well.
I know that we had some comments from the floor; a lot of them were by the same person, who isn’t here today,
so maybe we’ll get some other people having the guts to get up and give their comments. We do want to make sure
that we listen to everybody and get people’s opinions on this. We don’t get a whole lot of submissions so we really
do want to hear from you in these forums. What have you done to me Greg?

So the focus of the presentation is on the working document that we issued in March. So it’s the proposed
changes to the pension specific standards for pension plans. The thing we really liked about that was it was very
short and sweet. I mean what we’re trying to do as we’ve gone through this, and we’ve spent days debating all these
things, at the end of the day when we’re talking about Standards of Practice and what needs to get done, it’s pretty
narrow focused and we liked the idea that the working document did not go into verbosity and start going off on
all of these tangents, but was very focused. I think that kind of put it back in context for people. So we are going
to talk about the submissions and a brief overview of other stuff, but primarily about the working document. So just
for those of you who haven’t heard me give this spiel last year or the year before at the pension seminar, the various
times I’ve talked about it, to give you the background, we did issue a Statement of Principles in March of ’05.
We debated whether the working document should actually be a revised Statement of Principles and we said to
heck with process. If you want tp change the Principles it’s got to get all these approvals and everything and we
didn’t want to do that, so we just issued it, but we really do think of it as a revised Statement of Principles. We’re not
going to issue another Statement of Principles.

The original Statement of Principles, really the highlights were pure windup valuations would be required,
going concern valuations would be required on best estimate assumptions, and then also reporting on the funder’s
funding policy. So a funding policy was effectively mandatory. It also talked about disclosure of pertinent risks.
So there was some sample wording and sample things in there, but the focus was on making people and the readers
of the report aware of the risks that may arise in the future that may affect the security of benefits. We got a lot of
feedback on that Statement of Principles.Wewere pleased. It went outside the actuarial community, it went to law firms,
accountants, regulators, plan sponsors and we did get a lot of feedback.We subsequently issued aDiscussionDocument
in October of ’05 and we actually were instrumental in getting the discussion forums up and running on the CIA
website in order to get the discussion moving, and that flopped. I think we had two or three comments on them
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and that was about it, but we have received a lot of other feedback in these sorts of forums, which has enabled us
to move forward.

So some of the concerns that were raised: certainly the ability to enforce or mandate a funding policy. You know,

I guess we could force plan sponsors in a roundabout way to have a funding policy. Ultimately they are required
to have an actuary sign a report and if the actuarial standards say they can’t sign a report, he or she can’t sign a report
unless there is a funding policy, well, hey, you have to have a funding policy. But it’s a bit circular and we certainly
received enough comments that we’re really stepping out of our bounds by requiring it. Very much a lot of comments
and particularly from people outside the profession, and within the profession as well, but more even from outside
the profession, the appearance that actuaries are absolving themselves of our responsibility. The pension system has
evolved basically by actuaries saying to plan sponsors you should do this and you should fund this and these are
the assumptions you should use. The plan sponsor says okay, here is the cheque, just tell me what to make it out to,
with very little requirement or onus placed on the plan sponsor to actually make decisions on what is an appropriate
funding level. You’re the god, actuary, you deal with it. That is fine, I think, as consultants to work with our clients
in that manner, but as an actuarial profession I think we’ve come to the realization that it actually is the plan sponsor’s
responsibility to decide whether they want to be conservative or aggressive, whether they want to fund them very well
or not as well. And no matter if they don’t want to take on that responsibility, it is their responsibility, but still a
lot of the people out there do not want that responsibility and they want us to keep doing our traditional role even
if we think it’s not appropriate.

We’ve heard concerns from public sector plans about windup provisions.We continue to hear those.We’ll have
more kind of detail on some of the other issues on that as well and we have a continuing debate about whether a
going concern valuation has any relevance at all. We’re still requiring it to be done, why? There are a lot of people
that think it’s a dinosaur that belongs in the garbage and shouldn’t be used anymore. So we discussed it all and issued
the working document.We believe it is a broad consensus and we will go through all of the submissions we received.
I think we got about 15 of them, or 13, there we are. A couple more are on their way. There are certainly some areas
where we need to do some work and there are some areas where we don’t have agreement but a lot of the submissions
we got start off by saying we really like what it is, we generally agree with where it’s going but we’d like to see this
changed or that changed. So you know we’re probably going to be going pretty much along with what we put out
here but there is certainly some tweaking to be done.

We also encourage feedback and submissions continually. Greg was wonderful enough to volunteer to actually
write the Exposure Draft, and he will be doing that this summer. So if you give any submissions, comments,
we’ve scheduled an all-day meeting in Vancouver in September to actually go through that. So until that date we’re
still open to hearing your opinions and getting your feedback.

So the working document was broken up into six categories: the goal of funding which was two lines, funding
policy, a real windup valuation, windup valuation including some form of risk analysis, the going concern valuation,
and funding. So we’ll go through each of those. We said in the document that a goal of funding is the systematic
accumulation over time of dedicated assets, which, without recourse to the funder’s assets, secure the plan’s promised
benefits. That was about the last thing that we added into the working document. We didn’t have anything like
that upfront to begin with and somebody said we should put this vision statement or mission statement in the front
and we did. Frankly, we received more comments on that statement than on any other part of the working document.
The submissions… I think what it did was it got a lot of people to write, you know, what is the premise of what
we’re doing. So the submissions received include a lot of people pleased with the elimination of the orderly and
rational accumulation of contributions among time periods. At the end of the day you’ve got to make sure that
the benefits are secure, and smoothing out contributions is counter-intuitive to having secure benefits, and that
should not be a goal. The goal is to secure the benefits, not to be able to smooth your contribution. A comment
that it’s a little bit too strong, that, you know, securing the plan’s promised benefits is too strong a term and that
we should say it should be reasonably secure. Then a lot of comments about that it’s not the only goal, that’s very
single minded and many plans you know although that may be the primary goal of what may be 60, 70, 80% of
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plans, is certainly not the primary goal for every plan. If you start talking about numbers of plans, you can say for
IPPs, it’s not a goal at all and therefore is it appropriate for those plans, so a lot of comments along those lines.

Also, a couple of comments about don’t go too far. You know if you go too far at the end of the day, a comment

I like to make is you can make every Defined Benefit Plan 100% secure by making everything so hard that everybody
closes them. So if nobody has a Defined Benefit Plan, nobody will ever have a reduction in their benefit will they?
At some point, you get you know we can require 200% solvency funding and you’re going to have secure benefits
but you’re not going to have any plans, and we have to keep in mind that we still should be promoting Defined
Benefit Plans and not go too far in requiring over funding of them.

Then I guess I’ve touched on this before, but like I said, I really liked the fact the document was very succinct
and didn’t get into all sorts of tangents, but we did get lots of comments about special situations, three of which
were definitely mentioned: public sector plans, multi-employer plans and IPPs. In some cases I think we do have
some use for some of the arguments that these plans should be treated differently and there should be different
rules for them, and in other places we say no. You know, as we get into this further we’re talking about disclosure
here, not required funding. Should public sector plans be funded on a windup basis? There are a lot of arguments
that say they shouldn’t be. Should they know what the funded status of the plan is on a windup basis? Well maybe.
The same with IPP, should they be funded on it, maybe not. Should they know the status of it? You know we think
that they should. So there is a difference between disclosure of the information and required funding, so even
though we may agree with a lot of people’s comments about windup funding may not be appropriate, our point
is that disclosure should be required.

I don’t know how we want to, as we go through each topic, open it up to floor. I guess we’ll finish it all first and
then open it up to the floor, but if anyone feels strongly and wants to, I’d like to say I want to keep this interactive.

Funding policy: so we have taken away the requirement, it is not a requirement, but encouraged. If one exists,
then the actuary will be guided by it. If one does not exist, then you still do the valuation. In effect, we envision
the Standards of Practice saying exactly what they do. You would be expected to include provisions for adverse
deviation in your valuation similar to what is required now, but if there was a funding policy that said use best
estimates assumptions, then you would not be required to use provisions for adverse deviation. So generally, the
submissions supported the concept of the funding policy. I think people liked the idea of a funding policy. I think
it is almost universal that people believe plan sponsors should have a funding policy and a lot of people would like
to see regulators mandate them, but that it’s outside the actuarial profession’s purview to actually require them.

Real windup valuations: we certainly got a lot of comments on what does the word real mean. I guess we kind
of got caught up in that a little bit but we want to distinguish here between solvency and windup. So you know,
particularly Ontario where there are all sorts of benefits you don’t need to include in your windup value or in your
solvency valuation. We envision that the windup valuation is truly a windup valuation, not some bastardized view
of the world that a regulator comes up with. So it would include all benefit entitlements, market value of assets
and then an incremental annual cost and a simplified gain/loss. Some limited exemptions are being considered and
you know this is where we will have to listen to some of the submissions about should public sectors be exempted,
should they not, should multi-employer plans be exempted, should they not, IPPs, etcetera. So we’re going to have
to continue to have some discussion on that.

Submissions included the following comments. Certainly the exclusions, one in particular from a plan that
is exempt from solvency regulations in a certain jurisdiction, saying that if they’re exempted from solvency regulations
they shouldn’t have to do a windup valuation. So we certainly were receiving those comments. We shouldn’t be
unduly increasing costs. We don’t believe that this… there might be a one-time cost is our opinion in setting up,
you know, how to do an incremental windup cost but we don’t think it adds a lot of cost, well a minimal cost, but we
certainly heard that we should be very careful particularly for small plans, IPPs, are you putting additional costs
onto plans for no value and we should keep that in mind. We need to define the scenario on which the windup
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valuation will be based. So you know there are all sorts of scenarios that you could envision for the windup valuation.
Our current Standards of Practice say that you can postulate any scenario and report on that scenario but you also
have to report the scenario which maximizes the liability. So it is not said in the working document but we would

envision the same thing. If you want to postulate a scenario where the plan is wound up but people keep working
and benefits are settled in the future, you can, but you need to also report the liabilities on whatever scenario
maximizes the liabilities.

The windup position on defined adverse scenarios; in the current environment, low interest rate environment,
the biggest risk facing the funded status of plans is discount rates change. I mean if you’re immunized, fine, but most
plans are not. Discount rate changes 50 basis points, 75 basis points, and suddenly you can go from 100 to 90%
funded in a hurry. Plan sponsors have a valuation done three years later and suddenly they are 20% less funded
than they thought and they had no idea what was going on. So we think that the report should have, and exactly
what it looks like we still need to flesh out, but they should know that if interest rates decline by 1%, what will
that do to their funded status. If rates of return are zero, what will that do to the funded status? So if you’re
immunized then that’s not much of a risk, it won’t change it much, but if you’re into equities then there are more
risks. So we certainly need to do more work around it but we envision some sort of a scenario for plan sponsors
to understand the potential volatility in their windup valuations. We still have not seen the report from the task
force on the determination, the task force with the long name I refer to it as, but they have done a lot of work with
some stochastic forecasting to start looking at you know what is 90% probabilities of staying within these bounds
in a three year cycle. So we hope to use a lot of their work in coming up with what we think is reasonable information
for adverse scenarios.

The submissions that we received on this is really the same as the windup valuation.We didn’t really get a whole
lot of comments on, you know, we think that you’re right on the ball in requiring a windup valuation, but you
shouldn’t require the windup valuation on adverse scenarios. The same people who argued that they shouldn’t
have to do a windup valuation argued that they don’t need to do this one as well, but it was really just the same
general responses we received on this, that it certainly isn’t worth the cost. So we know we have to come up with
more detail before we can comment on this a lot further. Greg.

Speaker Gregory M. Heise: Going concern; the going concern valuation, we sort of firmed this up a little bit.
As you heard Steve talk about, there was some concern amongst the profession as to whether the going concern
valuation should go the way of the dodo bird, but the PPFRC was pretty confident that we should keep this as a
requirement. So we do have one out - if the going concern valuation is not required by legislation and the funding
policy states that no going concern valuation is required, you would not be required to do a going concern valuation
now. To our knowledge, there isn’t any legislation that would not require a going concern valuation, especially for
registered pension plans. So the cases where you wouldn’t be doing one would be few and far between.

Selection of the assumptions would ultimately be the responsibility of the actuary and you would be guided
by the funding policy. Again, the funding policy is not a requirement but if one exists your assumptions would be
guided by that funding policy. This is somewhat different than the current standard. Best estimate assumptions
would be permissible but only as stipulated in the funding policy. Currently, under our standards we have written
in there thatmargins are required unless there are very explicit written provisions that are either in a collective agreement
or a plan document that they aren’t required, in which case you perform your valuation on best estimates as is agreed
upon, but there are definitely a few of those plans kicking around in Canada but they are in the minority. As said,
otherwise assumptions would be required to contain provision for adverse deviation and assets must be valued
using market value. We’ll talk a little bit more about smoothing a few slides later.

So the submissions on our comments on the going concern valuation included are we being realistic about
empowering plan sponsors to determine whether margins are needed or not. The comment here was we should
not undertake a communications blitz with our profession but the public, and the public should be aware that this
right or power is being conferred upon them, the public, to come up with appropriate margins. The PPFRC doesn’t
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necessarily agree with that comment. We feel that while the margins might be discussed in a funding policy,
typically the actuary would be involved in the setting of that funding policy and there wouldn’t be as much power
conferred on the public as one might think.

Should require separate reporting of best estimate assumptions and the margins for adverse deviation; we actually,
I believe that was in the Statement of Principles and there was a lot of comments back that didn’t like that separation.
It would make the reports more complicated, with multiple sets of numbers. So that has been taken out in the working
document. There were some comments that definitely wanted to see that back in, but I think the consensus was
to remove that separate reporting. Should not require a gain/loss if the detailed gain/loss is done on a windup
basis: fair comment, something that will need to be discussed further. And, going concern valuation should be required,
not optional, particularly for multi-employer plans. Well, as I said earlier, you’re going to find very few cases in
Canada where legislation would permit you to file a valuation without a going concern set of numbers in it. So this,
again, we don’t know if this comment is that significant; I don’t think so.

On the discount rate itself, because now the funding policy is providing the actuary with guidance on
assumptions, it was felt that there needs to be some more guidance on discount rates. That has actually been also
a comment that the CIA and us as practitioners have received from legislators. So special provisions would be created
for the selection of the discount rate, standards would stipulate that the discount rate be determined in a reasonable
manner, taking into account the plan’s investments. The PPFRC would have to periodically prepare guidance on this,
which I don’t know that we relish, but we would prepare some form of guidance on minimum and maximum rates
and they would typically be based on a building-block approach.What youmight see is for example, the rate on fixed
income investments for that portion of you developing your assumption would be Government of Canada’s plus X,
and the rate that you would use for your equity portion of the portfolio might be Government of Canada’s plus Y,
where Y is some form of upper end of long-term risk premium for equities. Again, those details are going to need
to be worked out.

The comments, there were surprisingly few on this concept of minimum and maximum discount rates, but
certainly we have concerns as a committee about how this guidance would be prepared and especially the time that
might be involved to prepare it. There is also a concern that actuaries may gravitate towards using the maximum
discount rate. We haven’t talked too much about this lately but I would expect that our range would be quite
significant and that it would be difficult if you developed your assumption to perhaps justify the, always justify
the upper end of the range depending on the investment policy. What I feel very strongly about is that as actuaries
we should be coming up with our assumptions. I don’t think the range is intended to eliminate that individual
actuary’s discretion. I sort of look at it like you come up with your assumption and then you look at it compared
to the acceptable range that has been put out by our institute and then you would evaluate the assumption you
have ultimately come up with.

Funding, this is nearing the end of the working document. There are a few points on funding. We view pretty
strongly that it’s the responsibility of the actuarial profession to disclose the financial information in our reports.
We aren’t necessarily advocating its use, but our job is to disclose this information, at least when it comes to
reporting. Contribution requirements are then determined based on funding policy and regulatory requirements.
So the information that is prepared in our reports is then used by the funder, the plan sponsor, and typically the
funder would have discussions with their actuary, consider the results of the report, consider legislation requirements,
consider the funding policy and then decide how much the sponsor is going to contribute. Asset smoothing would
be permitted in determining contribution requirements. I think we have another slide on that. Based on submissions
received, smoothing was a very controversial topic, not only in just how we would show the financial position of
the plan, but also in determining the contribution requirements. Submissions were received from both sides,
difficult to find a consensus there. I think the PPFRC we had concerns about removing the smoothing from the
financial position only from a regulatory perspective. Some of the regulators have raised concerns that if it was
removed there might be issues with respect to determination of excess surpluses and things like that. So that’s
something we’re going to have to consider before fleshing this out a little more.
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Terminology; I think some of the regulators in Canada, I know Alberta for example, is leading the charge a
little bit on this. Surplus, we all know that’s an unfortunate word for many of our plans. I know Alberta as an example
has moved away from surplus when talking about the going concern position of plans. They’re using excess assets.

So I think we started a conversation at one of our meetings on terminology and it lasted an hour with a whole
bunch of terms being thrown out and we didn’t really get very far. There is a lot of choice out there to replace these
old terms and I think any comments that you, as a profession, if you’ve fleshed out a whole new set of terminology,
please feel free to send it in to the PPFRC, we’d be happy to look at it. That’s something that we’re definitely going
to be looking at and will be changed with the new standard.

Other general comments on the working document were the standards should be minimum compliance and
there was some commentary and especially I’m going to talk a little bit later about the Exposure Draft which is
separate from the working document but there have been comments that many of these principles belong in Education
Notes and not specifically in the Standard itself. That’s something that we’re going to have to consider. I think there
is definite merit in that point but we’re going to have to draw a line in the sand somewhere and decide what belongs
in the Standard and what does not. We should require disclosure of the financial position of the plan on a minimum
risk portfolio basis. We have received many of these comments recently and the PPFRC hasn’t discussed them all
already but we would have to consider whether or not that would add a lot of value considering that you already
have the solvency position, the hypothetical wind-up position, the going concern position. There are already a lot of
financial different positions in the plan, so to add another one or to replace one of themwould take some consideration.
Separate the gain/loss on assets and liabilities; I’m not quit sure where that comment is coming from. It depends
I guess on presentation. I know a lot of firms would already do that.

Now, this is a separate topic from the working document. This is just a short summary on an Exposure Draft
we released in March. It’s in response to the pension review project that was conducted in 2004. The PPFRC was
I think given a mandate to address some of the issues that arose out of that pension review project and a Statement
of Principles was actually released almost exactly a year ago on some of the changes. There were comments back,
we’ve nowmoved to the stage of an Exposure Draft.The comment period for the Exposure Draft was up on April 30th,
but there are three main principles on this Exposure Draft. Number one, justification of each individual assumption;
that received the most commentary and we’ll go into that a little bit more. Number two, reporting the windup
position in all cases. Currently, you are only required to report the windup position if there is a windup deficit.
And number three, an explicit statement that there have been no subsequent events. There were comments on this
one; I found them a little odd. This basically is one line in your valuation template. You stick it in there and you
review it every time you do the valuation. I don’t know if that’s significant but there were quite a few comments
on it. So we’ve received six submissions on that. As I said, the comment period is over.

Again, coming up as with the working document, concerns were raised that these changes should be in
Educational Notes, not in the Standards. Justify has a negative connotation and should be replaced with provide
a rationale for. How do you justify assumptions for small plans is a very good point. I think we gave some examples
in our Exposure Draft of what we envision the justification would entail. You know, I don’t know but the PPFRC
sort of talked about this one and there wasn’t a lot of sympathy, and you have to come up with an assumption and
obviously there was some thought process behind the assumption you came up with, and a short documentation
of that shouldn’t be too difficult. There should be no exemptions from the requirement to undertake a hypothetical
windup valuation. Steve talked a little bit about that earlier. That’s again something that we’re going to have to consider,
public sector plans, IPPs, things like that.There has been no… this was an actuary actually practicing to be a comedian:
“there has been no justification for the requirement to justify the assumptions”. That was an interesting comment.
How to justify the extent of margins inherent in the variation, you know, in times of very high interest rates obviously
our margins tend to be quite a bit higher than they are today. I think that’s what that comment was getting at.
And finally, distinguishing between windup and termination; in the Exposure Draft, we basically have an exemption
for reporting the windup position and that exemption is if your plan does not define the windup benefits and the
comment here was basically saying well what if your plan defines the windup benefits but it doesn’t define how
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they’ll be settled. That might be a very relevant comment for some of our very large Canadian corporate plans that
couldn’t go out and buy annuities in the marketplace. So after reviewing the comments, the PPFRC agreed that
the term “justification” was a little strong and has recommended to replace that with “to provide rationale for”,

and the PPFRC has voted to adopt these changes. The Standards then, we’ll be recommending that to the Actuarial
Standards Board.

Just a brief summary quickly on some of the Educational Notes we’ve been working on. Educational Notes
are under 1220 of the Standards of Practice. Actuaries should be familiar with the Educational Notes. The practice
which the notes describe for a situation is not necessarily the only accepted practice, and Educational Notes are
intended to illustrate the application, but not the only application, of the standards. So three notes have come out
recently, the name on this one I like to call it the Interim Opinion Educational Note. It was basically intended to
cover off and address how you would prepare interim actuarial opinions, but interim actuarial opinions are not
defined anywhere in our Standards so we came up with this name.The second one was expenses in funding valuations
for pension plans. There hasn’t been too much feedback on that one. The third one was our guidance which comes
out every year and it has done so for I don’t know how long, the last six years, probably the last six years. There
were some issues with the timing that it was released this year. There were some concerns by some members that
it was too late. The PPFRC is considering those comments. We are concerned about changing the period during
which we collect the data from the insurance companies due to how insurance companies price annuities and develop
demand and how many they want to sell for a particular year. We’re concerned that if we switch the period during
which we collect the data to come up with this guidance, that we would alter somewhat the results. So we’re definitely
considering some of the complaints that were received and we’re looking into that. Two other Education Notes that
will be issued shortly, I use the word ‘shortly’ loosely, Asset ValuationMethods, which is a timely topic, and Selection
of Mortality Assumptions for Going Concern Valuations.

Now we’d appreciate some feedback so I’ll leave the floor open to those who have questions.

Mr. Bill Osenton: Bill Osenton. I’m extremely nervous about the idea of proposing maximum and minimum
discount rates because I’ve found with many clients, that if they ask the question what is the minimum we can do
in this case, the maximum interest rate, you have to tell them that, and once you tell them that, they won’t move
off that position. This happened to all my clients when the commuted value standards came out. The commuted
value standards were minimum standards. They paid significantly less in transfer values than most of my clients
were paying and with every one it was the same thing, what is the minimum. This is the minimum. It would be
better if you used something else and we’re not going to discuss it. I think if you go to a maximum interest rate,
you will put all of your actors in a very difficult position.

Moderator Butterfield: Okay, I hear you and certainly there was a concern raised on that front. That aspect of
it is really coming from the regulators. Some of the regulators have more powers than others to reject reports.
In Ontario, for instance, I believe if you file the valuation at 8.5% interest they really have no ability to reject that
valuation unless they go and complain to the CIA, a formal complaint process. So it’s somewhat of a throwaway
to them to say you won’t get any valuations that are going to be using higher than a 7 or 7.5% interest rate.
The minimum, I don’t know what we’ll do on the minimum. I would hope that wouldn’t have much application,
but we certainly do hear the complaint. I think one of the things we have said is you still need to justify your assumption.
So that doesn’t mean it’s the maximum. You have to justify it and then prove that it’s less than the maximum.

Mr. Gordon Lang: Gordon Lang. By the way, is the one microphone, one ‘for’ and the two ‘against’?

Moderator Butterfield: Does that mean you’re ‘for’?
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Mr. Lang: I’m never ‘for’. I’ve got two main topics. The one that really bothers me, but more in theory, because
our firm doesn’t do a lot of that work anymore, would be the large pension plan, private sector. The point here
that the selection of assumptions would ultimately be the responsibility of the actuary, and then you say guided

by the funding policy, that certainly was not my experience in the past. We would run scenarios and different
assumptions and the VP Finance usually or the Committee would decide what set of assumptions to use. Or, in the
case particularly of energy companies with head offices in the United States – and I’m going back about 20 years ago
— we would essentially have assumptions imposed on us from Dallas or Houston which were way above, in terms
of interest, discount rates, etcetera, those commonly used in Canada. I would not want to be the actuary responsible
to set the assumptions on the point that that actuary then is really exposed to being sued.

Moderator Butterfield: Okay, I’ll answer that question and then I’ll let you ask your second one.

Mr. Lang: A sub of that one.

Moderator Butterfield: Okay.

Mr. Lang: If the actuary is going to set the assumption, I would suggest that they automatically gravitate to the
minimum discount rate rather than the maximum, to cover their own rear end.

Moderator Butterfield:Okay. No matter how much pressure you may have been under by a plan sponsor to do
a report with various assumptions, you signed that report and you said the assumptions were appropriate. You took
responsibility for those assumptions and ultimately if they were wrong or inaccurate or, I mean, I’m not using the
right terms there, you’re the one who is liable because you signed the report.

Mr. Lang: I disagree. At that point in time it was common knowledge and common experience that the assumptions
were set by the pension committee or by the employer and utilized by the actuary which is totally different.

Moderator Butterfield: The actuary is …

Mr. Lang: And I was not alone in that, I can tell you that.

Moderator Butterfield: I mean there is no doubt that various plan sponsors put different amounts of pressure
on the assumptions and we don’t, you know, just randomly say these are the assumptions you are going to use. Most
clients, you discuss the assumptions with them and come up with, you know, they effectively do say these are the
assumptions I want to use, but at least under the current Standards of Practice, and I don’t know how far back they
go, as a profession you are signing a report with FCIA on it which says you believe they are appropriate and you’re
taking responsibility for that.

Mr. Lang: Well we’ve got a different take on that. It’s hypothetical, that’s the good news.
The second one relates to IPPs. Most definitely we cannot say there is a systematic accumulation over time

of dedicated assets. It’s not permitted. It is just simply not permitted by CRA, and the lower the interest rates get,
etcetera, the further out of whack are the assumptions we are forced to use. We certainly can’t have the actuary
responsible for these assumptions. That’s totally ridiculous, and that’s why I’m against the CIA trying to force
everything into the same box. We are professionals after all and I don’t like this move to doing things by rote, that
the CIA will determine what your minimum andmaximum interest rates are, etcetera, etcetera. As far as I’m concerned
we are no longer professionals if that happens. I also believe given the manner under which IPPs work, from the point
of view of the regulators for the most part, and CRA, that they should not be subject to the same box as the larger
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pension plans. I spend half my time explaining to people why figures that we’re providing them with on a realistic
basis and on the solvency basis have no relevance whatsoever to their funding. They cannot fund on that basis.

Speaker Heise: Gordon, I think on the IPP front, on the point regarding whether or not the actuary would

sign off on the reasonableness of the assumptions, I agree with you 100%. Right now there is an exemption in our
reports, the actuaries don’t sign off on the reasonableness of 8515 assumptions and I don’t envision that we’re
going to be changing that.

Mr. Lang: That is certainly the way I sign off, based on 8515.

Speaker Heise: Yeah, we will basically say you’re not going to say that 8515 is reasonable. That’s not going to happen,
so maybe that will …

Mr. Lang:Mind you, I wish the CIA would speak to the Department of Finance on that because I have on some
occasions; I’ve had zero backing from the CIA.When we want the CIA to do something for us they are never there.
I feel very strongly about that.

Moderator Butterfield:Okay. Here are my comments on that. On your last comment, our committee is Standards
of Practice, so go and talk to somebody else on it. We’re not…

Mr. Lang: I’ve spoken to umpteen committees and everyone ducks the issue.

Moderator Butterfield: In terms of, first off as I said on a number of occasions the working document is concise
and on purpose did not get into all of the special circumstances and we do realize that we need to ultimately, with an
Exposure Draft and moving forward, we have to consider the special circumstances. It was in the presentation in
no end about IPPs, multi-employer plans, public sector plans, other sorts of special plans, that we are not going
to try and just put every plan into this narrow little focus, okay? But, we don’t want to start, at the beginning of
the process, to complicate the whole thing for every situation. We’re trying to get consensus on the broad direction
to be going. If we can make sure we’re going down the right path in general, then we can get that sorted out, and then
start to figure out the outliers and make sure that they fit into the system. The second point ….

Mr. Lang: By the way, I feel a lot better just as long as that does happen at the end of the day.

Moderator Butterfield: Now that said, I’m not going to guarantee you that we’re going to exempt IPPs from a
windup valuation. There are some people on our committee that believe that they should know. They should
know, I mean they do have a target benefit in there and they should know what that is and they should know where
they are on that. So there are arguments…

Mr. Lang: Except that, I don’t want to get into a lot of the specifics.

Moderator Butterfield: Okay.

Mr. Lang: Plans for connected persons, by and large the provinces really don’t care what the liabilities are on windup.

Moderator Butterfield: Right. The other point is that if we as a profession don’t, I mean 95, 99% of actuaries
out there do a good job, do good quality work and select assumptions that are reasonable and appropriate. There is
1% out there that does not. I’ve been part of an investigative team and what I saw was horrid, okay? If we as a
profession do not have Standards that are going to get and deal with those outliers, you’re going to get to a situation
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where regulators are just going to say, ye shall do a going concern valuation at 6.5%. So if you think where we’re
going is taking away your freedom as a profession, I think if we don’t rein some things in, you’re going to have it
all taken away, and we will be nothing but just computers calculating the numbers under mandated assumptions.

So as a profession we need to find the fine line between letting everybody have their professional freedom and react to
circumstances, and reining in the outliers such that the regulators and the public still trust everybody.That’s the challenge.

Speaker Heise: At the same times you don’t want to expose actuaries who are operating on shall we say on higher
principles, to litigation. I think there is a lot of danger here.

Mr. Lang: Okay.

Ms Karen Hall: Karen Hall. I just was curious about the goal of funding, because you took out the reasonable and
systematic stuff that has gone all over, but is there still the concept of intergenerational equity so that we’re not
necessarily making sure that everybody today has all the money at the expense of future generations or vice versa?
That’s my first question.

Moderator Butterfield: Yeah, and I guess that’s where the public/private sector and the multi-employer plans,
that’s the argument that their — their concerns all stem from that, the security of benefits is really not the primary
goal. Those sorts of plans it’s more intergenerational equity and if you change that primary goal then the whole
analysis going down starts changing. So you’re correct in your comments.

Ms. Hall: Just something to think about. My second one was, as we are talking about funding policy and wanting
to go more that way, I’m glad you changed it so that actuaries aren’t totally divorcing themselves from funding policy,
because if anybody is going to give any guidance on that, I would think that we’re the most qualified to do so. But,
is there any thought on Educational Notes or further guidance for that, because I think, you know, I know there
are different people doing different bits of things, but it seems to be a bit of a blank right now.

Speaker Heise: This is on the preparation of a Funding Policy Educational Note?

Ms. Hall: Yeah, how you actually set a funding policy and guide a client in that.

Speaker Heise: That’s a good point, good suggestion. I think we touched a bit on it on the Statement of Principles.
We had an appendix that covered off a bit of what would be included in a funding policy, so you might want to
take a look at that. At the same time yeah, as we move down this road, that’s definitely something we would consider.

Mr. John Hill: Hi, it’s John Hill. You touched on briefly the point about large plans and solvency valuations for
them and I think you mostly just said it was an issue but I’d like just to maybe get you to expand on that a little bit.
I’m uncomfortable with the idea of it simply defaulting to the annuity purchase position because it’s not realistic,
and I think that there are differences in how those two kinds of valuations for solvency would be done if the plan
was kept operating.

Moderator Butterfield: Okay.

Mr. Hill: And I have another question after that.

Moderator Butterfield:Okay. I’ll answer that one then. We have had numerous, numerous debates about what to
do with large plans and even in particular large indexed plans. Yeah. Okay. I mean, if throwing out the indexing
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to begin with, let’s talk about a large plan with no indexing. Certainly part of our rationale, if you start looking at
the data we receive for annuity purchases and you start talking to the insurance companies, they price annuities
primarily off a combination of provincial bonds and mortgages. There is a limited amount of those assets available

in the Canadian marketplace. So when people go and say oh well I’ve got a $5 billion fund I’m going to get
economies of scale, you’re going to be forced to back a large chunk of that with Government of Canada bonds because
they are all you’re going to be able to get in the marketplace. So really what we heard and what we looked at would
almost support a lower rate for large plans because they would be forced to back those liabilities with Government
of Canada bonds as opposed to bonds that had, you know, more of a premium on them, whether that be for liquidity
or credit risk.

We now certainly, have heard arguments now with the elimination of foreign property limits that now pension
funds can get access to U.S. corporate bonds. You now have a bigger pool to go off of and it’s easier to get that credit
split or credit risk and get an enhanced yield. However, there is also a lot – what we’ve found is that people who
have come to us and argued for a higher rate are very selectively picking every reason why the rate is higher that
they can come up with. They just conveniently ignore all of the things that would create a lower rate, and it’s a
very one-sided argument. For instance, what should the probability of default be? If you take the premise that you’re
going to have a large plan and what are you going to do, you’re immunizing it, you know, okay, building an immunized
portfolio.What is an acceptable probability to ever have to reduce benefits? Right now, if you buy annuities, what I’ve
been told is that the reserving requirements for an insurance company are based on a 99% probability of never
reneging on that promise. Then you’ve got – I don’t think it’s called Compcorp anymore, but you’ve got the Compcorp
coverage over top of that. So if you purchase an annuity from an insurance company you’re something like 99.95%
certain that you will never have to reduce those benefits. You construct me a portfolio that is 99.95% certain to
never have to reduce benefits. I don’t think you can put any corporate bonds into that portfolio, you have one default
and you’re going to have to reduce benefits. So people conveniently come up with the arguments about getting
these assets, but then they go the other way. So we’re not investment professionals and what we’ve seen is we don’t
have enough data or information to say it should be higher or it should be lower, so I mean, that’s where we’re at.
We’d love somebody to come and solve the problem. Quite frankly, what we’re hearing and the conclusion I’m coming
to is the regulators have just got to say ye shall do a solvency valuation at long Canadas plus 50 or long Canadas
plus whatever, because it’s just too, for large plans, because there isn’t any answer. Then you take that same argument
and you put indexing on it. You know it gets even more complicated and theoretically falls apart.

Mr. Hill: I guess I just see then large plan sponsors then are having to – I mean I work for Canadian Pacific and
this is a big issue for us.

Speaker Heise: Believe me; Canadian Pacific has made their views clear.

Mr. Hill: I understand, okay.

Moderator Butterfield: One point to consider too that may be a little bit of hope is that Europe is developing
that market, that would perhaps; perhaps some of those issuers that are taking on some of those obligations there
might be convinced to come across the Atlantic.

Mr.Wayne Berney:Wayne Berney. I’d like tomake a comment about the discount rate issue. I think it’s high time that
we formally link the discount rate to the investment policy in our standards. So I think that’s an excellent thing. I also
support providing a rationale for your assumptions. I think that’s also a good thing. Those two together should be
sufficient and, therefore, for you guys to try to put guidance out every year on a minimum and a maximum discount
rate, I believe is a total waste of time and will create huge problems for us, as long as we have those other two things
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in place. Any regulator should be able to read the justifications and either say yeah that makes sense or it is bunk
and move from there.

Moderator Butterfield:We’ve still got half an hour. Don’t be shy.

U-M: Another personal comment, it disturbs me, the focus that you have on the windup valuation. I’ve been consulting

for 35 years. Probably the issues have changed regularly every five years. By the time you get these standards in,
there is a very good chance that solvency won’t be the big issue. I think you need to retain a focus on the going concern.
I can quote you one example. Police force on the Prairies had 100% guarantee because they bought annuities from
the end of the war until the mid-‘70s, early ‘80s. I was working for the union. We had people who had been
contributing 9% of their own money since 1946 with a benefit statement that suggested— I can’t remember now
if it was 1.5 or 2% per year but it was a career average plan – so what they essentially had been told from the
beginning was that say a 35 year member was going to get something like 60% of pay. That’s a promise that is totally
forgotten in the current context. They were promised. We did calculations for one person. He had been putting
in 9% for 35 years and he was going to get 16% of benefits. So the promise that he was given that he was going
to get a decent pension when he retired just hadn’t been met. Nominally he got exactly what he was getting and
nominally is the big issue today but I don’t think it will be for the next 20 years.

Speaker Heise:We have tried to strengthen in the working document the going concern valuation. I think you
know it is required and we have to also remember there is a big portion of our profession now who are very much
in support of the concept of financial economics, and that’s something that factors into our thinking on the committee.
So we’re battling that to some respect, but we did come to a conclusion in that we wanted the going concern valuation
to be required, when there are a lot of opinions out there saying that we no longer need it. So I think to some extent,
Bill, we have tried to reflect your sentiments there.

Moderator Butterfield: Come on.

Mr. Rob Brown: Rob Brown. I just want to make sure I’m picking up the nuances correctly. What I’m hearing is
that there are certain activities that need to be done with the target being disclosure and the reason being disclosure,
and then there may be other activities that need to be done to determine a rational contribution rate as opposed
to a justified contribution rate. Am I catching that nuance correctly?

Moderator Butterfield: Yeah, I think so and as a profession well I think we are certainly within our Standards
looking at disclosure and providing both the plan sponsor and the regulators with the tools. The plan sponsor
determines how much they want to fund and the regulator determines what they want as a minimum or as a
maximum in the case of the Ministry of Finance. Our focus within our Standards is providing the tools for people
to understand the financial status of the plan.

Mr. Brown: And what kind of reaction within those submissions, I mean we saw there were six submissions, but on
that point, what was the reaction?

Moderator Butterfield: In terms of us not really focusing on the funding but focusing on the …

Mr. Brown: This dichotomy that there are reasons to do some things for disclosure and there are reasons to do
different things to set the funding contribution rate.
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Moderator Butterfield:We really haven’t had much comment on that. We have had one regulator say that they
believe that a lot of this is going too far and it’s imposing costs on plan sponsors that aren’t required. So we have
had that comment from one regulator but we have not had much. I think what we’ve heard, especially as we were

developing this, is that it was appropriate that we concentrate on disclosing the financial information and not on
recommending the funding. I think there is relatively broad consensus that that is the right view to take.

Mr. Brown: I think I’ll throw one thing in after going to the MEPPs audit session this morning, I have difficulty
accepting your estimate that 99% of the work is being done to a high level of professionalism. It didn’t appear to
me this morning that it was anywhere close to 99%. So I …

Moderator Butterfield: 99% of the people in this room.

Mr. Brown:Well of course the people in this room, it’s like providing a sermon to the people that come to church
isn’t it?

Moderator Butterfield: Yeah.

Mr. Brown: But I really commend you for the hard work you’re doing to try to be able to reassure the public that
in fact 99% of the time our work is 99% professional and can be relied upon. Thanks for that.

Moderator Butterfield: Yeah, I mean I threw in the 99% number; I don’t believe that’s true quite frankly. I mean
I have seen some shoddy work out there. We get a lot of comments saying we’re going too far with things, but if
you don’t, the profession starts losing credibility and it’s not fair. I’m not going to preach on any of the CPD stuff
but you know 95% of the people meet that all of the time and do a good job and keep up to date on stuff, and so
who are the ones who are complaining, you know, are they the ones who aren’t keeping up to date? I know there
are details about, you know, is it the right thing, but we as a profession have got to prove that we are doing the
right things. You’ve got to manage things to keep the outliers in check.

Speaker Heise: Picking up too on your comment on dichotomy in the profession. There is a group of actuaries
out there that are the financial economists and then there is the group of actuaries that truly believe that the going
concern is the be-all and end-all. We’re trying to walk a line and achieve consensus between both groups. Effectively,
the real windup valuation is satisfying hopefully the group of financial economists, and requiring the going concern
is satisfying the other group, I’ll call them the traditionalists, but it’s proving to be a fine line to walk.

(comments off mic)

Mr. Kevin Shand: Kevin Shand. I was thinking about a proposed funding policy and, you know, how to get plan
sponsors to embrace that. Of course, I can remember a time when investment policies weren’t required until of
course the regulators told me you had to do that. So then naively I was thinking well why don’t you just get the
regulators involved on this, but of course unless you can sell it from a benefit security basis they’re not going to
even touch it. Have the regulators got back at all with responses to your funding policy idea?

Moderator Butterfield: I haven’t heard directly. I think one of the problems that you have with the regulators is
you know the people that we deal with day-to-day, I think most of them would say yeah, I’d like to see every plan
have a funding policy, but they are not the ones who pass legislation, and that’s one of the problems with the
whole regulatory scheme is the ones dealing with it don’t generally have the power or the influence to make changes.
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So I would say most of the day-to-day people would love to see funding policies be required, but I don’t have any
idea whether that’s going to happen or not.

Mr. Shand: Sure, and I was sort of thinking with the funding policies, you know, all kinds of what if scenarios kind
of ran through my mind. One of the things I was thinking of was what if the funding policy directed the actuary

to set a range of contributions sort of in line with what their risk tolerances are going to be for that year. I mean
we’re always talking about single scenario sign offs and that type of thing and it seems to me that might be opening
a box of worms.

Moderator Butterfield:We’ve had people suggest that we should either encourage or require stochastic forecasts
and you know I would love to see every plan sponsor do a stochastic forecast. I mean that’s the best way to manage
and understand the risk, but that’s got a cost to it and we can’t as a profession be mandating that, but yeah, there’s
views out there that that’s the way you should be doing it. You know, if a funding policy has that and you know
what, funding policies don’t have to be “this is how ye shall do the going concern valuation on this date”. A funding
policy could be broad enough to incorporate saying “we’re going to do an asset liability forecast every three years”.
And we’ve also talked you know in terms of they are the actuary’s assumptions. A funding policy may say use best
estimate assumptions with a reasonable margin for adverse deviation and you as an actuary have to interpret that.
It may say use 7%. So there is going to be a range of them out there.

Mr. Shand: My last comment has to do with provisions for adverse deviations. I can remember back to the old
blue book where they said if you’re not going to have a provision then you had to explicitly state why you didn’t
have that. Then we shifted away from that position and then the latest draft I guess we’ve seen is that when you’re
stating your assumptions you should state what your best estimate is and what your margin is going to be. I’m just
envisioning what the next step will be, I don’t know, stating what the margin is but justifying why you’re using .5%
or .75% or whatever. It seems we’re going from burying it years back to now really bringing it up to the forefront.
I applaud that. I like the direction that’s going in.

Moderator Butterfield: We’re actually not going there. We have had, we are receiving pressure from Practice
Council and others that we should be putting out guidance on what are best estimate assumptions and what are
margins for adverse deviation. We’ve been pushing back, saying that how can we talk about what margin is in
there when you can’t even tell me what your best estimate rate of return is on your fund. You know, whether I add
active manager value and rebalancing and what my equity risk premium is, I could justify on the same fund anywhere
from a 6.5% to 8.5% best estimate assumption but if I’m going to use 8.5%, I’m probably going to need a bigger
margin, if you’re going to use 6.5% you need… so. If you can’t even define best estimate how can you define what
is an appropriate margin. So we’ve actually been pushing back and saying you know unless you want us to do
nothing but that for five years, then it’s just not going to happen.

Mr. Tom Levi:TomLevi. First of all, I can’t let Rob Brown’s comment about this morning go unchallenged. Fromwhat
I heard, I believe there were only three reports where the group had any question about the validity of the actuarial
work itself. All the other comments were on the reporting within the report to the regulators, to the trustees, but I
only believe I heard something like 3 out of 60 reports where there was the slightest question as to the appropriateness
of the actuarial work itself.

Question; in the building-block approach how do you feel about one of the building blocks being a premium
for active management?

Moderator Butterfield:We haven’t done the legwork on that. We have not envisioned that. We would envision,
like I say, maybe I’m speaking out of turn here because we really haven’t had the discussions, but we’re envisioning
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something very simple. As your bonds are long Canadas plus 1%, your equities are long Canadas plus 4%, do the
math and you know any other assets you’ve got, you know, slop them into what fits in there.We’re not talking about
getting into, once you start adding active management you know it can, so what we’ve envisioned more in thinking

about it is maybe to be a little bit on the higher side of what might constitute an equity risk premium. So like we’ve
talked around the concept of it being 4% but then you don’t get to add active management. But we haven’t got
the details out, that’s for sure.

Mr. Levi:Okay, particularly on the jumbo plans, they have investment opportunities that are simply not available
to most of our plans and they in fact use them and in fact consistently get higher rates of return.

Moderator Butterfield: Yeah, and remember what we’re talking about too is guidance. We’re not talking about;
the Standards would not say you know this is the maximum discount rate. We would be putting out guidance
which said you know in developing your discount rate you should be taking account of the funding policy, the assets
of the plan and, you know, you should not include more than a 1% risk premium for bonds and a 4% for equity
and other reasonable assumptions on other asset classes. Things like that. I mean I’m just throwing that out there.
I mean we’re not going to be saying 7 is the maximum.

Speaker Heise:And because of howwide we expect that range to be, or hoping it to be, that’s why we’re not concerned
about actuaries gravitating to the maximum because that would clearly be outside of the range of something reasonable
for a particular plan, depending on its investment policy.

Moderator Butterfield: Fifteen, or do you want to get out early?

Speaker Heise: As soon as you said early they were done.

Moderator Butterfield: Yeah, they’re done. Okay, thank you.

(applause)
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