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Moderator Jason Vary: Hello everyone, we would like to get started, in the best interest of getting everyone out
of here on reasonable time. We do realize this is the last session of the conference so we want not hold anyone back
if we have to. My name is Jason Vary and I'll be the moderator for this session, PD 27 Assumption Settings for
Pension Plans what is reasonable. And then we have two presenters, the first will be Jean-Claude Primeau. He
joined OSFI's private pension plans division in 2002 after fifteen years of experience in pension consulting. His
role at OSFI is the Director of Actuarial Policy and Approval Teams of the division. The actuarial team's respon-
sibilities include review of actuarial reports of federally registered pension plans file with OSFI and the produc-
tion of estimated solvency ratios. The policy team is responsible for the operational policies applicable to pension
plans, including guidelines, instruction guides, various policy questions and the publication of the PBSA update.
The approval team is responsible for making recommendations on transactions requiring Superintendent's au-
thorization under the legislation including plan terminations. The asset transfers, surplus refunds and plan regis-
trations. Be aware that Jean-Claude's presentation is going to be bilingual so get your interpretation devices ready
if you need them.

Our second presenter is Chris Vanden Haak. Chris is Principal in the Toronto office of Mercer's Canadian
retirement plan practice. He consults to large and small clients in the industrial sectors as well as the financial
services sector. He is responsible for the pension plan valuations for funding and accounting purposes. He is in-
volved in pension plan design, documentation and current pension plan issues. He has 10 years of experience in
the pension consulting field. And with that, Jean-Claude Primeau.

Speaker Jean-Claude Primeau: Thank you Jason. As Jason said, my presentation will be about half in French,
half in English so I'll do the French part first and the second part will be in English.

Il me fait plaisir de vous parler aujourd'hui du sujet des hypothèses actuarielles pour les évaluations des régimes
de retraite, alors c'est la perspective d'un organisme de réglementation et je spécifie un organisme; car comme
vous savez, il y a entre 10 ou 11 organismes de réglementation au Canada. Alors, ce que je vais discuter aujour-
d'hui concerne notre approche au Bureau du surintendant des institutions financières, et évidemment, ça peut être
ce à quoi je peux être différent de celle utilisée par d'autres organismes. Je suis particulièrement content d'avoir cette
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opportunité de vous entretenir aujourd'hui étant donné que nous avons une initiative que nous avons débutée il
y a quelques mois qui est la mise à jour de notre guide d'instructions pour les actuaires pour la préparation des rap-
ports actuariels.

Nous avons un guide en ce moment qui est publié sur notre site. Le guide date de l'an 2000. Alors évidem-
ment, depuis l'an 2000 il y a bien des choses qui ont changé. Il y a eu de l'évolution dans là, sur les questions qui
touchent la préparation de rapports actuariels. Depuis l'an 2000, nous avons fait des mises à jour mineures par le
biais principalement de notre publication régulière, le point sur les pensions. Mais il était temps de faire une con-
solidation et de mettre à jour notre guide. Egalement c'est une opportunité de couvrir plusieurs questions qui se
présentent quand nous faisons des revues de rapports actuariels et ces questions nécessairement évoluent au fil des
années. C'est une initiative sur laquelle nous travaillons depuis quelques mois et nous nous attendons à ce que le
nouveau guide soit publié probablement au mois d'août de cette année. Alors comme principe général évidemment
nous nous attendons à ce que les rapports actuariels se conforment aux normes de pratique de l'Institut canadien.
Mais à plusieurs égards, nous formulons des attentes additionnelles, ou des précisions que les normes de pratique
ne couvrent pas comme tel.

Le premier sujet que je vais aborder est au niveau de l'actif du régime. Je vais plus tard aborder également les
hypothèses de continuité ainsi que les hypothèses de solvabilité. Alors au niveau des données sur l'actif, nous ai-
mons bien que les rapports incluent certaines informations qui mettent un bon portrait pour l'actif du régime.
Entre autre, quand il y a des écarts importants entre la valeur qui est utilisée, la valeur marchande qui est utilisée
par l'actuaire et celle des états financiers du régime. Nous croyons que c'est utile de donner une explication. Nous
aimons aussi avoir de l'information sur la composition de l'actif parce que c'est une information importante qui
devrait normalement guider l'actuaire dans la sélection de certaines hypothèses; alors tant la répartition de l'actif
à la date de l'évaluation entre les catégories importantes de types d'actif; également des informations sur ce que la
politique de placements prévoit pour le régime. Finalement, à ce chapitre-ci, nous croyons qu'il est utile pour l'ac-
tuaire de montrer une réconciliation, un rapprochement de l'actif montrant les causes importantes de mouve-
ments pour chaque année visée par le rapport.

Au cours de cette présentation, je vais toucher certains points qui sont des points sur lesquels nous nous pen-
chons régulièrement, que nous formulons des questions ou des commentaires aux actuaires quand nous préparons
des rapports, quand nous faisons des revues de rapport. Alors les montants à recevoir c'est un sujet qui revient oc-
casionnellement. Normalement, nous nous attendrions à ce que les montants à recevoir soient cohérents avec ceux
qui sont inclus dans les états financiers du régime. Toutefois, il peut arriver bien sûr, que les états financiers n'aient
pas inclus certains points et qui peuvent être illégitimes pour l'actuaire de considérer; évidemment nous nous at-
tendrions dans ces cas là à une explication.

Alors généralement, un montant à recevoir, c'est un montant qui a été payé à la caisse après la date de l'éval-
uation mais avant la date du rapport; dans ces cas-là, c'est généralement assez simple. Il peut y avoir aussi des mon-
tants qui ne sont pas encore payés, parfois ça soulève des questions; alors notre attente générale c'est que, il devrait
y avoir une certitude que le montant va être payé. Par exemple, si c'est, si le montant est lié à une approbation ré-
glementaire, il y a toujours une possibilité que cette approbation-là ne soit pas donnée; donc il faut faire attention
dans ces situations-là. Et nous voudrions également qu'il y ait une date attendue pour le paiement de ce montant
qui soit très bientôt après la date du rapport si le montant n'a pas encore été payé.

Parlons maintenant des méthodes d'évaluation de l'actif. Notre sens la méthode d'évaluation que ce soit la
méthode pour l'actif ou pour le passif, c'est un élément fondamental de la politique de financement ou de l'ap-
proche utilisée par l'actuaire alors nous nous attendons à ce que ça ne change pas à chaque évaluation ou à tous
les trois, quatre ans, ça devrait être un choix délibéré à long terme. Nous nous posons certainement des questions
quand nous voyons que la méthode est changée. Or d'une part, quand la méthode est changée, il arrive que les ac-
tuaires ne montrent pas l'impact du changement; alors à ce moment là, on s'interroge vraiment sur ce qui s'est passé
et pourquoi ça été fait, nous allons rechercher une explication des motifs qui ont conduit aux changements de la
méthode et également nous voulons savoir quelles sont les intentions de l'actuaire pour des évaluations futures.
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Nous voulons vraiment décourager les choix disons opportunistes si vous voulez de méthodes d'évaluation de l'ac-
tif qui montrent des résultats plus favorables à chaque fois que la méthode est changée.

Parlons maintenant des méthodes de lissage, et ce que je discute au niveau de l'actif touche tout autant les éval-

uations de continuité que celle de solvabilité. Quand on parle de ce que le règlement prévoit, le règlement discute
vraiment seulement les méthodes de solvabilité, alors bien qu'on pourrait penser que dans une évaluation de solv-
abilité la valeur marchande est une approche supérieure, il demeure que le règlement permet l'utilisation de méth-
odes de lissage et nous avons certaines attentes à ce niveau-là également qui ne sont pas formulées comme tel dans
le règlement. D'abord, nous nous attendrions à ce que la méthode soit décrite de façon assez détaillée pour qu'on
puisse suivre le calcul. Nous recherchons également à ce que la méthode de lisser ne s'écarte pas de façon
déraisonnable de la valeur marchande. Alors nous avons fixé, il y a déjà quelques années, que la valeur lissée ne de-
vrait pas être supérieure à 110% de la valeur marchande; autrement nous considérons que c'est un écart trop im-
portant avec la valeur marchande. Également, quand des méthodes font références aux taux d'intérêt, et bien si le
taux d'intérêt était supérieur à l'hypothèse actuarielle, ça ferait en sorte que la méthode pourrait de façon systé-
matique produire des valeurs supérieures à la valeur marchande et nous croyons que ce n'est pas raisonnable. Alors
la méthode ne devrait pas être biaisée de cette façon-là.

Maintenant, je vais me tourner vers les hypothèses de continuité. D'abord parlons de marge pour écart défa-
vorable ou provisions pour écart défavorable. Alors il y a un projet à l'étude pour l'Institut canadien de normes qui
ferait en sorte que l'actuaire doit sélectionner des hypothèses indépendamment raisonnables; maintenant je com-
prends ce changement à la norme n'a pas encore été adopté par l'Institut. Par contre, nous trouvons de notre côté
que c'est un bon principe et que ça devrait être utilisé de façon générale. Maintenant il y a peut-être des situations
où ce n'est pas pratique, pour des très petits régimes par exemple. Pour certaines hypothèses bien sûr nous accep-
tons que l'actuaire va porter un jugement sur ce qui est significatif dans certains cas mais de façon générale nous
croyons que c'est une bonne pratique.

Au niveau de l'évaluation de continuité, nous croyons que l'ensemble des hypothèses devrait contenir une pro-
vision pour écart défavorable. Nous ne disons pas son niveau nécessairement ça va dépendre des situations. Pour
faire ce choix, l'actuaire devrait être guidé par d'une part par la politique de financement, s'il y en a une. Et si non,
par son évaluation de la tolérance aux risques de l'employeur et ses désirs. Pour le taux d'actualisation, ce que je
liste ici sont des facteurs généraux qu'on croit devraient être reflétés dans le choix de l'hypothèse, par exemple les
attentes raisonnables pour les rendements futurs par catégories. Et je dis raisonnable, parfois on voit des attentes
qui semblent un peu exagérées. L'actuaire va bien-sûr être inspiré par la politique de placement et d'ailleurs dans
notre loi, la loi exige que l'actuaire reçoive une copie de la politique de placement. Donc si vous ne l'avez pas, vous
devriez certainement l'obtenir de la part de l'administrateur du régime.

Entre autre, il y a la provision pour les frais. Je vais revenir là-dessus un peu plus tard en plus grand détail. Nous
avons eu souvent des discussions avec des actuaires de régime à propos du taux d'actualisation, du taux d'intérêt,
étant donné que notre rôle est de promouvoir la protection des intérêts des participants, ça fait en sorte que nous
avons tendance à vouloir modérer les attentes en termes de rendement. Il y a évidemment beaucoup d'opinions à
ce sujet. Certains actuaires me font valoir qu'ils croient que leur choix est très raisonnable et même prudent; alors
il peut y avoir évidemment des opinions différentes à ce sujet-là. De façon générale, ce que nous croyons, c'est que
pour un régime qui est investi au moins à 50% en titre à taux variable, soit des actions et autres types variables, le
taux d'intérêt ne devrait pas dépasser 6.5 % avant la provision pour les frais.

Alors c'est un point que nous discutons de façon très régulière avec beaucoup d'actuaires qui préparent des
régimes qui sont déposés auprès de nous, et bon certains acceptent cet avis mieux que d'autres. Evidemment c'est
une question de jugement et d'opinion. Mais nous notons quand même que, au cours des dernières années, il y a
eu des réductions importantes dans les taux d'intérêt qui sont généralement utilisés, alors j'ai pensé que ce serait
utile de montrer des statistiques sur ce que nous avons vu récemment. Alors, ce que j'ai compilé ici se limite à des
rapports avec des dates du 31 décembre 2006 ou après pour montrer les informations les plus récentes possibles.
Alors j'avais préparé un graphique semblable il y a deux ans et puis, en comparant les deux, je vois qu'il y a
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définitivement eu une réduction. Le taux le plus commun maintenant c'est 6.5 % et dans ce cas si ça c'est, ce sont
des informations qui sont contenues dans notre base de données alors ça pourrait être avant ou après dépenses, ça
dépend du modèle, on n'a pas ce niveau de précision dans nos données. Si vous regardez au niveau 7% et plus,

c'est environ 8%. Alors ceux qui utilisent des taux de 7% et plus vous êtes définitivement dans la marge je dirais
en termes de la pratique courante de ce que nous voyons. La moyenne de taux basée sur ces données-là, se situe
quelque part entre 6 et 6 _ % alors je pense que les choses se déplacent dans la bonne direction.

Je vais maintenant parler un peu plus des frais ou des dépenses qui sont inclus dans, soit comme hypothèse
explicite ou considérés dans le choix du taux d'intérêt. Nous croyons que c'est important de regarder les dépenses
de près. Il y a différentes méthodes de le refléter, ça peut être une hypothèse explicite ajouter au coût de service,
ça peut être un ajustement au taux d'intérêt. Nous ne disons pas nécessairement qu'il y a une pratique qui est
supérieure à l'autre mais, et puis également vous pouvez considérer de façon différente les frais liés aux placements
et ceux liés à l'administration. Ce qu'on trouve parfois inquiétant c'est quand on voit une description qui va dire
quelque chose comme 6.5 % net de tous les frais. Il y a aucune mention de qu'est-ce que représente les frais. Dans
le cas de régime plus petit, entre autre, les frais quand on les exprime en pourcentage de la caisse peuvent être un
pourcentage assez important. Alors dans certains cas, ça peut revenir à dire que vraiment ce que vous supposez c'est
un rendement de 8 % et il y a 1.5% pour les frais. Je pense que tout le monde serait d'accord pour dire que c'est
une attente qui n'est pas nécessairement raisonnable alors il faut faire attention de ne pas camoufler les frais et nous
sommes particulièrement heureux de la note éducative de l'Institut publiée récemment qui conseille aux actuaires
de divulguer leurs hypothèses de façon la plus explicite possible dans ce qu'ils supposent au niveau des dépenses.

Now I will turn to the salary escalation assumption. This is a factor that doesn't present as many issues or ques-
tions typically. One issue that we have noted from time to time is the use of negative marriage or promotional scales
and we think that's generally not appropriate.

Now mortality is a subject that is generating more interest and I think deservedly so. I think along with the
pension plan financial reporting committee, we agree that reflecting mortality improvement is a best practice. And
we have, I will say tightened somewhat our expectations in terms of mortality. We used to say that any 94 table
seemed to be adequate but, we're more of the opinion now that for a going concern valuation you should have a
basis that is at least as conservative as the basis that is used in the commuted value standards. So currently that will
be the UP 94 projected to 2015. Now some pension plans are for groups that might be reasonable to expect a higher
mortality and when that's the case, we would expect some justification for it. Not just a gut feel but based on ex-
perience analysis for the plan or for the industry that the members are in. And I think it's also important to con-
sider that while the current experience may show that the mortality expected is higher than the standard table,
improvements in mortality are also likely to be a factor for all groups. So to expect a static basis when the current
experience shows a higher mortality, I think it's not necessarily adequate.

In terms of retirement age, which again is an important assumption for going concern assumptions of course,
there could be a number of assumptions made. It depends on the plan provisions, it depends on the experience
and the outlook for the future. One particular issue that I wanted to discuss is the subject of consent benefits and
there different types of consent benefits. We would think that it's not appropriate to assume that if a benefit is sub-
ject to consent that it's never given. We see consent benefits mostly with respect to early retirement benefits. For
instance, benefit may be an under age pension, may be given to a member who is age 55 with 25 years of service
and it's subject to consent. Quite often consent is given all the time, and so we would find it particularly inap-
propriate if in the going concern assumption the actuary is still ignoring that fact and assuming that everybody
retires at 65, and we have unfortunately seen such cases. So we would expect that the actuary makes a reasonable
provision either to assume that consent will be granted in hundred percent of the cases or some other assumption
that is warranted.

So that's all I have to say on going concern assumptions. I will now turn to solvency. On solvency I think one
issue that's not often thought about and I think deserves a bit more attention is what scenario is used. Quite often
it's not really spelled out by the actuary what scenario is assumed. We could gather that they're looking at
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bankruptcy; but in some plans a different scenario could produce different results. For instance we do see plans
that are terminated by the employer because they're putting in place some other arrangement and the employees
continue to be employed. So that, if it's a final average plan, that could have an impact on the benefits that will

be ultimately payable. It should be clearly disclosed what scenario is selected and the CIA standards call for the
presentation not only of the liability under the scenario that is selected, but also a disclosure of a higher liability
under a different scenario, if applicable.

Now turning to discount rate, we have a particular policy that we've published several years ago, but I think
it's worth coming back to. It's really affects typically people who are the age range within 10 years of pensionable
age. So typically these people may have an option on plan termination between taking the commuted value or the
pension which then would indicate that you look at an annuity proxy. So in those situations where there is an op-
tion, we would expect the actuary to assume that at least 50% would choose the option that's more expensive to
the plan. That's something we have had in place, we used to have a policy for 100% but we decided that was per-
haps a bit extreme, so we changed it a few years ago to 50%.

Now in terms of annuity proxy assumptions, there's a lot of questions about that and I think the practice is
not particularly clear for a good reason and that is there is not a very large market for annuities in Canada. If you
have a very large plan, or plan that is indexed, there's not a whole lot to go by and when the pension plan finan-
cial reporting committee does their annual survey they really don't have any of their data relating to this type of
plan so we know that it's not necessarily an easy thing to deal with for the actuaries and we, of course, would look
at the professional judgement in these cases.

Now some plans are using what is called the replication portfolio approach and those cases, those are rare, but
for us to feel comfortable with something like that it would have to be a really large plan for one thing. And I don't
really want to put a number on it but it's a question of judgement but certainly a 15 million dollar plan really
should not use this approach. It could be large and indexed but the consideration is the same. It's really a situa-
tion where you could reasonably think that buying annuities is not realistic and something else would have to be
done to disburse the benefits. In a situation like that, for that to be acceptable we think there should be enough
information and, for instance, what interest, what rates of return are assumed for the matching portfolio, the repli-
cating portfolio, so that there is ample justification for the approach that's followed.

Wind-up expenses, one of our favourites, we do find sometimes assumptions that just seem so low you know
but I think it's improving. We tend to look at it as what does it represent per member? Does it look reasonable?
So if it's 10 dollars per member we might think that it's not realistic. Again it's getting better. But that's a ques-
tion we often raise with actuaries. Sometimes we get good justifications, but we often ask that to be reviewed.
Really, you have to think about what it would actually cost to go through the wind-up and we know there's not a
whole lot of information out there to help you. But it's becomes a question of judgement.

The projection of salaries that applies where you're looking at a scenario where employment is continuing
going back to the earlier discussion on scenarios. So generally speaking, where you have a final or best average plan,
and if the definition of average earnings is based on employment and there's nothing to say that a salary stop is
being considered, if the plan terminates, then it would mean that a salary projection would be necessary in that
context. So that could have a substantial impact in some cases but it's really depends on the terms of the plan.

The last point I am covering is retirement age. Of course from the CIA standard you have to look at the age
that maximizes the value for commuted values and that's not usually a problem. Sometimes it's maybe not as clear
as it could be how exactly it was done or what age was assumed. Consent benefit really is an issue that comes again
and in the context of a plan termination it could be certainly reasonable to assume that consent would not be given,
but if it's a benefit generally subject to consent then it's important to be clear on that front because we often have
to go back and ask actuaries did you assume that consent was given or not because it's not clear. I think it's im-
portant information.

Another area where I think we often we find that the disclosure is somewhat lacking, is for deffered vested
members and that's really relevant when you're looking at a solvency valuation because you are looking at the val-
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uation of the plan as if it was terminating. So all active members would become deferred vested at that point and
some plans provide different provisions for early retirement reduction between deferred vested members and mem-
bers who retired from service.

It's important to be knowledgeable about the pensionable age provisions of the Pension Benefits Standards Act
and we have a rule that no other legislation in Canada includes and not all actuaries are familiar with that. So I def-
initely would encourage you to look at that if you doing a valuation for a federal plan. Essentially under a federal
plan, you could not have a different age for an unreduced pension for people who retired from active service and
people who have deferred pensions. You could have different reduction factors but you can not have a different
unreduced age and that's what constitutes the pensionable age. It could vary by service, if that's to say that you have
an unreduced at age 60 with 25 years of service then any deferred member who has 25 years of service should be
entitled to a pension starting at 60 and there is no grow in on the service, it's based on the service that people have
at the time that they terminate, but that is a particular aspect of the PBSA that no other legislation in Canada has.

So that's it for my presentation. I'll be happy to take questions at the end after Chris' presentation. Thank you.

(Applause)

Speaker Chris Vanden Haak:Well thank you for making it this afternoon, I know it's probably a little hard. I’m
the last speaker of the day. Hopefully I will capture your attention for most of this. I want to talk about the set-
ting of the going concern discount rate. I should say this is a presentation actually that Bill Watson did, I think
along with Jean-Claude a couple years ago. I've just taken what he's done, essentially plagiarized it, and updated
it somewhat but it's the same concept so. Just jump right in then. Just the general road map, I want to talk about
some of the current challenges that pension actuaries face. Is everybody a pension actuary here or do we have a bit
of a mix? Show of hands. No pension actuaries? (laughter)

So you'll be familiar with this. Obviously I will talk about Mercer's process for setting the reasonable as-
sumptions for going concern and then tying that to the expected return on assets under CICA. We will follow the
process actually. And then just little bit about the future challenges that we're dealing with for setting going con-
cern assumptions. And then just a quick slide on the wrap-up.

So anybody that's read the newspaper in the last several years knows that pension costs matter. We've got
companies like General Motors, for example, that are basically a pension plan with a small manufacturing wing
to it. There's a lot of factors that have created that situation. There is an aging workforce. We see increase in re-
tiree liabilities especially relative to the active population at many companies. And as a result, the cost on the fi-
nancial statement's cash side is very significant for most, for many companies, if not all companies, particularly
against to the active operations.

The decline in interest rates, of course, hasn't helped that it's come at a very, very bad time for most plan spon-
sors. And to top it all off we see changes to the accounting standards that really drive those above factors home for
many companies.

So as a result of all that, we see heightened scrutiny. Plans sponsors are taking much greater interest, at least
our clients are, in the pension governance and renewing their corporate governance especially when it comes to
the pension plan. And the finance area, of course, is now getting much more on board than they were maybe five
or ten years ago. Auditors are asking just a myriad of questions right down to the basic detail of checking basic data.
Just an incredible process now to actually go through completing the financial statement for a company. Regulators
are obviously concerned. We've seen big declines and funded statuses. And of course they’re going to take notice
of that and they are scrutinizing things a lot more than they used to. And then again the business community, one
of the reasons for the changes in the accounting standards is criticism of being a sponsor of a DB plan in general
but also the financial reporting of those. So it's a tough time to be a pension actuary.

We also see a lot of litigation happening. One of my clients just recently went through a situation, a class ac-
tion, where the definition of pensionable earnings wasn't terribly clear perhaps in their plan document. The plan
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members sued them and wanted the Christmas turkey included, among other things. But the Christmas turkey
was actually one of the things that they wanted included in pensionable earnings. I am not sure how you come up
with a value for the Christmas turkey if you use the Costco price or…. (laughter) Don't know, but anyway.

Thankfully the members lost that one. Court decisions we’re seeing as results of those class actions the courts are
coming down and making decisions. We have to sort of figure out the facts of those court decisions and how they
apply to our various situations. And then there's fiduciary concerns. When do our clients act as plan administra-
tor and where are they acting as a plan sponsor? Funding decisions you know typically we consider those to be a
sponsor decision but the line gets blurred very easily and the same is true for the role of the actuary and who are
we actually representing when we are doing the work that we do. We have a stated interest in serving the public.
I suppose there are clients that are plan sponsors of members of the public. Many people believe that it's more the
plan members we owe that duty to. That's going to play out in these class actions because the actuary is definitely
getting pointed at more and more.

And one of the big things, of course, that's led to much of this bond yields and what that's done to the ac-
counting for pension plans but also the solvency position, the perceptions of benefit security. This is just a little
interesting statistic. I am looking at the going concern discount rates. These are FSCO's statistics. And the long
term Government of Canada bond yields. We'd seen quite a gap developing there between those two. All of this
needs a little math here. It's a very challenging environment for pension actuaries. It's actually interesting to hear
the Keynote Speaker actually from yesterday morning talking about experts in general and the fact that they're being
viewed more critically than in the past. And certainly I know that my clients are definitely looking for a few more
answers. Not just “here is the answer” but “why is that the answer.” Which is a good thing. I mean these are a chal-
lenging environment for us, but it's also a great opportunity.

So again actuaries must justify their assumptions. The Institute is now asking us to provide a rationale on
our valuation reports as well. And that's another good reason to have very strong rationale for the going concern
discount rate.

So just to make sure we understand the context here. What we’ll look at today is the traditional discount rate.
This is my financial economics caveat. I'm not really talking about yield, creating an economically sound pension
liability but more thinking about working out whether not a pool of assets that the company has decided to in-
vest in, whether or not those assets will be enough to match the cash flows of the pension plan.

So the question we're asking is what rate of return could we reasonably expect the pension fund to earn over
the long term? Now we're not necessarily making a prediction so much as reading the market and trying to un-
derstand what the market believes the return on the pension fund will be. So we're using that information on the
assets side of the balance sheet. We are trying to interpret that and use that on the liability side of the balance sheet.
And even the term liability is a little bit loaded I suppose. I like to think a bit more of the preset value of the cash
flows of the pension plan.

Historically the way that was done by most Mercer actuaries and probably most actuaries in general was to
look at a stable long term economic views, picking a discount rate of 7% or 8%, and sticking with that over the
long term, typically based on empirical or historical evidence. The rate was placed on where the market was at the
time of the valuation. The current approach that we would use is actually looking exactly at what the market views
are as of the date of the valuation. The Mercer method is to actually impose an overall maximum discount rate
that we would typically see for a pension plan with a typical investment mix. We've developed the tool with our
investment consulting colleagues that actually would look at the market, work out the yields on the various assets
classes, and then factor in a few adjustments and suggest that as a maximum discount rate. The individual actu-
ary then can go ahead and select any interest rate they wish as long it's within that range and there is a fair bit of
room still, in individual selection of assumptions and we will see that as we go through.

The first step is establishing a long term expected return for each asset class. For bonds that's relatively easy.
We can look at what the market for bonds is, look at the yield on those bonds, and use that as the baseline for the
bond portfolio side of the plan. We'd also split that by the different types of bonds but for the last few years the
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duration of the bonds hasn't really been to much of an issue because of flatness of the yield curve. It's seems to be
coming back though.

For equities, we would then start with those same long bond yields and then add in an equity risk premium.

The equity risk premium, again it's a model built by our investment consulting colleagues, considers things like
the expected GDP, dividend yields, and growth in corporate earnings. I'm not gonna tell you that I am an expert
in exactly how they've developed that. I am relying on my actuary brothers in the investment consulting practice.

The model provides three equity risk premium scenarios: a normal equity premium, a pessimistic, and an op-
timistic, and that maximum discount rate limit that we have would be on the optimistic side. Obviously best es-
timate is a range when we talk about things like this. I don't think we would have much of a consensus in this room
if we ask what should the equity risk premium be. So Mercer tries to acknowledge that within its own practising
actuaries as well.

The last step is to combine those expected returns based on the target policy mix of the plan. And then there's
various adjustments that need to be made to that expected return. There is provision for active management.
That's obviously a controversial issue. We're talking about a 30 year, 50 year, 80 year projection. Our clients like
to think that there going to get a lot active management benefits but then if we had all of our clients making those
extra benefits I'm not sure who's losing out, maybe non-Mercer clients. So, I'm being facetious. (laughs) So clearly
that's a bit of an issue. The idea is that the Mercer model will allow for that concept, certainly not encouraging
the individual actuary to use that, but there's a difference of opinion about whether that's valid or not. Then
there's, of course, the provision for expenses. If you are not using an explicit provision in the current service cost
then you’d look at the expenses as a percentage of the assets or liabilities and then factor that into the discount rate.

The last adjustment is the adjustment that the Institute is asking us to make, and that's having a margin for
adverse deviations. The current model is to base that on the proportion of the fund that's invested in equities.
Essentially we take back some of that equity risk premium that we've built in. The other thing to consider is
whether there any other biases and any other assumptions. That's certainly not encouraged because we would like
to be using best estimate assumptions for all of the various components.

So just a quick example of how the numbers work out. That first step we looked at the expected return by
asset class. We did the math on the asset mix. It came out with an expect return of 6.98%. We've added a little bit
there for active management - controversial for sure. And then we observed that the pension fund was paying
about 50 basis points in expenses. So we pulled that out and then margin for adverse deviation .68%, very precise
and going concern discount rate at 6.1. That slide I didn't update from the previous presentation. So those num-
bers are slightly out-of-date, mostly the 6.98 and the 6.1. I think it's still working out somewhere in that neigh-
bourhood at the moment.

So then the other assumptions, the economic assumptions in particular, would get tied to the market yields
as well. Things like inflation, the YMPE, and the salary scale. We would link those two on a building-block ap-
proach to inflation and would need to be based on the same market approach as the discount rate. There is not
much sense having a discontinuity there. And demographic assumptions again would be best estimate and when
thinking about that maximum discount rate limit that's imposed that would also include future mortality im-
provements, otherwise there'll be a further adjustment to the discount rate. The benefit of this approach is that if
you are using the best estimate assumptions on the economic and demographic side you end up with cash flow
projections that actually mirror our best estimate of what we think the pension fund is going to be paying out over
the next 30 to 80, to however many, years; and then you basically just discount those cash flows based on the pen-
sion fund return that we're talking about, the going concern discount rate. Typically we would end up with the
same cash flows for the CICA or accounting valuations.

We will reverse engineer a couple of numbers to look at whether 6.5 is still reasonable for a plan that has in-
vested 40% in bonds and 60% in equities. Let’s assume that 6.5 is before expenses. The margin for adverse devi-
ation is 50 basis points and in this case the yield on universal bonds is 4.8%. So if we do the math backwards,
roughly speaking the implied equity return would be about 8.5%, and that implies an equity risk premium of about
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4.3%. Now that's assuming that the discount rate is before expenses. If it's after expenses that equity risk pre-
mium actually pops up like close to 1% so you end up something like 5.2 around there. So again, don’t know if
that's reasonable or not or if that is perceived as reasonable by any of you but that's the implications of using that

6.5% for that plan.
So we are often asked to provide input on the expected return on assets assumption. We would use the same

approach as setting the going concern discount rate. Clearly the margins and things would be different and in fact
there would be no margin for adverse deviation since for accounting purposes it is intended to be a best estimate
assumption. But essentially the tool and the methods are exactly the same. Expense provision again might be a lit-
tle different, might not be handled the same way as you are for the going concern valuation but the expected re-
turn on the pension fund, it's the starting point, would be the same.

Some of the future challenges that we're dealing with in our models is how to incorporate alternative asset
classes. We’re seeing a lot more companies taking advantage of hedge funds and getting into real estate. Things that
are a little bit harder to read what the market thinks about those investments, so that's a bit of a challenge. Then
the margin for adverse deviation would also want to consider the impact of those hedge funds. That's a bit of a
challenge because some of those strategies may be trying to replicate a bond portfolio or extend the bond portfo-
lio and it's a little bit hard to understand exactly what the impact is going to be on the variability of the financial
position. And then lastly it's developing a margin for average deviation that's based on a stochastic measure of the
funded status. What was it the point 0.68 margin? Very precise. That's not necessarily based on most rigorous of
math, but we are trying to replace that with something a little bit more rigorous.

So just to wrap-up, I think most of you realise that it is challenging times for pension actuaries. The actuary
must be able to justify their assumptions. Certainly we now have to provide a rational for our assumptions and in
our opinion that leads to assumptions that are largely driven by the observed market conditions. Thank you.

Moderator Vary: So we'll open up the floor for questions now. If you could ask questions at the microphones that
will be much appreciated. And then I'll use my privilege as moderator to ask the first question. Which, it's actu-
ally; it may even be out of the scope of this discussion but it's more about setting accounting discount rates. As
everyone knows under Canadian GAAP and US GAAP and most others you set the discount rate based on the
corporate bond yields for high quality corporate bonds and it's more of a question for the floor. How are you in
your practice area setting those discount rates? Are you purchasing the Scotia Capital Bond Index? Now it's called
the PC Bond or the DX Bond Index or whatever they call it now. Or using like a fixed spread over government
bonds, which seems to be moving wider and wider on a daily basis. And is there something that the CIA should
be doing from this point of view to help pension practitioners set accounting discount rates? I don't know if Chris
has a comment.

Speaker Vanden Haak: Well we use the PC Bond data, but I think we would build their own yield curve from
that. I don't know if the CIA should be involved in that but clearly the growing gap between the Government of
Canada and corporates is a little bit troubling.

Moderator Vary: Anyone else has a thought on that? Any other questions for anyone else?

Jerry Lotterman: Jerry Lotterman. Jean-Claude you mentioned something on the salary scale about the negative
scales, on merit and promotion. Were you talking about just at specific certain ages or are you saying you would-
n't accept any negatives at all if it even is just a few ages?

Speaker Primeau: Well typically what we've seen would only apply to certain ages rather than the whole range.
Sometimes, it's typically at the higher age range but when you factor in the effect on the overall liabilities it could
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be quite substantial especially if it's a fairly mature group and that a lot of people are at those age ranges. So we
felt that it produces very low potential salary scale assumption and it could be a bit deceptive when you look at.

Jerry Lotterman: Now would you just challenge the actuary in a situation like that rather than automatically re-
jecting it so that the actuary comes back and shows you some demonstrated data or whatever or history.

Speaker Primeau:Typically the way we approach questions like that, is that we would ask the question. We don't
typically come out and say this is not acceptable you must change it. There's obviously judgement involved and
we don't necessarily know what the actuary has considered. So we would raise the question. This is something that
appears troublesome and then the actuary has an opportunity to discuss it with us and we might end up with ad-
vising them to rethink that for the next report.

Mr. Lotterman: And what happens in those situations, do they usually change if after you challenged them?

Speaker Primeau:Well it depends. Some do and some don't, you know. Some people are more accepting of ad-
vice than others. So if it doesn't change, we'll raise it again.

Mr. Lotterman: I guess similarly the question about your 50% assumption on solvency about taking the most ex-
pensive option. Again if the actuary doesn't use that you just automatically challenge them and again can they
demonstrate to you that it is reasonable. My understanding is that in most plans I've seen the vast majority of em-
ployees usually take lump sums, which tends to be the somewhat cheaper option. Just wondering what your com-
ments are?

Speaker Primeau: But now we are talking about people who are in their retirement age range, typically people
who are over 55. It depends on the issue. This one I think we wouldn't be very flexible on. We're really talking
about plan termination.

Mr. Lotterman: Sorry, I did think you were talking about everybody there. You were only talking about the re-
tirement eligible people?

Speaker Primeau: It's where people have an option between the commuted value or a pension so that would

mean that they are entitled to immediate retirement. Some plans don't provide the commuted value option. When
a person is entitled to immediate retirement it's not a requirement under our legislation to provide it, so it's a
function of a plan’s terms. Quite often even if a plan’s terms don't necessarily allow it on an ongoing basis they might
offer it if the plan is terminated. That's one that we probably wouldn't accept. So we would look at, for instance,
we would typically ask the actuary to provide the quantification of the difference it makes. If it's substantial, we
have a concern and we might ask for the report to be redone.

Mr. Lotterman: And just a final comment, I guess, just on the wind-up assumptions. You might want to consider
just like Ontario has done is publishing stats and what wind-up assumptions have been used by actuaries. I find
that very helpful.

Speaker Primeau: Are you talking about expenses?

Mr. Lotterman: Expenses, but overall assumptions as well. That one in particular is very helpful.
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Speaker Primeau:When I did this presentation in 2006, I had at that time shown a table of that assumption. I
didn't redo it this time because I didn't think it would have changed that much. There is a very wide range obvi-
ously and we have a lot, you know of small plans might typically have, when you report on an assumption per mem-

ber, very small plans have a very large effect. So I was finding it a little difficult to make a conclusion based on that.

Mr. Lotterman:Ontario publishes it based on plan size, I think, depending on the number of members or what-
ever. It does help the actuary somewhat in that assumption so it will be probably helpful for practitioners.

Speaker Primeau: Ok I appreciate that comment. Thank you.

U.M.: Jean-Claude would it ever be reasonable to assume like zero wind-up expenses? Take a situation where like
the employers actually intending to wind-up the plan up in the next couple of years, and essentially made that pub-
lic to its employees, and has committed to pay the expenses directly from the company. Could you assume in the
wind-up scenario, solvency valuation, like zero expenses payable from the fund?

Speaker Primeau: I think in the example you gave you've got a pretty firm commitment so I would think that
will be acceptable. We would want to see some substantiation of that, more than just the actuary thinks that the
employer might pay it. That's not very convincing but the example you gave certainly sounds reasonable.

Moderator Vary: The actuary probably wants something from the client too I would imagine.

Speaker Primeau: I think they should definitely, to support that kind of assumption.

Alain Jacob: Alain Jacob. First question to Jean-Claude. You mentioned the 6.5% expectation in interest rates.
What's your expectation on long term inflation? And then a question maybe to both. What do you think of the
use of a provision as a percentage of liabilities like 10% of liabilities for, as a margin instead of using a reduction
in the interest rates? Do you consider this? In your model is it a possibility?

Speaker Vanden Haak: Yeah, I mean I think the individual practitioner wouldn't be constrained to a particular
method of coming up with that margin. I think in some ways having a margin built into the discount rate, it's
pretty hard for the plan sponsor to understand what level of protection that margin is providing. The actual num-

ber appearing in the report would give them at least some gauge of what it's doing. We do have that in our model
report, if people want to go through that in there, it's kind of suggested additional piece of information. I think
the CIA, if I'm not mistaken, has sort of mentioned that as being one of the lacking areas in our valuation reports.
It's kind of hard to understand what half a percent or .68%, what level of protection, what kind of event does that
help you with? I would agree with that it's much more transparent.

Speaker Primeau: I'll start with that question. The concept I must say I haven't seen it, but I can see some ap-
peal to that. I would imagine that in that case your assumptions are all best estimates and you have an explicit mar-
gin. I wonder if on the tax side, they might have issues with that. But certainly for us, you know, we would also
probably look at what the CIA, what CIA guidance there is, if any, on the subject. But it's not a question that has
really come up in actual fact. Your first question was about expectation on long term inflation. I can't say that we
have a specific expectation on that. You're probably thinking about index plans and what's reasonable to assume.
Often actuaries use the building block approach to build their discount rates. You imagine you would have con-
sidered that in any case. You would want that to be consistent. I would think the given the current context that
somewhere between two and three percent is what we would typically see.
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David Hart: David Hart. Just a comment on that 10% of liabilities. I have heard that CRA does not really want
to accept anything that seems to be a dollar amount for adverse deviation, like an extra 200 thousand or 10% of
liabilities. Something like that they may look at and say that they now want to be able to have say surplus about

realistic of 20% of liabilities so I think you would have trouble getting their acceptance.

Speaker Vanden Haak: I think we also have to build that margin into our assumptions, I think, the way the
standards are written. At the very least I would think you could build it into your discount rate, such as what
we're doing, but then at least provide disclosure of what that represents on a dollar basis. You kind of get to the
same spot but reverse engineering it.

U-M: In our standards it says you should provide a provision for adverse deviation. But you are allowed not to and
so report essentially. And we see some of our clients want to do that and just sort of fund the going concern on a
best estimate assumption. And explicitly have no provision for adverse deviations. Any comments on that from
either person?

Speaker Primeau: So you are talking about having no provision at all?

U-M: No provision in the going concern valuation and explicitly stating such.

Speaker Primeau: From our standpoint we find that's not really appropriate. Again we're looking at our man-
date. It's to protect benefits and if, in the long term, you're setting your assumptions such that there's a 50%
chance of being ok; you know that doesn't seem to provide for much protection. Of course the size of provision
could very much vary among such circumstances - the employer, their tolerance to risk, but I would have an issue
with that kind of explicit statement.

Speaker Vanden Haak: And I mean, I think we would allow in general a practitioner to go down that road with
clear disclosure of what the client is wanting to do there. Certainly the other issue with that is, it comes down to
a little bit of semantics too. If the client thinks that five percent is a good discount rate and there's no margin in
that discount rate and I am happy with six and I consider that to have a margin in then five is fine, so you are kind
of getting to that issue as well.

U-M: Yeah, exactly than you could actually avoid explaining what your margin is. Like you could avoid explain-
ing the .68, right? You know, well there is none, but I don't think there is you know. I'm not saying there is.

Speaker Primeau: I would think in reality if you're setting your assumption you must have in mind that you do
have a margin and how much it is, otherwise, if you don’t know what your margin is then you don't know what's
your best estimate either.

U-M: Certainly it's up to the deciding actuary to have a good handle on that but in some cases the client discus-
sion is separate from that valuation report.

Moderator Vary: Any other questions from the floor? We have lots of time.

Don Fischer: Don Fischer. A question on equity risk premiums. What would you normally see in a range of eq-
uity risk premiums fall into, and what would be acceptable? And behind the 6.5%, is there a specific equity risk
premium that the basis of that 6.5%?
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Speaker Vanden Haak:Well based on the inputs, the 6.5 that was getting back to the equity risk premium about
4.3%. As to what acceptable range actually is, I mean I don't even feel equipped to answer that question. It's a mat-
ter of judgement. I think that 4.3 probably resides in the range of reasonable. It's a shifting target as well. I think

the market would change that from time to time. You could pose that question to Warren Buffett and he would
have a good answer presumably and he's obviously much better equipped to answer that.

Speaker Primeau: I couldn't tell you what specific equity risk premium we considered. We've done some analy-
sis to come up with our 6.5% guide. We don't necessarily have all the resources that some of you people have at
your disposal but we have made use of the information that the office of the Chief Actuary analyses for the valu-
ation of their pension plans, Canada Pension Plan and the public sector plans; and in terms of what is expected
by asset class, and there are different expectations depending whether it's Canadian equities or foreign equities and
so on. We’re applied those expectations against the typical asset makes that we find in our plans, which is close to
a 60% equity, 40% bond mix. I wouldn't think that it's as high as 4.3 but I don't have that number off-hand.

U.M: At the CPP review presentation earlier this morning, I think it was low four’s that was the equity risk pre-
mium, the long term that they had assumed in their model. Was that their best estimate like low 4%, 4.2, or
something like that? And then the review panel came out and said that may actually be a bit conservative and they
may of gone a little bit higher on the equity risk premium. Didn't say how much. Does anybody remember that
session this morning?

Jean Lafleur: Jean Lafleur. My question is for Jean-Claude. If a plan has a provision that the employer can, in case
of downsizing, subsidize early retirement but has not applied that for the past five or ten years, does it have to be
taken into consideration either on the ongoing or solvency side?

Speaker Primeau: It might depend on how the benefit is expressed. If it's just a general clause that doesn't really
specify what the benefit is, I am not sure that's really what we have in mind when we talk about consent benefits.
What we typically see as consent benefits are fairly explicit. You know, if you have you retire with so many at this
age, and this many years of service, then you will be entitled to this unreduced pension, let’s say, if the employer
consents. I know that sometimes you have these types of more general clauses but again with the type that you’re
describing it's pretty vague and it might not even say really what the benefit is. Probably when they actually have
to do one they might need to amend the plan to describe what they're doing which would suggest to me that's
not necessarily the type of benefit that I was thinking of when I was talking about that earlier. On the solvency
front, well typically consent benefits we accepted they're not going to be included on the basis that if the plan was
terminating, there is no obligation for the employer to provide these consent benefits and they probably would-
n't. Now some actuaries will factor them in, but it really depends. Specifically if a plan has a consent benefit that
is always given, they want to make sure that it's funded adequately then it would be prudent to include it in the
solvency basis as well.

Moderator Vary: Last call for questions. Ok, well thank you to our speakers, Jean-Claude and Chris, thanks
very much.

(Applause)
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