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Agenda
• Standards of Practice
• Educational Notes
• Accounting Discount Rates
• Annuity Guidance
• Jumbo/Indexed Plan Guidance



Standards of Practice
• Revisions to pension specific standards, except 

commuted values
– Revised Exposure Draft issued February 16, 2010
– Comment period expired March 31, 2010
– Approved by ASB on June 3, 2010

• Goal – to provide a high-level summary of 
changes/highlights under the:

– Revised Exposure Draft, and
– Final standards



Standards of Practice
• Significant changes in Revised Exposure Draft

– Going concern discount rate assumption
• Preclusion of additional returns from active investment management
• Reflects ASB’s view of the unreliability/uncertainty of the possible 

benefits
– Contingent benefits (going concern valuation)

• Actuary must consider making provision based on past experience 
and current circumstances

– Gain / Loss Analysis
• Required for going concern valuation
• Required for solvency / hypothetical wind-up valuation only if no 

going concern valuation



Standards of Practice
• Significant changes in Revised Exposure Draft

– Sensitivity requirements
• For one solvency / hypothetical wind-up valuation, the effect on 

liabilities of 1% reduction in discount rate
• For one going concern valuation, the effect of 1% reduction in 

discount rate on funded status and service cost
• ASB gave serious consideration to identifying significant factors or 

events that may affect the future security of benefits in the event of 
plan wind-up or pattern of future contributions – thoughts?

– Hypothetical Wind-up Scenario
• Changed from “maximum cost” to able to exclude effect of post-

wind-up plan member earnings



Standards of Practice
• Changes in Final Standards

– Discount Rate
• Reference to use of fixed income-related discount rate for a going 

concern valuation added
• Preclusion of additional returns from active investment management 

modified
– additional returns may be assumed where actuary has reason to 

believe, based on relevant supporting data, that additional returns will 
be consistently and reliably earned over the long term and provides a 
description the rationale for such assumption

– Hypothetical Wind-Up
• clarification that scenario that maximizes the wind-up liabilities 

relates to the circumstances resulting in the wind-up (vs. 
assumptions) 

– Other lesser changes and clarifications



Standards of Practice
• Highlights of New Standards

– Funded Status
• “is the difference between the value of assets and the 

actuarial present value of benefits allocated to periods 
up to the calculation date by the actuarial cost method, 
based on a valuation of a pension plan.”

– Best-estimate going concern valuations
– Incremental cost
– Contingent “wind-up” benefits



Standards of Practice
• Highlights of New Standards

– Rationale to be provided for method changes
– Substantial re-organization

• 3200: Advice on Funded Status and Funding
– Types of valuations
– External User Reporting

• 3300: Full or Partial Wind-Up Valuations
– Assumptions
– External User Reporting

• 3400: Accounting



Standards of Practice
• Highlights of New Standards

– Clarification that wind-up of a plan involves settlement of 
plan benefits and distribution of all plan assets

– Proviso eliminated: that SoPs relating to wind-up, 
hypothetical wind-up or solvency valuations apply only to 
plans registered under the ITA (Canada)

– Valuation to establish value of letter of credit, advice 
regarding assets to be earmarked, advice on the 
implications of plan amendment constitute advice on 
funding



Standards of Practice
• Highlights of New Standards

– Greater interaction with plan funder:
• Reference to funding policy
• Use of a particular actuarial cost method or asset 

valuation method
– Forecast actuarial cost method may now be used
– Increased reliance on general standards:

• Current requirement to include future salary increase 
assumption in a going concern valuation eliminated



Standards of Practice
• Highlights of New Standards

– Practical changes:
• Assets should be valued at market value for purposes of 

a hypothetical wind-up valuation, as opposed to 
liquidation value

• Treatment of contingent benefits in a hypothetical wind-
up valuation

• Actuary may describe limitations on tests conducted in 
review of data

– Increased disclosure (see s. 3260)



Standards of Practice
• Implementation

– Effective date is December 31, 2010 (i.e. for 
valuations where calculation date is on or after 
December 31, 2010)

– Certain provisions of the final Standards conflict 
with existing Standards

– As such, early implementation of the new 
Standards is not permitted.



Roles / Responsibilities
• PPFRC prepared draft Standards attached to Notice 

of Intent – September 3, 2008
• Responsibility of ASB to make decisions regarding 

Standards
• Working Group formed in 2008

– Consists mainly of members of PPFRC and ASB
– This group responsible for Exposure Draft (April 2009), 

Revised Exposure Draft (February 2010), and final 
Standards

• PPFRC responsible for Educational Notes
– following slides provide a summary of ENs in the works



Educational Notes
• Calculation of Incremental Cost on a 

Hypothetical Wind-up or Solvency Basis
– Draft issued April 9, 2009
– Revised draft incorporating changes from Revised 

Exposure Draft issued April 16, 2010
• Relatively minor technical changes and improvements

– Likely to be finalized shortly with possible technical 
adjustments



Educational Notes
• Determination of Best Estimate Discount Rates for 

Going Concern Funding Valuations
– Draft issued June 17, 2009
– Modifications in progress to reflect final Standards

• e.g. prohibition of anticipating active investment management 
benefits

• “ …for publicly-traded equity investments, the assumed future long-
term expected return includes a ‘risk premium’ in the range of 2% to 
4% percent per annum over the yield on long-term Government 
bonds”

– Other possible changes under review
– Comments?



Educational Notes
• Sensitivity Analysis to Illustrate the Effect of 

Adverse Deviations for Pension Plan Actuarial 
Valuations
– Draft issued April 9, 2009
– Will be abandoned in view of specified sensitivities 

in final Standards



Educational Notes
• Commuted Values

– April 2006 EN requires technical updates to 
conform with recent changes in SOP

– Consideration is being given to additional changes 
to deal with “conditional indexing” or “excess 
indexing”

• e.g. what discount rates would you use to determine a 
CV for a plan where indexing was “excess of 6%”?



Educational Notes
• Other Recent Notes

– Transfer Values Ontario Reporting Requirements –
November 2009

– Selection Of Mortality Assumptions – March 2008
– Guidance on Asset Valuation Methods – November 

2007
– Expenses in Funding Valuations – January 2007
– Events Occurring after the Calculation Date of an 

Actuarial Opinion – January 2007



Future Educational Notes?
• Terminology for Going Concern Funding Valuations

– Consideration of possible EN under review
– To address possible inappropriate references to “liabilities” 

and “cost”
– Referencing to the definition of “Funded Status” added to 

General Standards
• Forecast Actuarial Method

– Referencing the use and considerations regarding such 
method(s)

– ASB has encouraged CIA’s Practice Council to develop 
such an EN

• Other suggested ENs?



Break - Questions and Comments

?



Accounting Discount Rates
• Accounting standards require that discount rates for 

active pension plans be based on high quality 
corporate bond yields

• Discount rates suggested by actuarial firms have 
sometimes diverged significantly, particularly during 
the recent financial market turmoil

• In April 2009, PPFRC established a subcommittee
– Examine whether guidance related to accounting discount 

rates could be provided to pension actuaries
– Possibly narrow gaps between actuarial firms



Accounting Discount Rates
• Subcommittee analyzed a number of approaches for 

developing the high quality corporate yield curve 
underlying the discount rate determination

• A webcast was held in November 2009
– Reviewed the work performed by the subcommittee
– Discussed the subcommittee’s preliminary conclusions
– Requested feedback



Accounting Discount Rates
• Based on feedback received from the webcast, the 

subcommittee has written to the audit firms’ Technical 
Partners Committee for guidance on the acceptability of two 
potential approaches for developing the yield curve
1. Provincial AA-rated bond curve, plus a credit spread adjustment
2. Supplement AA-rated corporate bonds with A-rated bonds

• Subcommittee also investigating the feasibility of the CIA 
publishing a monthly yield curve that can be used to develop 
discount rates

• Once guidance is received from the Technical Partners 
Committee, subcommittee will decide on next steps



Annuity Guidance
• Annual guidance provided by PPFRC in

April 2010 EN
– Based on illustrative quotes from six insurers at

December 31, 2009, supplemented by information on 
actual purchases

• For a non-indexed group annuity, guidance provides 
that discount rate determined as (in conjunction with 
the UP94@2020 mortality table):

– The unadjusted yield on Government of Canada long-term 
bonds (series V39062), plus

– 40 basis points (“bps”)



Annuity Guidance
• In order to monitor group annuity pricing, PPFRC collected 

illustrative quotes at March 31, 2010

• PPFRC concluded that guidance in April 2010 EN remains 
appropriate

AVERAGE OF THE THREE MOST COMPETITIVE QUOTES 

 Large Purchase Small Purchase 
 31/12/2009 31/03/2010 31/12/2009 31/03/2010 
Retirees 
• Discount rate 
• Spread over CANSIM 

V39062 

 
4.51% 

+ 0.42% 

 
4.53% 

+ 0.54% 

 
4.52% 

+ 0.43% 

 
4.47% 

+ 0.48% 

Deferred vesteds 
• Discount rate 
• Spread over CANSIM 

V39062 

 
4.46% 

+ 0.37% 

 
4.51% 

+ 0.52% 

 
4.40% 

+ 0.31% 

 
4.26% 

+ 0.27% 

 



Jumbo/Indexed Plans
Background

• The April 2010 EN contains a draft appendix (see 
Attachment) that provides guidance on alternative 
settlement methodologies for very large (“Jumbo”) 
plans and/or plans with CPI indexed pensions
– PPFRC is seeking feedback before finalizing guidance

• Focus is on plan liabilities that are assumed not to be 
settled through members’ elections of commuted 
value transfers



Jumbo/Indexed Plans
Regulatory Requirements

• All jurisdictions require, with limited exceptions, that 
minimum funding rules reflect plan’s solvency 
financial position

• Definition of solvency financial position not consistent 
between jurisdictions
– Ability to smooth assets and/or solvency liability
– Ability to exclude certain benefits (e.g., indexing)
– Plan wind-up versus termination



Jumbo/Indexed Plans 
Standards of Practice

• “If the report gives advice on funding, then the actuary 
should…disclose the financial position of the plan if it were to 
be wound up on the calculation date…” [Subsection 3600.03]

• For a hypothetical wind-up valuation “the actuary should 
assume that the wind-up date, the calculation date and the 
settlement date are coincident.” [Subsection 3740.05]

• “The actuary would apply to a solvency valuation the 
standards for a hypothetical wind up valuation unless
– Otherwise required by legislation, or
– Otherwise permitted by legislation and if called for by the terms of the 

engagement.” [Subsection 3750.02]



Jumbo/Indexed Plans 
Standards of Practice

• Subject to certain exceptions, “the actuary’s advice 
on funding should take account of the plan’s benefits 
at the calculation date..” [Subsection 3400.03]

• “The appropriate assumptions for other matters is 
continuation of the status quo, unless there is none or 
unless it will change, and the actuary so reports” 
[Subsection 1730.02]
– An actuary’s assumption about the regulatory environment 

is considered an assumption about “other matters”



Jumbo/Indexed Plans
Canadian Group Annuity Market

• Roughly $1 billion per year
• For a single purchase, pricing may start becoming 

less favourable when size exceeds $50 million
• In our experience, insurers do not like annuities with 

uncapped CPI indexed pensions, due to difficulty of 
hedging inflation risk
– No active market
– Even for a small purchase, insurers may quote extremely 

high premiums or refuse to quote



Jumbo/Indexed Plans 
Key Challenge

• How does an actuary estimate the cost of 
settling the liabilities on the valuation date for a 
jumbo and/or indexed plan when there is no 
competitive annuity market for these liabilities?



Jumbo/Indexed Plans 
Possible Approaches

1. CIA guidance for “non-Jumbo” group annuity 
purchases

2. CIA commuted value standard used for all plan 
liabilities

3. Base discount rate on yield of “replicating portfolio”
– There are a number of variations of this approach

4. For CPI indexed pensions, assume that upon wind-
up plan is amended to exchange CPI indexing for 
fixed increases

5. Others?



Jumbo/Indexed Plans 
Questions

1. Are changes to pension laws and/or actuarial 
standards needed to properly address this issue?

2. How big should a plan be to be considered a Jumbo 
plan?
– In some cases, it may be possible to market a large 

annuity in one purchase, but at an unfavourable price
– In some cases, it may be possible to market a large 

annuity as a series of smaller annuities over a period of 
time

3. Is the CIA guidance for “non-Jumbo” group annuities 
appropriate for Jumbo plans?



Jumbo/Indexed Plans 
Questions

4. For the replicating portfolio approach, how much 
security should the actuary assume is provided?
– Should insurance principles be used? How would the 

actuary implement this?
– What type and quality of investments should be used?
– How close should the replication be?
– What mortality assumption should be used?
– Should the assumptions include provisions for adverse 

deviations (“PfADs”) to reflect risks such as credit risk, 
longevity risk and asset-liability mismatch risk?
• Who should be responsible for establishing any PfADs?



Jumbo/Indexed Plans 
Questions

5. In what situations is it appropriate to used the CIA commuted 
value standard for all plan liabilities?
– Only when forced commutation upon wind-up is permissible under the 

plan terms and pension law?
– Should any adjustments be made to the assumptions to produce 

transfer values that are higher than those produced by the commuted 
value standards?

6. For plans with CPI indexed pensions, how should PPFRC 
develop guidance given that there are almost no data with 
respect to actual purchases?

7. Should all plans with CPI indexed pensions be eligible for 
alternative settlement methodologies, no matter the size?



Jumbo/Indexed Plans 
Questions

8. In what situations is it appropriate to assume, for 
CPI indexed pensions, that upon wind-up the plan is 
amended to exchange CPI indexing for fixed 
increases?

9. For an Ontario-registered plan with CPI indexed 
pensions that is not Jumbo, should an alternative 
settlement approach be permissible for the solvency 
valuation if indexing is being excluded from the 
liabilities?  

10.Are there any other alternative approaches that 
should be considered?



Questions and Comments

?



Attachment
April 2010 Educational Note: Assumptions for Hypothetical Wind-Up and Solvency Valuations with 
Effective Dates Between December 31, 2009 and December 30, 2010 - Alternative Settlement 
Methodologies (Draft Appendix)

Due to capacity constraints within the Canadian group annuity market, it is possible large plans would not be 
able to purchase annuities upon plan wind-up. While the capacity of the group annuity market is not clearly 
known, the PPFRC believes groups representing non-indexed annuity liabilities exceeding approximately $500 
million may have difficulty in effecting a purchase. Also, as discussed above, the availability of CPI indexed 
annuities of any size may be severely limited.

It may be possible to market a large non-indexed annuity as a series of smaller annuities over a period of time, 
thereby enabling a plan with greater annuity liabilities to access the annuity market anyway. In this event, it 
would be reasonable to apply the guidance provided in this educational note for smaller annuities, 
notwithstanding the deferred settlement likely to be experienced in practice. However, this approach may not be 
suitable, or even possible, in every instance.

It is very difficult to predict how the benefits of members in receipt of a pension would be settled for large non-
indexed plans or indexed plans with effectively no access to group annuity markets. In the absence of any 
practical experience, the actuary would make a reasonable hypothesis for the manner in which the benefits may 
be settled. In making such a hypothesis, the actuary would consider relevant legislative requirements and any 
relevant regulatory guidance.



Attachment (cont’d)
April 2010 Educational Note: Assumptions for Hypothetical Wind-Up and Solvency 
Valuations with Effective Dates Between December 31, 2009 and December 30, 2010 -
Alternative Settlement Methodologies (Draft Appendix)

The actuary would develop assumptions consistent with the selected hypothesis.

Possible alternative settlement methods might include mandatory cash payments to plan 
beneficiaries or the establishment of a replicating portfolio in trust to provide for the payment of 
pension benefits over an extended period of time.

If contemplating cash settlements, the actuary would consider whether the amounts provided 
would be higher than the minimum commuted values provided for under section 3800 of the 
Standards of Practice, to allow for

– the guaranteed nature of the benefit the plan beneficiary would be entitled to if an annuity had been 
purchased as compared to the best estimate valuation used for optional commuted value transfers under 
section 3800, and

– the commuted value to be sufficient for a plan beneficiary to purchase their own annuity on an individual 
basis without substantial loss from their original entitlement.



Attachment (cont’d)
April 2010 Educational Note: Assumptions for Hypothetical Wind-Up and Solvency Valuations with 
Effective Dates Between December 31, 2009 and December 30, 2010 - Alternative Settlement 
Methodologies (Draft Appendix)

If contemplating a replicating portfolio, the actuary would consider:
– the very high degree of security required regarding the funding of members’ pensions, without further recourse to the plan 

sponsor, to provide a result comparable to a purchased annuity,
– the use of fixed income investments of sufficiently high quality for appropriate matching of the liabilities,
– the use of plan specific mortality experience plus allowance for future mortality improvement in developing the expected 

cash flows to be immunized,
– the expenses associated with maintaining such a portfolio, and
– appropriate provisions for adverse deviations to reflect risks such as credit risk, longevity risk and asset-liability mismatch 

risk.
For CPI indexed annuities, a further settlement method which might be contemplated would be to substitute a 
fixed annual percentage increase for CPI indexing. The fixed percentage indexed annuities could then be 
assumed to be purchased based on non-indexed annuity pricing assumptions. Under this methodology, the 
actuary would need to consider the value of the protection a CPI indexed annuity provides against higher-than-
expected inflation. For example, a fixed increase percentage higher than the inflation rate implicit in real return 
versus nominal bond yields may be appropriate to compensate for CPI based inflation protection. 
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