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Moderator John Hill: I’ll start by introducing myself. My name is John Hill. I’m an actuary with Canadian Pacific. I 
work in the pension plan management group there. 

CP started its defined benefit pension plan in 1903 and it’s continued operations since then. It’s about $7 billion in 
assets/liabilities, so for a company with a total market cap of about $11 billion, pensions have a very significant influence 
on the company.  

So with that I’ve a deep personal interest, and I have a company interest in being moderator of today’s session. I’ll 
introduce today’s two speakers. Greg Heise is a partner with Morneau Sobeco. He leads the pension consulting practice 
here in Vancouver. He’s been with PPFRC [the Committee on Pension Plan Financial Reporting] since 2006 I think it 
is, and has been Vice-Chair for a couple of years. Gavin Benjamin is a senior retirement consultant with Towers Watson 
in Toronto and later this week will become the Chair of the PPFRC. 

(Background conversation) 

I’ll just briefly go over our agenda. Greg will be speaking about recent changes to the pension Standards of Practice, and 
some Educational Notes. At that point we’ll take a short break, or a break for questions. Unless there’s something 
specific you need to ask to clarify about a slide, I think we’ll hold questions until that pause. And then at that point we’ll 
switch over to Gavin, where he will lead us through some educational notes. Sorry, actually Greg will touch on some 
educational notes as well, then we’ll have a pause and then Gavin will speak about the accounting discount rates, the 
annuity guidance and, I think, in an extended period we’ll talk about the jumbo and indexed plans. So with that I’ll 
hand it over to Greg.  

Gregory Heise: Thanks, John. Nice to see so many familiar faces here. Firms are too cheap to send their people out to 
Toronto for meetings, I guess, so all the Vancouver people are here.  

So, Standards of Practice; if you’re up to speed, these were just approved by the Actuarial Standards Board a couple of 
weeks ago. This has been a long, long process. The first discussion paper came out on changing our Standards of Practice 
in, I believe, October 2005. And since then there’s been a working document, a notice of intent, an exposure draft, a 
revised exposure draft and here we are today. 
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We provided an update at the annual meeting last fall. We’re going to try and focus in on some of the changes that have 
happened since then, that being specifically the revised exposure draft and then the final standards that have just been 
approved. 

The goals provide a high-level summary of the changes and highlights under both of those two documents. 

The significant changes in the revised exposure draft, we’ll start off with probably the most prevalent one and this is 
actually the foremost reason why a revised exposure draft was issued. If it hadn’t been for this first change, we likely 
would have just went from exposure straight to final standards.  

So, the preclusion of an actuary taking into account in advance in their interest discount rate assumption the value added 
by active management of the assets. The revised exposure draft said that, in no way, shape or form could an actuary take 
that into account in determining their discount rate.  

Pretty significant. This was an initiative that came from the ASB and reflected the ASB’s view of the unreliability and 
uncertainty of taking that kind of additional active management into account in advance. It doesn’t mean that a plan 
won’t be able to benefit from active management; it just means that the ASB didn’t believe that you should be able to 
factor it in, in advance. It’s been modified somewhat in the final standard, and I’ll get to that in just a second.  

Other significant changes in the revised exposure draft: contingent benefits. In the current Standards of Practice you’re 
required, when preparing a solvency or hypothetical wind-up valuation, to take into account certain contingent types of 
benefits. This was never explicitly a requirement under a going concern valuation, although I think many of you will 
agree that it probably should be something that’s considered by actuaries. For example, you could have a pension plan 
out there that allowed the sponsor to waive early retirement penalties on an ongoing basis and many times actuaries 
wouldn’t necessarily factor that into the retirement assumptions, which could potentially lead to underfunding. So this is 
something that will be taken into account and is reflected also in the final standards. 

Gain and loss analysis: the group working on the standards, which progressed over the years from being the PPFRC to a 
specific designated working group, this flip-flopped. We’re actually, originally not going to require a gain and loss on a 
going concern valuation and it was just going to be required on the solvency or hypothetical wind-up. We ended up 
going back on that and it is required if your valuation includes a going concern valuation. Which is actually no longer 
required but if you are doing a going concern valuation, you will also be required to do the gain and loss and the going 
concern. 

So for the most part, for those of us practicing in the pension area, things aren’t going to change in that regard. And you 
are no longer required to perform a gain and loss analysis on the solvency or the hypothetical wind-up. You can choose 
to do so, obviously, but you will no longer be required to do that. 

Sensitivity requirements: the revised exposure draft basically simplified this a little bit. You’re going to be required to 
show the effect of a 1% reduction in the discount rate on both the solvency hypothetical wind-up and the going concern. 
Pretty straightforward, most of us practising in the field could probably ballpark this pretty easily. If you’ve got your 
system set up correctly it shouldn’t be too much of a hassle to do this. You also would be on the going concern valuation 
reflecting this change in the normal cost or the current service cost as well.  

The Actuarial Standards Board gave serious consideration to requiring a discussion in the report regarding the significant 
factors and events that could affect the security of the benefits in the future. This is something that still will likely be 
explored. It’s not in the final standards. There is debate as to whether or not . . . if it was something minimal that was 
required, it might just end up being some template language that ends up in your boilerplate valuation and no one really 
pays much attention to it. Alternatively if it was intended to be a meaningful discussion of the issues, it could end up 
being three, four, five pages long.  

So there’s some debate as to what direction we might take in that regard still to be decided. But currently that discussion 
is not required in the report based on the final standards. 

Finally, hypothetical wind-up scenario: this has always been a bit of an issue that it says in the current standards you have 
to reflect the maximum liabilities that could be generated and we’ve been consistently trying to refine this to make it a 
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more meaningful figure. In the revised exposure draft we said that you could exclude the effect of post-wind-up plan 
member earning.  

Now onto the final standards. There is a very brief comment period on that revised exposure draft and for the most part 
there were significant comments received back specifically with respect to this whole issue, taking into account active 
management benefits in advance. The debate will likely continue. We weren’t all necessarily in agreement on the PPFRC 
or the ASB but it is in the final standards. There is one out and I’ve included the language here. So additional returns 
may be assumed where the actuary has reason to believe, based on relevant supporting data, that additional returns will 
be consistently and reliably earned over the long term and you’ll be required to provide a description of that rationale.  

For any of you who can read between the lines, that’s going to be pretty difficult. I’d like to see someone do that 
argument on let’s say, U.S. equities, as an example. 

The reason it was added in there, there are some asset classes clearly that you don’t necessarily even have a passive 
benchmark, e.g., infrastructure and real estate. So this out was basically added for those types of asset classes. But I’m 
sure we will see at some point in time it’ll likely come in as a query to the PPFRC, probably from a regulator, someone 
who has put together an argument for including the benefits of active management on Canadian equities or U.S. equities 
or Canadian bonds, and we’ll be asked to see whether or not it complies with the standards. 

There is a little bit of an out there but I think the intent is that the practice of including a significant value-added would 
be significantly curtailed. 

As I mentioned earlier, there was another clarification on the hypothetical wind-up. Based on the current standards, 
there have been some members of our profession out there who’ve always been unclear as to whether or not on your 
solvency valuation or your hypothetical wind-up valuation, did you have to reflect, when determining the maximum 
liabilities, the set of assumptions that would result in the maximum liabilities.  

Let me give you a specific example. Let’s say you’re performing a valuation and the CV [Commuted Value] interest rates 
are at four, and the annuity rates are at 4.2. Would you be required to use, and assume that, let’s say, CVs were offered 
to members over 55, would you be required to assume that they take the CV because the interest rate was four and the 
annuity rate was 4.2? There’s always been some question around that because that would maximize the liabilities. That’s 
been cleared up in the final standard. It is not necessary for you to reflect the maximum liabilities based on the set of 
assumptions, it’s more the scenario and the circumstances that you need to take into account to reflect those maximum 
liabilities. And as you can see by some of the other changes, us taking out the requirement to include future plan 
earnings, that’s been clarified somewhat. So I think some of the questions that have been around reflecting that 
maximum cost scenario have been refined in the final standards.  

There’s a whole bunch of other sort of lesser changes and clarifications in the final standards but they’re pretty minor. So 
in general now, just to get on to the highlights of the new standards and all of the changes that are in there, what as a 
group of professional actuaries signing valuation reports do you need to know? 

Well, first and foremost I would say you’re probably going to need to read the whole thing through, because it’s been 
completely redesigned, but we’re going to hit on some of the major points here today. 

There’s been a change to the general standard, so it’s actually not in part 3000, but in part 1000. We’ve got a new 
concept of funded status. Previously actuaries were relying on definitions I believe of financial position or financial 
condition, which really talked about liabilities, surpluses and that kind of thing. And for the going concern valuation, the 
group working on the standards really recognized that the terms liabilities and surplus, they don’t necessarily apply and 
aren’t necessarily appropriate to a going concern valuation. 

So we’ve got this new concept of funded status. And we may see this break into some of the model reports that we see 
firms using, we’ll see. But there’s a new definition there and it’s intended to be a little bit less stringent than when you’re 
talking about insurance liabilities as an example, which is what the general standards would refer to for a financial 
position or a financial condition. 
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Another big change: best estimate going concern valuations are allowed. Specifically under the current standards they are 
not allowed unless you have basically a plan administrator empowered to use certain sets of assumptions, or a plan 
document that mandates best estimate assumptions. So under the current standards, technically, best estimate valuations 
are not allowed. Under the new standards they will be. 

This is viewed as a positive by the group putting these together. I know that it’s going to raise some concerns on the 
regulator’s behalf. We talked about potential headlines such as, “Actuaries respond to funding crisis by removing 
conservatism.” Which isn’t what our intent is here, but the intent is that there’s a greater degree of transparency. You 
also now have to disclose all of your rationale behind your assumptions, so I would expect that many reports are now 
actually saying how much margin they actually have in there, if in fact they have a margin.  

And to do a best estimate going concern valuation, you’re going to have to have a conversation with your client. Because 
really it only allows you to do that if the terms of engagement that you have as the actuary with you and your client allow 
you to do that. So there’s going to be more discussion between you and your client on that regard. 

There are also some issues with the multi-employer plans not being able to do best estimate valuations before, and the 
whole issue of inter-generational equity. If you’re bringing in a significant margin, for example, a multi-employer plan, is 
that really fair to the current generation? So there are some issues there that have been potentially addressed by opening 
up the tool box and allowing that kind of valuation to be prepared. 

Incremental cost: this is probably the biggest change from a systems perspective. So you’re going to be required now for 
one of your solvency or hypothetical wind-up valuations in your report to also show the incremental cost of benefits or 
service or whatever between the two valuation dates. And you will be able to take into account, perhaps, the excess return 
that you would expect from a going concern interest rate over the hypothetical wind-up interest rate. So just to simplify 
that, if your going concern valuation is six, your hypothetical wind-up valuation is being done at four, you would be able 
to take into account in the incremental cost the two percent differential on the six versus four on your asset portfolio.  

But there’s an educational note out, it’s been a draft educational, it was released last year, I believe. We’ve got some 
comments on it. It will likely be finalized very shortly given the fact that the standards are now final. 

Contingent wind-up benefits: as I mentioned before hopefully this has been clarified as to what’s necessary to calculate 
the maximum cost scenario. There was also a whole issue of . . . Under the current standards, there are some plans out 
there that currently allow benefits on an ongoing basis. You might have a clause in your plan document that says, “The 
plan sponsor could decide to improve benefits up to the maximum pension limit,” and let’s say the clause was in there 
for a particular member or something like that. Well technically a current read of the existing standards would require 
that when you prepare that maximum cost scenario, for you to basically value a plan where everyone is receiving the 
maximum pension limit. In that circumstance, I think we can all agree, you don’t really end up with a very meaningful 
figure at the end of the day.  

So the whole point here is we’ve clarified what wind-up benefits are. And if you have an ongoing provision that allows 
the plan sponsor to, for example, waive part of the early retirement penalty, that would not be viewed under the new 
standards as a contingent wind-up benefit. So you would not need to reflect in your maximum cost scenario that the 
early retirement penalty was waived for all members. You will no longer need to do that. Under the current standards 
technically you do have to do that. I’m not sure everyone is, but you do have to do that under the current standards if 
you have that kind of clause in the plan document. 

We’re now providing rationale based on the changes of December 31, 2007 for all of our assumptions. You’re now 
actually also going to be required to provide it for methods as well as method changes. So that’s some additional 
disclosure. 

Perhaps a minor benefit of the complete rewrite, every word in the standard was reviewed and so there’s been a 
substantial reorganization of how the standards currently read, for the better we hope. Section 3200 dictates advice on 
the funded status of a pension plan or the funding of a pension plan. Right now under the current standards you have to 
go to a whole bunch of different sections to put together what we would typically call our funding reports. And our 
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funding reports for most of us include a going concern valuation and a solvency valuation, and perhaps a hypothetical 
wind-up valuation. 

You won’t have to necessarily go to all these different sections to get what you need to include as far as disclosure in your 
report anymore. Really it’s sort of one stop shopping on section 3200 now. So 3200 will cover everything that would 
typically be included in your valuation report. And if you read it you’ll see the disclosure section is probably three times 
longer than it currently is under the current standards. But for the most part you don’t necessarily have to keep jumping 
back and forth. You read 3200 if you’re preparing a regular going concern or one of your regular valuations and you 
should have everything in there that you need as far as preparing a report that’s compliant with the standards. 

Part 3300 now is a complete, sort of, stand-alone section for full and partial wind-ups; and 3400, a complete and stand-
alone section for accounting. And each of these sections has a specific disclosure requirement. Under the current 
standards there’s really just one external user reporting section that you have to interpret a little bit based on the type of 
valuation you’re doing. 

Clarification: the wind-up of a plan involves settlement of plan benefits and distribution of all assets. So under the 
current standards some might interpret that a plan wind-up could include all ceasing of accruals and that perhaps that 
you run out an immunized bond portfolio and that might be able to be considered as a plan wind-up. Under the new 
Standards of Practice that’s not the case. So if you’re running out an immunized bond portfolio because perhaps you’re a 
jumbo plan and you can’t go out and buy annuities, that would not be considered a plan wind-up any longer. And so 
that’s a bit of clarity there.  

The next point: previously the Standards of Practice did not apply to hypothetical wind-up or solvency of SERPs 
[Supplemental Employee Retirement Pension], as an example. They now will. So when you’re preparing the wind-up of 
a SERP, you need to comply with the Standards of Practice and the external user reporting language therein. 

We’ve also included language in the Standards of Practice on letters of credit, corporate asset-backed accounts that might 
be backing some unfunded SERP promise. Advice on implications of a plan amendment would constitute advice on 
funding. So there’s some additional clarity there. 

As I mentioned earlier, one of the other aspects, and maybe some actuaries won’t like this aspect, but there will be greater 
interaction with your client when it comes to decision making. This has been toned down somewhat from the working 
document that was released in 2007. And some of you will recall that at the time the group that was working on this was 
going to require that every plan in Canada had a funding policy. Now that’s still a great idea and it’s still probably 
something to hope for, but it’s also realized that it was actually probably a little problematic for the actuarial profession 
to require that document. But certainly there are more references throughout the new standards to things like referring 
to terms of engagement, circumstances of a plan. If you’ve got a funding policy out there that dictates what the margin 
should be, what the actuarial method should be, how you should go about asset smoothing, that’s specifically allowed for 
under the current standards and you can take those as the terms of your engagement and factor them into your valuation 
process. That’s not as clear, not clear at all under the current standards that that would be the case, so definitely some 
more interaction with the plan funder on those types of matters. 

The forecast actuarial cost method may now be used. For as long as I could remember the standards have talked about a 
forecast actuarial method, but said that you couldn’t use it. Well now we can use it, and as I’ll get to in a second on the 
educational notes. There’s going to probably need to be an educational note, hopefully after I’m off the PPFRC, on the 
forecast actuarial cost method or methods, because there will be likely a whole group of these types of methods.  

Increased reliance on the general standards: believe it or not for final average pension plans, I don’t think any of us 
would ever consider preparing a valuation for a final average pension plan without having a salary increase assumption. 
But the standards specifically had a provision in there, that if you were doing such a valuation you needed to include an 
assumption on salary increases.  

Well, we thought that was a little crazy, because it didn’t also require that you make an assumption on mortality or 
anything like that. So that’s been deleted. I mean clearly that would be accounted for under the general standards in the 
whole section on assumption setting. You need to make assumptions for things that are pertinent to your funding 
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valuation, so we’ve just deleted it out of the pension specific standards. It doesn’t mean you don’t have to make that 
assumption though. 

Practical changes; under the current standards, technically, when you performed a solvency valuation and a hypothetical 
wind-up valuation, the solvency is a subset of the hypothetical wind-up, you were not supposed to be valuing your assets 
at market value. You’re supposed to be valuating them at liquidation value, which for those of you who’ve worked on 
plan wind-ups is different from market value. That’s been changed. So for a hypothetical wind-up valuation, which 
would include a solvency valuation, you may use market value once we reach December 31, 2010. 

The treatment of contingent benefits in a hypothetical wind-up valuation: I would consider that a very practical change 
because there were lots of questions around what the maximum cost scenario was and what was a contingent wind-up 
benefit? That’s all been clarified. And some actuaries wanted us to go a little bit further on this last point, but there is 
now the ability for the actuary, you should describe or you may describe the limitations on your data tests. A lot of us get 
data from third party administrators and we all know that there’s some limitations as to the accuracy of that data but it 
was never really explicitly allowed for under the Standards of Practice that there could be some limitations. It doesn’t 
necessarily mean that that data is so limited that you would have to issue a qualified report but certainly now it’s taken 
into account that perhaps the data isn’t as good as you would have otherwise liked it to be, but perhaps still sufficient 
and reliable for the report. And in that case you need to describe the limitations on the data that you ran into. 

And there’s significant increased disclosure throughout the standards. And again, I would encourage you all to read the 
final version. 

From an implementation perspective and there’s already been a couple of e-mail exchanges on the general server, for 
those of you who still look at that, about this. But the effective date is December 31, 2010. So any valuation reports with 
an effective date of December 31, 2010 or later, you would apply this new standard of practice. 

Now, certain provisions of the final standards conflict with the existing standards—for example, the ability to use best 
estimate valuation—so early implementation is not permitted of the new standard. 

Some of you may or may not be aware of the change in roles and responsibilities, and just before I get into the 
educational note, I thought I would talk a little bit about this. This new standard has been a product of, initially, the 
PPFRC was responsible for it. But we’ve had a change in the governance of the Canadian Institute of Actuaries over the 
course of this past five years that we were working on this, and now the responsibility for our standards lies with our 
independent Actuarial Standards Board. 

So the Actuarial Standards Board typically forms working groups with respect to the creation of new standards. And the 
working group that was created in this case—there were, I believe, five or six members, three PPFRC members and three 
ASB members—was responsible for the exposure draft, revised exposure draft on the final standards. So the standards are 
not a product of the PPFRC, and as Gavin knows the PPFRC didn’t necessarily agree with all of the changes that were in 
the final standards, but certainly it is now our responsibility to respond to queries and prepare educational notes on the 
new standards. 

I was a little bit torn because I was a member of the working group as well as being a member of the PPFRC. So I often 
found myself arguing with myself.  

And the PPFRC, so as noted; the PPFRC is responsible for the educational notes that will come out to address some of 
these new concepts in the standards. 

The following are a few slides on the educational notes. First and foremost the calculation of the incremental cost on a 
hypothetical wind-up or solvency basis; we issued a draft, it was last year, April 9, 2009, revised draft incorporating 
changes from the revised exposure draft was April 16, 2010. It just had some minor technical changes in it, nothing too 
significant as far as that draft goes. And as I said earlier it will likely be finalized very shortly with possible technical 
adjustments. It’s important that we actually get this one done quickly; Gavin and I realized that, just because there are 
system changes and your firms will need to start working on how they are going to address these changes. So please 
proceed accordingly by getting your tech guys working on valuation system changes.  



JUNE 2010 ANNUAL MEETING – VANCOUVER (SESSION 7)  7 
 

 
PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES  Vol. 41, June 2010 

The next one perhaps will be less controversial than it was going to be because of this whole issue—the fact that now in 
the standards it’s mandated that you can’t really anticipate the benefits of active investment management. So there’s 
going to obviously need to be changes in this educational note to reflect that recent ASB modification to the standards, 
and we’ll do that. 

But surprisingly there weren’t as many comments on the draft that came out about a year ago as we would have expected 
to have seen. I mean one of the things in there, originally the Standards of Practice . . . People wanted a hard cap on the 
equity risk premium. They either wanted it in the standards or they wanted us to put it in the discount rate educational 
note. The current version of the discount rate educational note just has this clause that I put in quotes here that we 
would expect the risk premium for publicly traded equities to be in the range of two to four percent. I thought we would 
have got more debate on that.  

You go back to the fifties, when we had low interest rates, for example today the equity risk premium over the following 
50 years was 4.4 percent. In the 30 years following the fifties, you basically looked at an equity risk premium of 8.5 
percent. Of course on the flip side you start looking at the equity risk premium from, let’s say, 1980 to 1999, and we’re 
looking at negative equity risk premiums of -1, -2 percent. And I haven’t even factored in the last decade. So there is a 
huge debate on what this equity risk premium should be but I think it will become even more important in your 
assumption setting, because you no longer have this active management and you may actually see some actuaries 
revisiting what their long-term expectations are with respect to certain equity asset classes. 

We would invite more comments on this, if it’s something that you feel is appropriate and more importantly, if you 
don’t agree with the equity risk premium being in a range of two to four percent. 

Sensitivity analysis: we scrapped this, no longer necessary; the standards specifically stipulate a 1 percent decrease on both 
the going concern and the hypothetical wind-up valuations. There’s no need to actually have an educational note on that 
topic. 

We’ve got a revised educational note coming out on the commuted values. There was an April 2006 one that needs 
technical updates to conform with the recent changes to the Standards of Practice. One of the things we’re also going to 
be addressing in this educational note is probably a little-known issue, except to those actuaries practicing in the area of 
plans that have some kind of conditional indexing or excess indexing approach on their benefits. I’d pose to you the 
question: what discount rates should you be using in determining a commuted value if, for example, you had a plan 
where the formula for indexing was excess of 6%?  

And more often than not, you might get the simple answer back that, “Well, the CV rates are 4 percent for 10 years and 
4.5 thereafter, I’ll just use those. It’s non-indexed, excess of six likely isn’t going to come into effect.” And the answer 
would be wrong. You need to reflect the chance that there is at some point in time that you will have some indexing in 
that benefit. So to not reflect it is inappropriate, and the educational note that we’ll be preparing will address that.  

Some other recent notes—transfer values: Ontario had some changes coming out with respect to how transfer values are 
supposed to be taken into account. So we had a short educational note on that. 

Selection and mortality assumptions: going back a little bit now, so a couple of years ago, if you are not using a 
generational mortality table, I would recommend that you read this note. 

Guidance on asset valuation methods: if you’re flip-flopping between asset valuation methods and asset smoothing 
methods, I would recommend that you read this note.  

Expenses and fund evaluations; nothing too exciting there. And then the last one is I think the longest name of an 
education note in history and that’s I think just an abbreviation, it’s basically the educational note that we wrote 
addressing the whole issue of interim actuarial certificates, which if you read this note, don’t exist. You basically can’t 
prepare an interim certificate just looking at perhaps one aspect of a particular plan amendment and get away without 
looking at the assets and liabilities as well. So if you have that kind of situation, I’d recommend that you read that 
educational note. 
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Some future educational notes that we’re contemplating, although we were debating this first one on a call last week. 
Terminology, so in conjunction with this whole concept of a new term called funded status under the general standards, 
again, we’re very concerned about the use of the word liabilities when you discuss it in the context of a going concern 
valuation. We’ve talked about terms that say that liability is something like an accrued funding target. But really you get 
12 actuaries in a room trying to decide on what we should call an actuarial liability and you’re going to get 12 opinions, 
so that one might be difficult. 

We also recognize that the regulatory environment right now has these terms already embedded into acts and 
regulations. So for the profession to come out with a completely new set of terminology might be a bit problematic from 
the regulators’ perspectives. We also recognized that there is going to be a lot of change to model reports and things like 
that in the course of the next year with the new standards. So we may defer this one, but you got at least one new term, 
funded status, from the general standards.  

Forecast actuarial method: I mentioned that earlier. The Actuarial Standards Board has encouraged the CIA Practice 
Council to develop such an educational note. So the Practice Council would then defer to the PPFRC, so we’ll be 
considering preparing something along those lines. We’ll actually be interested for any of you who are using a forecast 
actuarial method for perhaps a plan that isn’t necessarily governed by the standards to come forward and share your 
expertise. You can contact Gavin or me. 

And of course we’re open to any other educational notes that our members feel are warranted. 

So at this time we’ll take maybe a five-minute break for questions and then I’ll pass it along to Gavin. Or everything was 
explained so well that you don’t have questions? Ah, here we go. 

Jacques Lafrance: Yeah, sorry. Greg, you raised some concerns. You mentioned that the new standards would say that 
wind-up does preclude the continuation of an immunized portfolio. So does it mean that for a protocol wind-up 
valuation to have to assume that I will liquidate the assets and purchase annuities?  

Mr. Heise: I think the intent there is that we would consider a plan that decides to immunize and effectively stop all 
accruals, we would consider that probably just to be more along the lines of a going concern valuation. The plan is still in 
existence, it’s still a registered arrangement, you’re running out the benefits for a number of years. And you’re allowed to 
use under the going concern valuation a fixed income rate. So that’s the intent there, that we would in that particular 
circumstance we would not consider that a plan wind-up. We would only consider a plan wind-up where CVs and 
annuities are bought. Does that answer you question? 

M. Lafrance: Oh, quite good. 

Mr. Hill: Can you identify yourself? 

M. Lafrance: Jacques Lafrance. The standards require that I perform a going concern valuation and then also a 
hypothetical wind-up valuation.  

Mr. Heise: Yeah.  

M. Lafrance: Am I right? For the second valuation can I assume, especially for a jumbo plan, that there will be a 
replicating portfolio that would be maintained to guarantee the annuities? 

Gavin Benjamin: We’ll be talking about that. It’s problematic. 

Mr. Heise: We’ll be talking about that. 

Mr. Benjamin: It’s problematic. Okay. 

Mr. Heise: That’s actually one of the issues that Gavin’s going to bring up. 

M. Lafrance: Yeah because I know that Gavin will address this topic from an educational note point of view, but if the 
standard does not allow it, then . . . ? 
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Mr. Heise: Yeah, there may still be an out in the standards for that but we’ll have to explore that a little further. Any 
other questions? All right, Gavin. 

Mr. Benjamin: Thanks. Okay, so what I intend to do is give a quick update on activity relating to the PPFRC’s 
accounting discount rate subcommittee. And then the PPFRC’s annuity purchase guidance for non-indexed pension 
plans, but then I’d like to spend most of the time allotted to me discussing solvency discount rate guidance for jumbo 
and indexed pension plans. 

This is a difficult issue, the issue of jumbo and indexed plans that the PPFRC is grappling with. So I hope for that part 
of the session, after I go through what I have to say, we get lots of feedback from you. 

So if we start talking about accounting discount rates in terms of a quick update, accounting standards generally require 
that the discount rates for active pension plans be based on high quality corporate bond yields. And typically that’s 
interpreted to mean corporate bonds rated AA and above. 

Of course the challenge is that in Canada there are very few high-quality corporate bonds with long maturities. What 
started happening a couple of years ago is you started seeing a divergence in discount rates suggested by actuarial firms 
that were providing guidance to their clients on accounting discount rates. That became particularly bad in terms of the 
divergence or particularly large in terms of the divergence during the recent financial market turmoil. In some cases we 
saw divergence between firms of 80 basis points or above. 

And so in April 2009, the PPFRC established a subcommittee. And the purpose of the subcommittee was to examine 
where the guidance related to accounting discount rates could be provided to pension actuaries. And so the hope was if 
we could provide meaningful guidance that it would possibly narrow the gap between the accounting discount rates that 
actuarial firms were coming up with. 

What the sub-committee did when we got to work was we analyzed, first of all we brainstormed in terms of potential 
approaches for determining the discount rate, and then we analyzed a few approaches that we thought were worth 
further consideration. 

And what we were really trying to do was to come up with different approaches or come up with a good approach to 
develop the high quality corporate yield curve that underlies the discount rate calculation. 

Once we had done that analysis, we held a webcast in November of last year and during that webcast we reviewed the 
work and analysis that was performed by the subcommittee, and then we discussed the subcommittee’s preliminary 
conclusions and then requested feedback from pension actuaries. 

We took into account and discussed the feedback that we received but what we felt was necessary at that point was to 
seek some comfort that any guidance that we would be providing was acceptable to auditors. Because at the end of the 
day the discount rate calculation or the assumption as to the discount rate, needs to be in compliance with accounting 
standards. It’s not driven by actuarial standards. And so the subcommittee basically wrote to the audit firm’s Technical 
Partners Committee for guidance on the acceptability of two potential approaches for developing the yield curve. And 
my understanding is the Technical Partners Committee is really a committee comprising accountants from some of the 
big audit firms that provide guidance on accounting standards. 

And so the two approaches that the subcommittee asked guidance for from the Technical Partners Committee was, first 
of all, to build a yield curve using provincial AA-rated bonds plus a credit spread adjustment. Because although there 
isn’t a deep market in high-quality corporate bonds or AA corporate bonds with long maturities, there is in Canada a 
deep market in provincial AA-rated bonds across the maturity spectrum. The idea was to build a baseline yield curve 
with provincial AA bonds and then add to that a credit spread to reflect a difference between corporate and provincial 
AA-rated bonds. 

That was one approach that we’ve asked the technical partners to comment on. The other approach is to basically say, 
well, typically under accounting standards high-quality bonds had been considered to be bonds rated AA and above, 
could we consider single A-rated bonds as high-quality bonds. Because if you can take into account single A-rated
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bonds for purposes of developing the yield curve, you do have more bonds to work with. Especially if you look at long 
maturities and we feel there’d be enough bonds if you included single A-rated bonds to develop the yield curve.  

Also what the subcommittee is doing is investigating the feasibility of the CIA publishing a monthly yield curve that can 
be used to develop discount rates, because the hope is that if the subcommittee can come to a consensus in terms of at 
least one approach that we think is sound, a lot of actuaries have expressed the desire to have the CIA retain a third party 
to develop the monthly yield curve that can be used to determine accounting discount rates. 

That’s where we are from a process standpoint. At this point we’re waiting to receive feedback from the technical 
partners, because my understanding is that they had a meeting last week, they did discuss this issue and we’re waiting 
with great anticipation in terms of what guidance they can provide to us. 

Now we realize from a timing perspective that to the extent that any guidance we provide will be useful for the 2010 
year-end disclosures, we really need to provide or communicate the guidance within the next two or three months. So 
my hope is that the technical partners will come back with some reasonable guidance and also are some pretty specific 
guidance. And if that’s the case then we’ll do our best to quickly work towards providing guidance to pension actuaries. 

Now, I’m going to turn to the monitoring the PPFRC is doing with respect to annuity purchase discount rates for non-
indexed pension plans. In April of this year the PPFRC provided its annual guidance with respect to assumptions for 
hypothetical wind-up and solvency valuations. And included in the guidance, as always has been the case, is the guidance 
with respect to setting the discount rate for group annuity purchases. Now the guidance provided in April of this year 
was based on illustrative quotes from six insurance companies as of December 31, 2009 supplemented by information on 
actual annuity purchases that happened towards the end of 2009.  

The guidance that the PPFRC gave for non-indexed group annuity purchases was that the discount rates should be 
determined as the yield on Government of Canada long-term bonds plus 40 basis points. Now, unlike prior years, the 
guidance this year did not differentiate between small and large annuity purchases and between immediate and deferred 
pensions. Because in previous years the guidance has really basically said that for very small annuity purchases the 
discount rate should be a little bit lower than for larger purchases. And for deferred pensions, if you’re purchasing 
deferred pensions, the discount rate should be a little bit lower then for immediate pensions. For this year the guidance 
was consistent between those different variations.  

Now, during the financial crisis of 2008, annuity purchase spreads relative to the Government of Canada yields became 
very volatile. And it became obvious that it wasn’t sufficient to monitor the spreads for group annuity purchases on an 
annual basis, because that’s what the PPFRC had done before. It really looked at group annuity pricing on an annual 
basis. 

So the PPFRC committed to quarterly monitoring of annuity purchase discount rates. As part of that process the latest 
data that we collected was as of March 31, 2010. And what we did was collect, from six insurance companies again, 
illustrative group annuity quotes. On the slide I’ve summarized the results of those quotes relative to the illustrative 
quotes we received at the end of 2009. Consistent with what was required or agreed to when insurers agree to provide us 
with these illustrative quotes, is that the information that we provide to pension practitioners is basically the implicit 
discount rate that is the average of the three most competitive quotes. 

If you look at what the summary shows in terms of how things changed between the end of 2009 and the end of the first 
quarter of 2010, if we focus first on the large purchases, for retirees the spread relative to Government of Canada yields 
increased by 12 basis points. Again for the large purchase for deferred vesteds, the spread increased by 15 basis points. 
You did see a possible relatively modest spread increase for large purchases, but for small purchases we saw very little 
change. There was a small change of, I think, three or four basis points increase for retirees and actually a small decrease 
in the spread for deferred vesteds. 

What the PPFRC also always does as part of this process, was to see whether there were actual purchases that we are 
aware of that we could use to test whether the illustrative quotes seem reasonable. But based on discussions with insurers 
the group annuity market was not very active in the first quarter of 2010. There was not enough actual data on which to 
validate what the illustrative quotes showed. What the PPFRC concluded was that because any changes in the spread 
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seemed relatively modest compared to the fluctuations we’ve seen of the last couple of years, and given the fact that we 
didn’t have a lot of data on actual purchases, the PPFRC concluded the guidance in the April 2010 educational note still 
remains appropriate. 

So is there still time for a couple of questions?  

Jerry Loteman: Jerry Loteman. Gavin, I was just wondering, I guess my conventional wisdom has always been with 
smaller pensions because insurance companies tend to use a flat per certificate charge. I was really wondering that is the 
first time that I’ve ever seen this, where the smaller pensions really didn’t have a big difference from larger pensions in 
the spread. Did you dig any deeper into that, why that might be the case? 

Mr. Benjamin: Well, what we were seeing was that for the last few quarters there wasn’t a big difference, if at all, 
between the large and small illustrative purchases. When we spoke to insurers, I forget, I think our large purchase is in 
the range of $30 million and the small purchase might be in the range of five or six million. What the insurer said . . . If 
you think back to the guidance that the PPFRC provided in the past, in past years the experience was always that when 
you got below, I think it was a $15 million threshold, you started to see the reflection of the small purchase decrease in 
the discount rate. What the insurer said was that, at this time maybe their approaches have changed, $15 million would 
not be considered a small purchase in terms of adjustment to the price. It’s really when we spoke to two or three of them, 
they said when you get to, kind of, two to three million it’s really at that low level that you might see a difference in 
pricing. 

The PPFRC came to the conclusion that given all the fluctuation we’ve seen in the last few years, it just didn’t make 
sense at this point to get that precise to try and dig into some very small purchases and what the adjustment should be. 
My expectation is that if we ever enter an environment where things are more stable and we’re not seeing these huge 
fluctuations, then we can possibly get finer and get more refined in terms of suggesting an adjustment for smaller 
purchases. But we just felt in this environment it just didn’t make a lot of sense. 

Mr. Loteman: And have you looked at . . . We used to have the differential more on per certificate size. Has PPFRC 
been looking that as well, because that used to be more of a differentiator than the actual size of the annuity purchase. 

Mr. Benjamin: Yeah, I mean, we haven’t but when we’ve discussed with insurers what affects their pricing, they haven’t 
really mentioned that, but that’s something we could look into. 

Mr. Loteman: Thanks. 

Mr. Benjamin: Any further questions? 

U-M: You’d mentioned about a proposal perhaps or looking at feasibility of a yield curve published by the CIA. 

U-F: Can you use the microphone? 

U-M: Is this one on? Sorry. So Gavin had mentioned the proposal or looking at the feasibility of publishing a yield curve 
on a periodic basis by the CIA. And I’m just wondering if that might lead to that being a requirement or difficult to stray 
from that, if that became published.  

Mr. Benjamin: I don’t want to speak for the subcommittee, so we’ll see where we end up. But in my mind I don’t see it 
as being a requirement, because ultimately it’s the accounting standards that our clients, as pension actuaries, need to 
follow. And if they can come up with a discount rate that they can justify based on the accounting standards and it’s 
different from whatever yield curve the CIA might publish, I think that’s fine. But my guess is that if we do go in that 
direction any plan sponsor that does use a different discount rate should be prepared to be questioned and should just 
make sure that they can justify the discount rate that they’re using. 

I’ll move to what I think is the most difficult topic that I’m going to speak to: jumbo and indexed plans. 

For a number of years the PPFRC has received requests to provide guidance regarding solvency and hypothetical wind-
up valuation assumptions for situations in which it is not feasible to settle plan obligations through a group annuity 
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purchase at the time of plan termination. In my mind this is a tough issue. It’s not easy and I’ll explain why I think that’s 
the case.  

It is, however, a very important issue because it affects the funding requirements for some of the largest plans in the 
country, which provide pension coverage to a large number of Canadians.  

So in order to try and respond to the requests that the PPFRC has been receiving, when we published the educational 
note that I discussed earlier in April of this year, the PPFRC included a draft appendix that provides guidance on 
alternative settlement methodologies for very large pension plans, and I’ll refer to them as jumbo plans, and/or plans 
with CPI indexed pensions. The PPFRC has asked for feedback and we will consider all the feedback before determining 
whether we can finalize the guidance or not. I see this session as part of the process of collecting feedback.  

Now, just one thing to make clear before I go further with this discussion: when I’m talking about solvency or 
hypothetical wind-up liabilities, for the purposes for this session or this discussion, I’m focusing on the liabilities that are 
assumed not to be settled through the member’s election of commuted value transfers. 

So in my mind, the requirements and constraints that drive this issue of doing solvency and hypothetical wind-up 
valuations for jumbo or indexed plans, the requirements and constraints really originate from three main sources: first of 
all, regulatory requirements; second of all, our actuarial standards; and third, the characteristics of the Canadian group 
annuity market.  

So what I’m going to start with is talking about regulatory requirements. All jurisdictions require, with a couple of sort of 
limited exceptions in certain situations, that minimum funding rules reflect the plan’s solvency financial position. 

You have to keep in mind though that the definition of the solvency financial position is not necessarily consistent 
between jurisdictions, and I’ve given three examples. The first example I don’t think has much relevance if any, to the 
discussion today, so I won’t discuss it: the concept of smoothing in some jurisdictions. 

The second two do potentially have some impact. In some jurisdictions you can exclude certain benefits from your 
solvency valuations. An example would be in Ontario; you can exclude contractual indexing.  

Also in some jurisdictions or different jurisdictions there is a difference in terms of whether, when you’re doing a 
solvency valuation, you treat it as plan wind-up or you can potentially treat it as a plan termination. And it goes back to 
some of the things that Greg was saying. For example, my understanding—I’m not an expert on the federal funding 
rules but my understanding is that under the federal funding rules they anticipate that for solvency valuation you can, in 
essence, postulate a termination scenario where benefits stop accruing, but you don’t need to assume that all the 
liabilities are settled on the valuation date. Or at the time of a plan termination, you can assume that the liabilities are 
kind of run down over time.  

Well, in Ontario my understanding of the regulations is that for a solvency valuation, you should be anticipating that 
basically the benefits are settled at the time of plan termination, which would likely include the purchase of annuities.  

Now if we move from the regulatory requirements to our Standards of Practice, I want to point out a few paragraphs of 
the Standards of Practice that I think are relevant to this issue.  

Paragraph 3600.03 says that, “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.” So basically it requires for funding valuations or 
for funding reports that you disclose the hypothetical wind-up position of the plan. 

It then goes on to say, and this is consistent with what Greg said is the case under the new standards as well is that, “The 
actuary should assume that the wind-up date, the calculation date and the settlement date are coincident for hypothetical 
wind-up valuations.” Notice the comment around settlement date. If you read that literally it means that you need to 
assume, on hypothetical wind-up valuations, that the benefits are all settled at one time, which is on the valuation date. 
So it doesn’t seem to accommodate a run-down-type scenario.  

But then it goes on to say, with respect to solvency valuations, “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 
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legislation and if called for by the terms of the engagement.” So going back to the federal example, it does seem like the 
standards would accommodate the situation where, if the legislation allows you to assume a run-down scenario and if 
your client asked you to do that, for the solvency valuation you can make that assumption.  

Now, some contemplated approaches for valuing jumbo/indexed plans involve assumptions that upon plan termination 
the plan provisions are changed in order to settle the obligations. And in some cases, as well as a plan change assumption 
you are assuming that you are permitted or the plan sponsor is permitted to do something which isn’t currently 
permissible under pension law. So one example would be that, in some cases, for jumbo/indexed plans we’ve seen the 
assumption that upon plan termination basically there’d be forced lump sum transfers for all members and former 
members, including retirees. And so when you think about it, most plan texts I’ve seen don’t accommodate that and I 
think legislation in most jurisdictions wouldn’t currently accommodate that approach as well.  

As actuaries, and as PPFRC deliberating in terms of the guidance we should give to the actuaries, if we are contemplating 
these sorts of scenarios, we do need to look at what our Standards of Practice might say with respect to contemplating 
plan changes or changes in legislation upon plan termination. And one of two paragraphs I want to point you to is 
3400.03, which says that, “The actuary’s advice on funding should take account of the plan’s benefits at the calculation 
date.” And there are some exceptions but basically I read that to say that you should, when doing a valuation, take 
account of the plan provisions as they exist on the valuation date. You shouldn’t generally be anticipating that the plan 
will be amended in the future.  

Also, what the standards say in paragraph 1730.02 is that, “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.” And under our 
standards an actuary’s assumptions about the regulatory environment or law is considered an assumption about “other 
matters”. So again, when I read what the standards say it seems to me to be saying that in general the actuary should 
assume that the regulatory environment stays the same unless they know it’s going to change. 

So now I’ve discussed the regulatory environment and our standards of practice, and the third element I want to touch 
on is the Canadian group annuity market. Now, I’m not an expert in the group annuity market in Canada, but my 
understanding is that currently it’s roughly a billion dollars per year in terms of transactions, which isn’t that large. But 
the threshold at which pricing might become an issue for a specific purchase can actually be relatively small, from talking 
with insurers and some of the experience I’ve had. For a single purchase, pricing might start to become less favorable 
when the size exceeds 50 million, 50 to 60 million.  

Also in our experience insurers just don’t like annuities with uncapped CPI indexed pensions. Presumably that’s due to 
the difficulty of hedging the inflation risk. And so there’s really no active markets with respect to group annuity 
purchases for indexed pensions, and even for small purchases, an insurer may quote extremely high premiums in our 
experience or just flat out refuse to quote.  

So based on the characteristics of the Canadian group annuity market, if you have a plan that has liabilities of say, two to 
three billion or a plan that has CPI indexing, it’s questionable whether these obligations could be settled by  a group 
annuity purchase upon plan termination.  

In summary, in my mind the key challenge for jumbo and indexed plans is that our Standards of Practice, as Jacques 
pointed out earlier, and in some cases pension legislation, require the actuary to estimate the cost of immediate 
settlement of old plan obligations on the valuation date. But then the question is, how does the actuary estimate the cost 
of settling the liabilities on the valuation date when there is no competitive annuity market for these liabilities? So in 
essence, there are no real live transactions on which the actuary can base his or her assumptions.  

Now in terms of a few approaches that I’m aware of, to value jumbo and indexed plans, I’ve listed a few of them. I’m 
sure there are more. One approach is just to use the CIA guidance for non-jumbo group annuity purchases. In other 
words, your Government of Canada yields plus 40 basis points for non-indexed group annuity purchase that I discussed 
earlier on in this session.  

Also another approach that we’ve seen is to use the CIA commuted value standard for all plan liabilities. In essence, 
implicitly you’re assuming that lump sum settlement is forced upon plan termination. I think what’s a fairly common 
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approach is to base the discount rate on the yield of a replicating portfolio. What you’re assuming then is on plan 
termination, plan assets are invested in primarily high-quality fixed-income assets, such that to the extent possible the 
asset cash-flow stream matches the expected benefit payments from the pension plan. And there are a number of 
variations of this approach that we’ve seen.  

Also for CPI indexed pensions, what we’ve seen as well is the assumption that on plan termination there’s an exchange; 
basically the benefits are changed, to exchange the CPI indexing for some kind of fixed increase. And then the 
assumption is once you’ve done that you’re not dealing with an indexed pension anymore, you’re dealing with a pension 
that doesn’t include inflation risk, in which case it should be easier to actually settle the obligations through an annuity 
purchase. And as I mentioned, I’m sure there are other approaches that have been used. 

The intention wasn’t today to give you answers; we are really here for your feedback. What I intend to do now is to pose 
10 questions that I believe the PPFRC needs to think through before we finalize our guidance. I’m not going to even 
attempt to answer these questions but I’m hoping that some of you will give it a try. And so once I pose the 10 questions 
I’ll open up the floor for your comments. 

The first question is, are changes to pension law and/or actuarial standards needed to properly address this issue? It’s 
going back to Jacques’s point, is the PPFRC trying to do the impossible? Are we trying to work with a combination of 
pension law and actuarial standards which just create an impossible situation and we should throw up our hands and give 
up in terms of giving guidance? 

Second question is, 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 unfavorable price and what to do in that situation.  

I guess one way of thinking of it is, you can argue that you can settle almost any obligation no matter what it’s like if 
you’re willing to pay enough to do so. We’ve seen situations, for example I saw one where for a relatively small indexed 
plan had complex indexing provisions. The insurers said, “We’ll take this on, but we’ll do it at a ridiculous price.” And 
so the question becomes, for solvency valuations, is that good enough to say, “Ah ha, we have a number with which we 
can transact the settlement?” And so we need to use that for our solvency valuation, or do you factor in whether or not 
the pricing is reasonable in determining whether or not a plan is a jumbo plan and you can really give it special treatment 
or use an alternative method for valuing the plan liabilities. 

In some cases it may be possible to market a large annuity as a series of smaller annuities over a period of time. Should 
the actuary be taking that into account when determining whether a plan is a jumbo plan or not? For example, for a plan 
with $400 million of liabilities, maybe you argue, well, we can settle that over a three or four-year period in chunks, even 
if we can’t settle it all at once. And so that shouldn’t get jumbo plan treatment.  

Is the CIA guidance for non-jumbo group annuities appropriate for jumbo plans? That would be a potential easy answer 
for actuaries, if at least one of the options that they have no matter what the size of the plan is to use the guidance that 
the PPFRC provides for smaller plans. 

Now if we focused in on the replicating portfolio approach, the question becomes if you’re assuming that upon plan 
termination you set up a portfolio of assets to back the liabilities, how much security should the actuary assume is 
provided when you set up that portfolio, in terms of the amount of assets you set aside and how you invest those assets? 
Some actuaries have suggested that insurance principles should be used. And so the argument would be, “Well we want 
to set it up in a manner or assume that it’s set up in a manner so that the liabilities or the benefits are as secure as if you 
had annuitized them.”  

I’m troubled by that concept for a couple of reasons. First of all, when you annuitize pension plan obligations, I don’t 
pretend to understand how insurance companies work, but presumably to a certain extent, you might be backed by the 
insurer, not just by the assets that were used to effect the annuity purchase. Also, you have things like Assuris which 
provide additional protection in the case of a group annuity purchase. So it becomes potentially very difficult to provide 
the same level of security through an immunized portfolio or replicating portfolio as would be the case if annuities where 
in fact purchased. And even if we felt this was an appropriate approach, even if we feel that to be the case, how do we 
actually implement this? Are we going to try and turn all us pension actuaries into insurance actuaries, in terms of 



JUNE 2010 ANNUAL MEETING – VANCOUVER (SESSION 7)  15 
 

 
PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES  Vol. 41, June 2010 

understanding how insurers back group annuity purchases? I think that’s kind of a difficult thing to expect from pension 
actuaries. 

For replicating portfolios, you need to decide when you think about what type and quality of investment should be used, 
how close should the replication be, because you can never exactly replicate pension plan obligations. What mortality 
assumptions should be used? And again, to provide some protection in this situation, some actuaries have voiced the 
opinion that you should, when creating a replicating portfolio, include—because you are trying to protect member 
benefits in the case of a plan termination—provisions for adverse deviations to reflect risks such as credit risk, longevity 
risk and asset liability mismatch risk.  

If there’s an agreement that PfADs should be established when setting up a replicating portfolio, who should establish 
those PfADs? And you should remember, going back to what Greg said, our Standards of Practice have just been 
changed to remove the responsibility for setting PfADs for going concern valuations from the individual actuary. Does it 
make any sense for us to turn around and place the responsibility on pension actuaries to establish PfADs for solvency 
valuations of jumbo or indexed plans? 

In what situation is it appropriate to use the CIA commuted value standards to value all plan liabilities? Because in 
essence what you’re doing is assuming forced transfers upon plan termination. Should it only be appropriate to do so 
when this is permissible under the plan terms under pension law? And remember what I said about what our actuarial 
standards seem to say.  

Should there be any adjustment if you are assuming lump sum transfers for everyone on plan termination? Should any 
adjustment be made to the assumptions to produce transfer values that are higher than those produced by the commuted 
value standard?  

Then, for plans with CPI indexed pensions, how should the PPFRC develop guidance given that there are almost no 
data with respect to actual purchases of indexed pensions? Should all plans with CPI indexed pensions be eligible for 
alternative settlement methodologies no matter what the size, because it seems like insurers don’t get very excited about 
taking on indexed pensions no matter how small the purchase may be.  

So 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? Again, you should think about what our Standards of Practice seem to say 
about assuming that the plan provisions are changed in the future. 

For an Ontario-registered plan with CPI indexed pensions that is not a jumbo plan, should an alternative settlement 
approach be permissible for the solvency valuation if indexing is being excluded from the liabilities? And what I mean by 
that question is, let’s say you have a plan which isn’t a jumbo plan. It’s not huge but it has indexed benefits, and the 
actuary feels that it wouldn’t be possible to settle the indexed pensions through a group annuity purchase.  

When you’re doing the solvency valuation, though, if you’re excluding indexing, do you assume then, “Okay, the non-
indexed pension could be settled through a group annuity purchase and that’s the way I’m going to value it.” Or should 
you look at your starting point and say, “In reality these obligations are not going to be able to be settled through a 
group annuity purchase so I can use some other approach to do the valuation.”  

The last question is, are there any other alternative approaches that I didn’t discuss that we think are very good and 
should be considered?  

I’ve thrown a lot of questions at you. This is a difficult issue and obviously we’re looking for any comments that you 
might have. 

How are we doing from a time perspective?  

Mr.  Hill: Ten minutes, it’s just after a quarter to. 

Mr. Benjamin: OK, OK. We’re around 15 minutes. 
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Monique Tremblay: Gavin is smiling because I think he knows what I’m going to say. It’s a very challenging situation 
and I’m very glad to see that all that thinking is being done but I think there’s one aspect that is not looked at and it goes 
back to your first question. Is it impossible? I think all the thinking and examples that you’ve been giving is really 
looking after the retirees’ liabilities, as opposed to the commuted value portion relating to the active participants.  

And when you deal with an indexed plan, one of the big issues right now is the fact that the real return bonds market is 
so small. Also forget the capability of purchase from an insurance company. But because there is no big market there and 
there’s a lot of speculation in those financial instruments and inflation evolution, you get as you compare commuted 
value rates for indexed and non-indexed pensions on a going forward basis comparing rates, rates improve for non-
indexed pensions and they get worse for indexed pensions on the same date. So I think, what is on the table right now is 
going to help just a portion of the liabilities of those indexed plans, unless we have also some work done on real return 
bonds and the lack of market. But I understand that one tackles the standard and it’s a long shot more than maybe this 
part. 

Mr. Benjamin: I think so, because if I understand you correctly, you’re questioning the commuted value standard and 
whether for indexed pensions basing commuted values entirely or exclusively on the real return bond market is 
questionable. 

Mme Tremblay: I think—and it’s a difficult one to tackle because the whole concept of commuted values is to simulate 
annuity purchases to some extent— 

Mr. Benjamin: Right, right. 

Mme Tremblay: —and if there’s no financial market, you’re in an infinite loop of impossible answers. 

Mr. Benjamin: Right, right. 

Mme Tremblay: So I acknowledge that. But I’m saying for a jumbo indexed plan we have, I think, to keep in mind that 
this is maybe step one, but it has to be seen as step one and— 

Mr. Benjamin: Right. 

Mme Tremblay: —not necessarily just the solution to take. 

Mr. Benjamin: Yeah, so the issues for say, an indexed plan for the commuted value, the obligations, you assume they’re 
going to be settled by commuted value transfer. You know what it’ll cost to settle those benefits, you just don’t 
necessarily agree with the way that’s determined. And that’s maybe a second step to address that. That’s a good point. 

M. Lafrance: Jacques Lafrance again. I won’t address any of those questions; my understanding is it’s still so blurry that 
maybe someday we’ll have some answers.  

But I have a separate question. We see a trend in Canada with pension regulators imposing some restrictions on the 
assumptions we use. For instance, about two weeks ago Quebec issued some kind of guidance or restrictions on wind-up 
expenses assumptions that you should be using for solvency valuations. Does PPFRC intend to react to those restrictions 
that are, in my mind, excessive?  

Mr. Heise: Well, and it’s not just . . . This on? It’s not just a new trend either. I know Alberta has had guidelines on 
what they would accept for the maximum going concern valuation interest rate. B.C. has had some informal guidelines; I 
know we’ve got queries from Ontario on some of the assumptions that have been used and OSFI.  

My concern is that we will see this increasingly, especially given the fact that with the new standards we could do best 
estimate valuations, which I don’t think the regulators are particularly enamoured with, so it is a concern. Nothing’s 
actively going on at the PPFRC right now with respect to addressing these issues, except the fact that we have tried to 
involve all of the regulators when it comes to setting the new standards and explain to them why we’re going about the 
process that we are. I don’t think we’ve got them all on-side, but certainly some of them understand a little bit better 
now, the ramifications of best estimate valuations versus non. 
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Nothing’s been done specifically with respect to that additional guidance coming out, but certainly we can take it back 
to the committee and see what others think and whether or not we should more actively address it. And would likely 
have to go up the chain of command, so to speak, perhaps to get the senior leadership of the CIA involved, but it’s a 
good point. 

That’s the last thing that any of us want to see, just for us to become number crunchers and not have any input into our 
valuation assumptions. 

Leslie Lohman: Les Lohman. Thanks very much for the presentation, and my question may affect both pieces of the 
presentation.  

Our economic crisis . . . My own portfolio perhaps as an example: over the past 15 years I’ve seen as horrible as -85 
percent returns, very scary stuff. I’ve seen my portfolio quadruple, but by the way it’s still under water, that’s not a hard 
calculation to do from -85. And so we have a situation where the economic crisis and other related matters have 
significantly impacted value assets, but from an assumption point of view, really, maybe the turnover assumption was 
impacted. But my experience is that you can have a pretty big change in turnover without impacting actuarial values very 
much. So I’m wondering why we join in this blind pursuit of assumptions, PFADs illustrating the impact of a -1 percent 
change in the discount rate, and things of that nature, when it’s not a long-term problem that we’re facing. Over the past 
month and a half I lost 20 percent in my personal portfolio. No amount of PfAD, -1 percent discount rate analysis, 
would protect anything that I have for my future values on that basis.  

So why are we looking so finely at assumptions when the problem is in another arena? Thanks. 

Mr. Heise: I can address part of that. Well, the 1 percent change: the sensitivity analysis in the reports we had originally 
thought about even refining it further, but at the end of the day we decided that if you show a 1 percent change it should 
be fairly easy to impute from that other changes. If it’s 1 percent, well what would it be for half, what would it be for two 
barring convexity and everything? But certainly it was meant to just provide a guideline to the plan sponsor and to the 
regulators as to the susceptibility of the liabilities to changes in discount rates. What you’re getting at is the whole asset 
side of the equation. You’ve presented a very convincing argument to plan sponsors as perhaps why they shouldn’t be in 
equities. I’m not sure that that was your intent but certainly that kind of discussion would have to be held with your 
plan sponsor when it comes to deciding whether or not they want to do a best estimate valuation, what kind of PFAD 
they want to hold, that kind of thing, depending on their asset mix of course. 

Mr. Benjamin: Yeah, and I’ll comment as well. I realize you want to follow up. You have to realize that not only does 
the PPFRC not always agree with the ASB but not everyone in the PPFRC necessarily agrees in terms of what should be 
disclosed. And I understand the intent if we focus on the 1 percent sensitivity: to want to give a sense of the sensitivity of 
the liability as to change in the discount rate. But what’s magical, on one hand, about 1 percent . . . and as we all know 
as pension actuaries, what really matters is not only how the liability changes but how the asset might change when the 
liability changes. In other words, how the two move, either in tandem or in opposite directions. If I understand, one of 
the points you’re trying to make is that this one sensitivity, given everything that can happen over time, how meaningful 
is it for a user of a valuation report? I understand that criticism. And what the ASB tried to do is land on the compromise 
in terms of asking the actuary to disclose something which is relatively simple to communicate and hopefully would 
provide some meaningful information.  

Mr. Lohan: Very wisely cut me off there. Actually my concern is the public perception of actuaries. When we’re doing so 
much to make it appear that we can protect the participants of retirement plans from adverse deviations, in fact we’re 
looking at the wrong thing. You know, I’ve seen actuaries in the States and actuaries in the UK really treated very badly 
over things that they had no control over. I would rather have the public understand that, in fact, there’s no level of 
funding that can protect all participants from an immediate withdrawal right now. And I’m afraid that as I read the 
press, as I see what we’re saying, as we proceed with these kinds of rules and guidance that we’re giving the impression 
that there is such a number. And we’re not even close. Anyway, thanks. I don’t want to use everyone else’s time.  
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Mr. Heise: Your question . . . It’s a good comment though, Les. I think one of the comments I mentioned earlier about 
that whole issue that the ASB is still reviewing, is the discussion in the report about the events that could affect the future 
for— 

Mr. Lohan: And I really do like showing the sensitivity analysis. 

Mr. Heise: Yeah. 

Mr. Lohan: I always do it, but I show 1 percent increase, but I guess I have to change that.  

(Laughter) 

Mr. Heise: I would get involved in the discussion when the ASB starts talking about whether or not our reports should 
include that whole discussion of the events that could affect security.  

Mr. Lohan: It might just be simpler to show something that everybody can calculate. What will be the security of 
benefits when the assets are cut in half? I mean, you don’t need an actuary to calculate that. 

Mr. Heise: And they contemplated that. That they actually wanted that described, but what they decided was that it was 
too easy a calculation you didn’t need an actuary to do it. 

(Laughter) 

Mr. Lohan: I don’t wish to enter the discussion about the difference between accountants and actuaries.  

Mr. Benjamin: Any more questions? 

Neil Ramsden: Neil Ramsden. I just wanted to make a comment on the questions which Gavin raised at the end there. 
One of the problems that I’ve seen is a question where you get forced into a situation, or you get into a situation where 
there’s a . . . The assumptions that we’re forced to use to value liabilities are inconsistent with what we can invest in the 
market place. And it becomes impossible to protect ourselves. So in terms of answering your questions, when you talk 
about jumbo annuities and the idea of setting up a replicating portfolio, my comment is that there’s a need for there to 
be consistency between the assumptions which will be used on an ongoing basis and the reality in the market place.  

For example, if you set up a going concern portfolio, which will duplicate and will replicate your liabilities, if you’re then 
forced to use a set of assumptions three years later on which will now mean that on that particular basis that you’re now 
exposed, so that you’ve only got 90 percent of your liabilities covered. That’s no good if your portfolio in reality will 
continue to deliver the benefits promised.  

And you do already have this situation with your solvency standards, for example. You cannot form a replicating 
portfolio to match your solvency standards. So I’d just suggest that we need to be really careful that there is reality in 
amongst our standards. I don’t think we’ve the reality now with solvency. I’d hate to see that we’d put together new 
standards where we still don’t have reality.  

Mr. Benjamin: Yeah, that’s a good point. 

Barry Gros: Barry Gros. As much as an observation as anything, I guess what I’m seeing is, what were dealing with is, 
we’ve got situations where there is no market value for the liability we’re trying to value, right? So there is no market rate 
at all. It’s a situation if the regulators weren’t involved we could solve this very easily. It’s as simple as, there may three or 
four acceptable ways. I mean, you listed a whole number of ways. There’s nothing wrong with any of the ones you 
suggested. The only problem is the regulators want us to fund for a solvency liability, right? And that’s there and that’s 
the problem, I think. And so the regulators have created this problem, I’m just wondering where the regulators are in 
helping solve the problem? Or have they just punted it into our field and said, “Okay, it’s now up to the actuaries.”  

Mr. Benjamin: Yeah. The PPFRC, I believe, did try last year to approach the regulators on that issue, I wasn’t directly 
involved but at least last year it didn’t lead to any progress. Maybe that is something that we need to try again.  

U-M: I’ll ask a question too. Just getting back to the incremental cost for hypothetical wind-ups; is there a risk of that 
becoming a funding requirement? 
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Mr. Heise: Yes. 

(Laughter) 

Mr. Heise: That certainly was not our intent. The intent was to cover off those plans that weren’t adequately capturing 
the fact. Plan sponsors couldn’t understand why a year later they had a solvency deficiency when everything else had 
gone as expected. That was our intent but there were actually a couple of regulators who said they didn’t support it at all. 
So, you would have actually thought all the regulators would have embraced it. But that wasn’t the case. I think OSFI. 
was one of the regulators that didn’t think it was needed, so. It’s a possibility, but we’ll have to wait and see.  

U-M: OK, thank you. 

U-M: I’ll ask one more question. In the attachment, I guess it’s in the draft appendix to the education note, there is a list 
of five considerations. And in looking at them, and maybe this is more an observation, the first one I think is redundant, 
in terms of the following four that by considering your credit risk, your asset/liability risk, your mortality risk, you really 
are covering off the requirements for security of benefits. 

Mr. Benjamin: OK, so it’s redundant, you’re saying? 

U-M: Yeah. 

Mr. Benjamin: OK, that’s good. 

Mr. Hill: Well, it’s actually after 12:00, so why don’t we conclude today’s meeting and thank you to Greg and Gavin.  

(Applause) 

Mr. Benjamin: Thank you. 

Mr. Heise: Thank you. 

[End of recording] 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 


