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Moderator J. M. (Mel) Norton: This is Panel Discussion 33: “Consolidated Standards of Practice (CSOP) for Pensions.” Today,
the person who will be doing the most work when it is all over is Pavol. Pavol told me I didn’t have to pronounce Gvozdjak
because his last name can be pronounced any way that you want. He is the recorder, and, for him, if you ask questions at the
end, please make certain that you state your name and speak into the microphone so that it gets recorded.

I see we have a special guest who has just arrived. We should cry, “Author!” He is the prominent op-ed writer from the Globe
and Mail, Fred Thompson.

Today’s presentations are going to be made by Mark Campbell and Perry Teperson. Mark’s role is as a member of the Committee
on the Consolidated Standards of Practice (CCSOP). I believe he is vice-chairperson of that committee. I think there are also,
in the audience, some other members of that committee. The other panelist is Perry Teperson, and Perry is chairperson of the
Committee on Pension Plan Financial Reporting (CPPFR). I am here doing no work because I am a member of the Committee
on the Adoption of Standards of Practice (CASP). With respect to the issue of the adoption of standards of practice, our
committee has been asked to identify the consensus necessary to effect the consolidated standards. And, for your information,
at least to date, our answer is that our committee does not have consensus on that.

We are probably going to have about a half hour of formal presentation, after which, there should be lots of time for questions
and answers. Mark Campbell is going to start off. He will introduce the agenda and do the first part. He will be followed by
Perry.

Mr. Mark W. Campbell: Thanks, Mel. Obviously, we are going to have a bit of “peeve theme” today – pensions being the topic
at hand – and so our agenda contains our theme. First of all, we are going to tell you about the people who were involved in
the preparation of the discussion draft that you see in front of you. I will try to explain the process that we followed in arriving
at the discussion draft, going back several years in time. Perry is then going to take over and explain, at a high level, what
we came up with and what the major challenges were that we experienced in trying to consolidate the existing pension standards.
He will then drill down into some particular issues that we felt would be most interesting to discuss and that were most
problematic. I will then come back and explain the prognosis that we have for how quickly we can move these things from
a discussion draft through to exposure and approval. Lastly, we are hoping that we have quite a parade of people who would
like to praise us or comment in some way, positively or negatively, on the discussion draft.
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I hope that most of you will have received an e-mail from me. Those of you who have an e-mail address should have received
a further e-mail from me saying, “Glad you are coming to this session, and if you could read the discussion draft on the plane
to Vancouver, that would be great.” I am hoping that was somewhat successful.

So, this was very much a joint effort in my view. Obviously, the Committee on Consolidated Standards of Practice is the author
of the document that you see in front of you. But one of the criticisms that was leveled against the CCSOP, particularly as
it related to the June 1995 exposure draft, was that there had not been sufficient collaboration between the CCSOP and the
various practice committees in the production of the previous exposure draft. I believe we took great pains to remedy that
situation this time around. There was a process, which I will explain in a moment, where the members of the Committee on
Pension Plan Financial Reporting had a very significant say in the production of the document that you see in front of you and
it is effectively endorsed by both committees.

Because we had such a large number of potential players, we had to streamline a little bit. What each of these two committees
did was strike a task force of people who took a particular interest in this topic. On the CCSOP, Jim Paterson, David Howe,
and I formed a task force to draft the document and get it in shape. The PPFR Task Force, consisting of Perry, Martial Fortin,
Claude Lockhead, Jerry Loterman, and Don Smith then did the bulk of the review work by the CPPFR, but, still, we took the
result back to our respective committees for endorsement in full.

Just as an aside, the standard that we are currently operating under as far as the adoption of standards of practice is something
called the “interim due process.” It is a kind of funny name for something that has been in place for about eight or nine years
– it is not really “interim” any longer. In any event, until we have the CSOP, it governs the adoption of standards of practice
and it requires that 50% or more of the practice committee endorse the publication of a discussion draft. I do not have a statistic,
but I know that it was a much higher proportion than that. In fact, I do not recall anybody objecting to the publication of the
discussion draft.

I want to summarize the process in terms of time. With CSOP, you could go back a long way, but I am going to start with
the June 1995 exposure draft which, if you will recall (or if you were even a Fellow back then), contained both general standards
and pension practice-specific standards. It generated an enormous volume of commentary. There were 130 comment letters,
and was six to eight inches of paper representing far more than 130 individuals. There were many large submissions by firms,
and it took a very long time to plow through all of that. The result of that plowing was to find that the bulk of the comments
were, frankly, around the general standards. They proved to be the most contentious and difficult.

In May of 1997, it was not visible to the membership but we produced a second exposure draft of the general standards which
was sent to all of the practice committees. It took, even within that limited process, another two years to iron out the challenges
that the process presented, and produce a discussion draft of general standards in August 1999. Interestingly, whether we have
worn down the membership or we have done a better job, this has generated far less controversy, and the amount of comment
letters we received was only 20. The number of issues was far smaller, and, although there are still some thorny ones, we think
we have largely ironed those out.

We could not really move on to the further publication of pension standards until the general standards were republished, but
we did in December 1999. Obviously, by that time, the Valuation Technique Paper (VTP) on Wind-Up and Solvency had come
into force. So, although we had a pretty good working draft from the June 1995 exposure draft of both general and practice-
specific standards, it took quite a while to get the VTP worked into this. The non-VTP portions were not that difficult since,
back in 1995-1996, we had ironed out with the then existing Committee on PPFR most of the comments they had about the
June 1995 exposure draft. Anyway, the committee changed membership and new views were brought to the fore. In June 2000,
you now have the discussion draft.

Mr. Perry Teperson: Mark mentioned earlier that this is a joint effort and we certainly do stand behind this together, both the
CCSOP and the CPPFR. However, I feel I have to acknowledge the work of the Committee on CSOP because it certainly has
not been a joint effort in terms of the actual work required to produce this document. The Committee on CSOP has done the
bulk of the work, and it is clear, when you look at the material that the committee has released, how much effort has gone
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into producing it. But it is even more clear when you work with them, in the capacity that the CPPFR has had, exactly how
much effort is required. I want to publicly acknowledge the effort and contribution from that group.

In terms of current pension standards – setting aside the issue of transfer values for now (and I will come back to that point
a little bit later on) – there are really two essential documents with which pension actuaries are working. There is the valuation
standards of practice (VSOP), and then there is the Valuation Technique Paper on Wind-Up and Solvency which was finalized
towards the end of 1999. The sum total of those two documents tallies to about 35 pages of practice standards. The pension
practice-specific standards of the CSOP amount to about 20 pages, and that is meant to pretty well substitute for the other
two documents, and so it is shorter.

I will throw in one caveat: You do need to read the pension practice standards in conjunction with the general standards. I will
give you a couple of examples. The essence of the section on subsequent events that you find in the VSOP – the Type 1 and
Type 2 subsequent events – is now found in the general section of the CSOP. It is not found in the 20-page document. Another
example is that there will be some reporting requirements, all of which would have previously been contained in the VSOP,
and some of those are now contained in the general section of the CSOP. One of them, for example, would be the statement
that our work has been prepared and our opinions given in accordance with accepted actuarial practice. You will not find that
in the 20-page document; you will find it in the general section of the CSOP. Now, that might sound a bit cumbersome to you,
but the mitigating factor is that there are hypertext links. (I believe is the right term but I am not sure because I am a bit
technologically challenged.) You will click your mouse and you will shoot back and forth between these documents, which will
make it a lot easier.

The general section of CSOP, if you trim out some of the text that is temporary and some of the other text that is not related
directly to practice standards, amounts to about 60 pages. So, altogether, you will be working with an 80-page document. I
am sure, in due course, when actuaries become more familiar with it, it will be pared down to the essential components that
affect you on a day-to-day basis, and it will, obviously, be a lot shorter than that.

Are there any questions, by the way? We should have mentioned that if you have any questions, please stop us at any time.
We are not trying to preach to you.

I will mention one other thing in case we get into looking at the documents. There is the official version, which was released
by the CIA, and it has a pink cover. The other version, if we run out, is essentially just a printout of the electronic copy. The
reason that I mention this is because the page numbering is a bit different – it is out by one page. So, for referencing sections,
we will try to minimize the confusion. What you will find in the 20-page document in front of you is just a replication of the
VSOP and the VTP broken up into two major sections, plus the section at the end on wind-up, which is the one that corresponds
to the VTP. So, the intent behind getting this 20-page document together was not to change anything; the intent was to maintain
the essence and the spirit of our current standards which are found in the VSOP and VTP.

There are some changes of a somewhat minor nature, and we will get into them in a couple of minutes. Again, you are dealing
with 20 pages, and out of those 20 pages, there are only about five pages of real recommendations. These would be the essential
components of our practice standards. These recommendations will always be in italics. Anything not in italics or anything
in roman text are definitions, explanations, background, etc. So, even though it is a 20-page document, it really is narrowed
down into a pretty succinct five pages of practice standards. We think that with the final product that is in front of you, you
can easily locate all of the essential reporting requirements either in the pension practice section or in the general section using
hyperlinks. The reporting requirements should be easy to locate, and, again, you can cross-reference to any sections of interest
using these hyperlinks.

Mr. Campbell: I just want to add something on the reporting requirement issue: One of the heartfelt comments that we received
regarding the general standards was that people found the reporting requirements sprinkled throughout various sections. For
example, you might be in a section on assumptions and it would say something like: “If such and such a situation happens
to arise, then you should report this or that.” People said that it is too difficult to know what should be in your report because
you had to plow through all 60 plus pages in order to find those things. So, one of the decisions that the Committee on CSOP



4

Délibérations de l’Institut Canadien des Actuaires, Vol. XXXI, no 2, juin 2000

Les normes de pratique consolidées – Section sur les régimes de retraite (TR #33)

has made is that any reporting requirement found anywhere in the general standards or practice-specific standards will be
repeated in the section on reporting, either by a specific reference or by the actual repetition of the element. That way, when
you go to the section on reporting, everything that you need to report is located there. The pension draft is the first indication
of how we intend to do that. In this pension draft, you will find, in the section on reporting, everything that needs to be reported,
even though it may have been mentioned earlier in the document.

Mr. Teperson: What were some of the problems that were dealt with by the Committee on CSOP in producing this document
in front of you? First of all, any text in the current two standards of practice, the VSOP and the VTP, would have to be modified
in such a way that it is consistent with the text in the general section of the CSOP. Even though there is a general CSOP
document and a pension standards of practice document, these two are really read in conjunction and it only makes perfect
sense if both of them have a similar flow and similar style, and so that was the first challenge.

There were some redundancies, which were eliminated along the way. I am not going to get into those in any sort of detail.
Some decisions were made as to whether some material in our current standards, which is more of an educational nature, should
be retained or not, and, in some cases, it was decided to trim some of that. I will give you one example, and I think it is a
pretty good example. In the VTP Section 1, there is language around “method of distribution of assets has to be selected for
a pension plan in the case of a wind-up.” It is pretty straightforward. If the plan is in a deficit situation, the method of distribution
would allocate available assets among plan members. Again, there is nothing earth-shattering there. In the surplus situation,
a method of distribution of assets is also required when members are entitled to part, or all, of the plan surplus. That is really
education material. In fact, it is probably debatable as to whether that is of educational value, but that type of material has
been trimmed. So, you will not find that type of language in the new pension practice-specific standards in front of you, and
for good reason, I think. It does not really add any value in terms of looking at the essential standard.

There were a few other items that were dealt with along the way, and some of them have been highlighted in footnotes for the
specific reason of gathering feedback on those items. So, where there were outstanding problems, they have been flagged
specifically for the purpose of getting feedback. I am going to get into a couple of particulars, and these particulars are just
meant to highlight where, perhaps, some of the elements in the new document are different from current standards. I don’t know
how controversial it is going to be, but I guess we will find that out in the question part of this session. In particular, you
might want to think about whether you are in favour or not in favour or somewhat indifferent to some of these comments.

The first one is in terms of accounting assumptions: There is a new requirement to report one of three items. If the actuary
was not involved in selecting the assumption, you would express no opinion at all but you will have to state that explicitly.
Alternatively, you could give an opinion as to whether the assumptions, which were selected for you, are either in accordance
or not in accordance with accepted actuarial practice. If you were involved in selecting assumptions, you would have to report
that you have selected the assumptions, and that, of course, they are in accordance with accepted actuarial practice (AAP). We
are presuming that if you selected them, they would be in accordance. That is a new requirement in terms of mentioning this
particular item in your report, and is not currently part of the VSOP. In fact, in the VSOP, all that they require you to do is
indicate the source of the assumption, and that is it. So, it is a bit more brief than what we currently have.

Mr. Alan W. Milligan: I think there is a requirement now to report that you are not expressing your opinion on an accounting
valuation report. It surprised me when I was told that it was there, but I was shown that it was.

Mr. Teperson: Okay, if it is in the VSOP then you have my apologies. The other change that we are proposing is with respect
to individual pension plans. The consensus among those who were making recommendations on this – and it was accepted by
both parties – is that, if you were preparing a valuation for a pension plan with one member only, there would be no need to
report results that are in accordance with accepted actuarial practice. If your valuation results were not in accordance with AAP,
under current standards, you would have to report both the results at which you have arrived, and, in addition, results that
would be in accordance with AAP. Under the proposal and under the new standards, there is no requirement to report AAP
results. It really is a practical exemption for those valuations. Again, it is a departure from current standards. So, that is one
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where you may, or may not, have an opinion as to whether it is appropriate for an actuary to get away with not reporting AAP
results for a filed valuation. We feel that it is in this one circumstance.

The other area where there is a change – and this one is probably going to require a bit of thought as you work through it –
is in the area of subsequent events. The current treatment of subsequent events is handled specifically in the VSOP. Under the
new regime, it is handled jointly in the general standards and in the pension practice-specific standards. So, it is, again, one
of those areas where you are going to be flipping back and forth between these two documents. The current treatment of a
subsequent event differentiates between Type 1 and Type 2 subsequent events. If a subsequent event is of a Type 1 nature,
you are required to incorporate it in your valuation and report it. If it is a Type 2 subsequent event, you are required to report
it but are not required to take it into account in your valuation results.

The treatment of subsequent events in the general section of the CSOP is somewhat different. The real difference is in the
treatment of a Type 2 event, and I will get into it by explaining how I interpret Type 2 events under the general section of
the CSOP. If you have an event which makes the entity – in this case, a pension plan – a different entity after the valuation
date, it will be a Type 2 event. In other words, if it does not change the entity on the valuation date, it will be Type 2. Any
sort of a retroactive change that is effective on the valuation date is a Type 1 event. Any event that makes anything different
after the valuation date but does not change conditions on the valuation date is more like a Type 2. Type 1 and Type 2 labels
have been dropped, but the notion of events making the entity different after the valuation date has been retained. If you do
have an event which makes the entity different after the valuation date, then, under current standards, you would not have to
take it into account in your valuation. You could if you wanted to do so, but all you have to do is report on it. Under the new
standards, the choice of taking it into account or not depends on the purpose of the report. If the purpose of the valuation is
to report on the entity as the entity was, then you would not take that event into account. You would simply report the event.
But, if the purpose were to report on the entity as it will be in the future, then you would take that event into account, and,
obviously, describe it in the report.

That brings up the question regarding the context with which we are actually now working for a pension plan valuation. Are
we working with a situation where we are reporting on the entity as it was? We are certainly using data on that date; we certainly
are looking at the financial condition of the plan on that date. But, having said that, we are prescribing funding assumptions,
and there is a futuristic element in the sense that we are impacting on the future. So, that is something that I think is worth
discussing.

We have had discussions about this by the Committee on PPFR. I think it is safe to say that the view of one of our members
who works for a regulator (and he is in this room, and so he can jump up and slap me if I am wrong) was that, in the case
of the filed valuation, you are dealing with the situation where you are reporting on the entity as it was. This would mean that
you are, again, dealing with the Type 2 situation, although, it is a little different because, under the VSOP, it was optional.
You could take the Type 2 event into account if you wanted to but all you would have to do was report it. The direction in
the CSOP is that, if you are reporting on the entity, you would not take it into account. So, it seems a bit more definitive than
the current standards. We are kind of getting into semantics on this, but that is our interpretation, and I believe it is the
interpretation of most of the members on the committee.

There is one other change which is somewhat theoretical, but which has a practical impact on valuations. Suppose you have
a plan amendment that is not effective on the valuation date but is effective in the intervaluation period. Let us assume that
we are dealing with a valuation date of December 31, 1999, and an amendment that becomes effective July 1, 2000. That will
be a Type 2 event under the current standards. Under the new standards, you have to take that event into account in respect
of the funding period after July 1, 2000. So, if an amendment exists which is effective in the intervaluation period, or effective
in the period for which you are recommending funding, you have to take that amendment into account in your valuation with
respect to that period. Whereas, under the current standards, you could presumably regard that as a Type 2 event and you would
not be forced into taking it into account. Obviously, when the amendment was passed, you would be filing a valuation addendum
or a cost certificate or something of that nature, and so you will get there anyway. But there is explicit instruction under the
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new standards to take that amendment into account if you are aware of it, and if it kicks-in during the intervaluation period.
So, that is a change, as well.

I think that actually covers the section that I was to deal with. We can take questions on that now, or we could carry on, finish
the presentations, and take questions at the end.

Mr. Campbell: What I would like to do is give you a brief look ahead at where we hope to take the draft in terms of timing.
The comment period runs to August 15, 2000. If the experience that we had on the general standards was an indication, we
will not get very many comment letters, but we will pay a great deal of attention to any that we do get. We really encourage
people to write in with comments to the committee.

The next portion of the timeline was done a couple of weeks ago. Between then and now, the CCSOP has put together a slightly
refined timetable for the further development of the consolidated standards of practice, and I believe that it is going to be
published in a September Bulletin article. Anyway, what I put up here will be close, I believe, to what is in Jim’s September
Bulletin article, but may not be exactly the same. (You will see that I have been quite fuzzy in what I have promised.) We
think that we should have an exposure draft of the general standards in late 2000. Therefore, there should be no reason why
we could not then publish an exposure draft of the pension standards in early 2001. There is a requirement to produce what
is called an “approval draft,” which is sent not to the membership but to Council and to the Committee on Adoption of Standards
of Practice. It is a step in the process. So, the consolidated standards of practice, insofar as it relates to pensions, could become
effective in 2003. I am ducking the issue of whether that is the first of the year or the last of year.

Mr. James G. Paterson: If we seem disjointed on this, it is because Mark was elected to Council and he had to make the choice
of whether to attend the meeting of the Committee on CSOP or the Council meeting, and he attended his first Council meeting.
So, he has not been fully briefed, yet, on some of the work that we did this week. It looks as though we will probably issue
the general standards with two sections of practice-specific standards – the public insurance plans, which is mostly workers’
compensation and pensions – in the initial publication. Then, the insurers’ standards will probably come half a year behind
because they are, at the moment, behind on the track, and actuarial evidence will follow some time after the insurance standards.
So, it will come in installments, and we think that the first installment will come in 2002. We think that is “doable.”

Mr. Milligan: What about the transfer value standards and marital breakdown standards?

Mr. Paterson: There is a very active discussion going on. There was one at the Council meeting this week and I believe the
issue was not resolved. It has been passed to the Practice Standards Council to deal with as a high priority issue. One proposal
is to split the marriage breakdown and transfer value sections, and put the transfer value section in the pension plan standards
where they are, in general, sort of controlled by the PPFR. The marriage breakdown standard would be placed in the actuarial
evidence section where it is, more or less, controlled by the Committee on Actuarial Evidence. To the degree that they are
common standards, we have to come up with a method of making sure that they are properly consistent in the two sections.
Either the same words must be repeated in two places, or the rules must be set out in one place and cross-referenced to the
other place.

There is some element of substance here, and it is the issue of whether the economic assumptions must be the same in both
cases, and same with mortality, and, perhaps, some other assumptions. That is a policy decision and I guess the Practice
Standards Council is revisiting it at the moment quite heatedly, I believe. So, if anyone has views on that, I think that they
would be welcome, in particular if they can be addressed to the Practice Standards Council. If you tell them to us here, we will
carry the message forward because it seems to be a hot issue.

Mr. Campbell: I am just going to add something to that. If we are talking about current standards – the current transfer value
and marriage breakdown standards – there is no dichotomy between the actuarial evidence marriage breakdown standard and
the transfer value pension standard. So, it would not be difficult to publish things in the way Jim described. In fact, if you look
at the June 1995 exposure draft, it was structured more or less as Jim described with a section on so-called “prescribed
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assumptions” that were common to both transfer values and marriage breakdown. Then, there were respective sections on
transfer values and marriage breakdown.

If the two practice committees now dealing with the recommendations of the task force on transfer values can come to a common
landing on what the common assumptions should be, then the work of our committee will be a slam-dunk. It will just be a
minor structural item of “Where do we put this?” and “How do we label this?” kind of thing. It is not the role of the Committee
on CSOP to arbitrate disagreements between practice committees. It has been made pretty clear by Council that, when it comes
to issues of substance in the CSOP, the practice committees are the owners of the practice-specific standards. The hand of the
CCSOP is relatively limited to making a common style for us, rather than being an arbitrator.

Mr. Ian M. Karp: I am chairperson of the Committee on Actuarial Evidence for eight more days, and so I just want to comment
briefly from that standpoint. We, in the committee and the practice area, as Mark just said, feel very strongly that we need
to maintain control of that standard. Jim has made a proposal – which we have no problem with – that it is probably best done
by having the main text and the pension section on the assumptions, and then referencing it in the actuarial evidence section,
if that is the most concise way of doing it. That is a form issue, it is not a substance issue, and so it is not a particularly
contentious point. However, the fact that we control the standard is, within the Committee on Actuarial Evidence, very
contentious. The current standards, as most of you know, have common economic assumptions. We do not have a committee
position on that. Doug Townsend, who is the new chairperson effective July 1, will be bringing those issues forward in the near
future and trying to get a position on those issues. We do not currently have a position on whether the economic assumptions
should be common between the MB (marriage breakdown) and the transfer values or not.

Mr. John M. Christie: I would like to make a comment on the same topic. I would be very much in favour of creating a group
to ensure that the economic assumptions on the things that can be the same for both marriage breakdown and transfer values
be the same. Then, if they have to diverge – one fork in the road going to marriage breakdown specifics and the other fork
in the road going to transfer value specifics – that should be done. I believe, in the January 1995 draft of the consolidated
standards, in the late 1980s and early 1990s, there was an enormous amount of valuable volunteer time spent in trying to
arbitrate or bring the two committees together to try and get a common core with, perhaps, separate branches. So, I would
certainly encourage those who are considering this now to think back to the time that was spent and a resolution that was
eventually reached in the January 1995 version of the consolidated standards, and to adopt that approach again. I feel that would
be much more economical in terms of our use of very limited resources.

Mr. Campbell: Mel is going to be the moderator of this next portion of our section and it looks as though we have our first
speaker.

Mr. Peter F. Morse: I just want to address the last point. The issue of discounting in general was a subject of discussion at
Council. Perhaps others who were at the meeting can confirm this, but I believe that this specific issue – marriage breakdown,
legal evidence, discount subjects – was passed on to the Practice Standards Council which Geoff Guy is expected to lead. It
came with the suggestion that it should be an early initiative on their part.

Also, I think I heard earlier that somebody was indicating that there was already a Practice Standards Council in place. I don’t
think it has been filled as yet, and Geoff will be trying to do so prior to the July Council meeting.

Mr. Thomas D. Levy: I was thinking about the accounting issues that Perry talked about. It occurs to me that there are a couple
that will have to be dealt with, at least based on the US experience, now that the Canadian Institute of Chartered Accountants
(CICA) has effectively changed to the US accounting standards. The first is, what is accepted actuarial practice for complying
with the CICA standards if the CICA standards under some economic circumstances demand a discount rate that none of us
would be comfortable with as within accepted actuarial practice? Does that become accepted actuarial practice because it is for
the purpose of complying with the accounting standard? Or does the accounting standard, which you have to follow, require
that you not conform with accepted actuarial practice? That would be one issue.
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The second issue is the assumptions. As you are aware, and as Perry’s presentation reminds us, they are officially in the domain
of the employer. It is typical of the employer, however, to choose only the discount rate and perhaps the expected return on
assets, and to leave the rest to the actuary. There has been a great deal of discussion about what is the actuary’s obligation
with regard to other assumptions, if one assumption – say, the discount rate – is dictated. Is the actuary’s responsibility to
still use best-estimate assumptions for everything else and disregard the fact that it is not the best-estimate discount rate?
Or is it the actuary’s responsibility to make the other assumptions – for example, the salary increase assumption – consistent
with the discount rate? Or is it the actuary’s responsibility to make the result come out at the same place it would have come
out if all the assumptions had been best estimates?

The ultimate decision in the US was that it is the actuary’s responsibility to make best-estimate assumptions for everything
else, and not to modify any other assumptions to try and compensate for an assumption that is dictated and is outside accepted
practice. That is, it is not the actuary’s responsibility to undo something that auditors or employers or the government has,
for whatever reason, rightly or wrongly, imposed on the actuary. But I assure you that there was very extensive discussion,
and I am not sure whether the final decision really represented a whole lot of consensus. It just represented the fact that there
needed to be a decision and that was the one that prevailed.

Mr. Teperson: I guess, your concluding comments were around the fact that there was a lot of discussion around that point
before there was consensus. I don’t think that this discussion has taken place in Canada to the same extent, and, obviously,
we cannot conclude anything right now, given that we have not had that discussion. But it seems to me, when reading the pension
practice-specific standards and the reference to best-estimate assumptions, that there is no alternative reference to compensating
adjustments and the impact of, perhaps, implicit allowances elsewhere. So given that, I can see a, perhaps, literal interpretation
being one that will be consistent with the conclusion that came through in the US Whether that is right or wrong, though, I
don’t know. I don’t know if anybody else has any views on that issue.

I think the question in terms of reporting was, what do you do if you accept one of the assumptions and only take an active
role in some of the other assumptions? What would you end up doing?

I want to quickly confirm that Alan’s comment was correct. I did go back to the VSOP and it is towards the very end of the
VSOP, and his comment earlier was spot-on. Thanks for that.

So, again, what we are faced with here is the situation of one of two major alternatives: Either you do not select assumptions
or you do. If you do, it is pretty straightforward. You will simply report that they were in accordance with AAP. If you did
not, you would either report that you express no opinion, or you would offer the opinion as to whether they are, or are not,
in accordance with AAP. My view – and this is a personal view, not necessarily the view of the whole Committee on PPFR –
would be that if you were involved in only a portion of the assumptions, it would be quite acceptable to report that you did
not select the economic assumptions, for example. You would then follow either A or B. You can either express no opinion,
explicitly, or you could opine whether you feel that it is in accordance. But if you were involved in selecting some of the
assumptions, you would certainly have to follow the second suggestion, at least with respect to those assumptions. Those are
my initial comments on that question, anyway.

Moderator Norton: Can I ask you a supplemental question on that? It seems to me that you can opine that all of the assumptions
that you selected are in accordance with accepted actuarial practice, but they may not be consistent with the ones that others
have selected. That would be, in essence, a way of saying that some are in accordance but others not and they do not interrelate.
It is probably an even stronger disclaimer than expressing no opinion.

Mr. Teperson: I guess what you would have, though, is a situation of your expressing an opinion as to whether the assumptions
are in accordance with AAP. You are not expressing an opinion as to whether the valuation, as a whole, is in accordance with
AAP. That probably goes back to an earlier section of the general standards of the CSOP. It might be in the consistency section –
I am not sure. Mark or Jim might be better equipped to handle that one. But I think it does throw up the ancillary question
of how to handle the situation when some of the assumptions are in accordance with AAP but the whole exercise is not.
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Mr. Donald M. Smith: I think Tom is raising a very important point here, in particular because of the issue of the implicit
underlying inflation rate in the economic assumptions. I understand the situation in the US, but I don’t think that we should
just automatically assume that it is applicable in Canada, as well. You can end up having a real inconsistency between
assumptions. I don’t believe that we have really considered that issue specifically, and it seems to me that it is an important
issue and one that should probably be considered.

Moderator Norton: It seems that you may come to different conclusions if you are doing a CICA or a FAS valuation.

Mr. Dominic Déry: I just want to ask for some clarification about the Type 1 and Type 2 subsequent events. In fact, it seems
that, earlier on, with Type 2, we had the choice of including them or excluding them. You said that the turning point was whether
the purpose of the valuation was to state the financial situation of the plan at the moment of the valuation, or to look at the
future financial status of the plan. From my point of view, in practice, we can have both purposes. In fact, you state the financial
situation of the plan at one moment, and, after that, it could start negotiation with a union and they will decide the future of
the plan by itself. It seems strange to me to make the decision according to what you said. Is it possible for you to clarify
that?

Mr. Teperson: Yes, the language to which I was referring comes straight out of the general section of CSOP. Again, I will just
repeat it because it might be a little more clear if I go through it again. I am not sure if it will answer your question.

In the general section of the CSOP, if you are dealing with an event that essentially changes the entity after the calculation
date (therefore, it is a true subsequent event, not retroactive, which would, again, be similar in nature to a Type 2 event), you
have to report it. But whether you have to take it into account in your calculations depends on the purpose of the valuation.
If the purpose is to report on the entity as it was, then you would not have to take it into account. In fact, you would not take
it into account. That is the instruction from the general section of CSOP. If the purpose is to report on the entity as it will
be, you will have to take it into account.

So, in your situation, if you were presenting the financial results of the plan prior to union negotiations purely for the purposes
of showing the financial situation of the plan at that time, you would not take it into account. But if you were presenting results
that were meant to be used in a negotiation setting – and, presumably, all subsequent information should be taken into account
for that purpose – you would take it into account.

So, I know that the answer is not clear, but I think you will have to go back to asking yourself the question of the purpose
of this valuation. If it is simply to file a valuation report representing the funded position of the plan for the regulators, then
you will be reporting on the financial position as it was. If you are using the report for other reasons, you are getting into a
murkier situation. I don’t think you want to be in the situation where you are presenting two reports, one where you are including
it and one where you are excluding it. That is not very satisfactory.

I think you have raised a good question, and I think the question that you raised is one of how to interpret this portion of
CSOP in various situations. I don’t think that we have clear answers on that. Again, I invite Jim or Mark to comment if they
feel they could add to this.

Moderator Norton: Perry, can you try to answer some of that by example? Consider some of the more common situations,
such as a negotiated benefit increase that is going to come in steps into the future and how that is affected under the old method
and new method, and maybe one that goes in the opposite direction.

Mr. Teperson: I think if you read the language in the general section of CSOP, and if you have negotiated amendments to a
plan, you have to ask yourself whether the effect of that negotiation is going to have impact in the intervaluation period. If
the answer is “yes,” then it is a clear direction in the pension practice standards that you have to take those changes into account.
If the answer is “no,” and you are simply filing a valuation representing the funded position of the plan and the adequacy of
contributions based on a prior valuation date, and nothing has changed or is expected to change in the intervaluation period,
I think that the interpretation of the wording in the general section of CSOP is that you would ignore it. That is my
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understanding, anyway. That is the understanding of some of my fellow members on the Committee on PPFR. We have not
really had an extensive enough discussion on this issue for me to say that it represents everybody’s view, but that is the view
of a select few of us.

Mr. Déry: Is it the intention of the board to give a little bit of liberty to the actuary to decide his own interpretation of the
purpose of the valuation?

Mr. Campbell: I think it will always be the actuary’s job to decide what the purpose of the valuation is. I think the problem
we are suffering from here is that the language used in the general section of CSOP talks about a very bi-polar world where
the purpose of the valuation is either to report on something as it was, or as it will be. The fact of the matter is, for pension
valuations at least, there is a sort of curious hybrid type of work.

(Editor’s Note: The next sentence or two was inaudible.)

They find the general standards confusing on this point and they do not like the language. They do not like the notion of “as
it was” and “as it will be.” So, one of the things that is on the “to do” list of the Committee on CSOP is to improve on these
ideas. I am hopeful that, in the improvement, we will also resolve the kinds of issues that you are raising.

Mr. Déry: Can you clarify for me if, in both circumstances, we still have to disclose it – not consider it, but disclose it at least?

Mr. Campbell: I think we will always be disclosing subsequent events.

Mr. Teperson: That is the case under the current standards as well.

Mr. Campbell: John Higgens is going to step up and enlighten us. John is the person on the Committee on CSOP in charge
of resolving some of the more significant comments that we have received on the general standards, including this issue on
subsequent events. So, John, if you can comment, that would be great.

Mr. John M. Higgins: What we have resolved to do at the moment is to put together a table that we can insert in the standards
that will make quite clear the circumstances under which certain actions are recommended. As far as how to decide whether
valuation work is to look after an entity as it was, or as it will be, that really is going to be, I think, up to the actuary’s judgment.
Your judgment is always going to override anything that does not make sense in the standards.

Mr. Milligan: I find that our standards of practice may be a little too prescriptive in terms of prescribing that we must do certain
things when, quite frankly, I don’t think it should be a standard of practice. It may be good advice, but it should not be a standard
of practice.

Something I find interesting is the hypothetical wind-up valuations. The proposed standard of practice causes the section on
hypothetical wind-up valuations to apply to situations where you are illustrating the financial position of the plan which is to
be wound up. That situation was specifically excluded from the current VTP. So, there seems to be a broadening of the scope
of the hypothetical wind-up valuation section. I was wondering if you could give us any comments on that.

Mr. Campbell: What Alan is referring to is – if any of you happen to have brought the VTP with you, which I recommended
in my e-mail but which you may not have taken to heart – in Section 10. The current VTP lists a bunch of potential categories
of hypothetical wind-up valuations. Category A is: “A hypothetical wind-up valuation may be used as an alternative funding
basis for a going-concern valuation as described in Section 3.02 of the Standard or to satisfy Section 6.01(d) of the Standard.”
You can turn to those two sections of the VSOP and see what they are describing. (By the way, those two types are the only
types to which the VTP applies.) The first one is the instance where the actuary notes that the wind-up liabilities exceed the
going-concern liabilities, and, for some reason, feels that it is prudent to fund to the higher of the two. The other one is where
the actuary is basing his funding principally on going-concern but our standards require him to comment on whether or not
the plan would be well funded on a wind-up basis.
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Our attempt in Section 7.4 of the new standard was to do exactly that – to limit the application of the section to only those
two types of valuations. That is why, in Section 7.4, it says, “This subsection applies to a hypothetical wind-up valuation,”
and then gives two possible answers. One is to provide an alternative funding basis to a going-concern valuation where you
are just doing it because you think wind-up is the more prudent standard. The other one is the illustrative situation where you
want to explain, even if the plan is not winding up, it is important to know what position it would be in. So, our attempt was,
in fact, to replicate, and, if we have not succeeded, then that is a very valuable comment.

Mr. Milligan: I think that current standard Section 10.01(d) talks about what I thought was exactly equivalent to the second
point in Section 7.4 and it is excluded from the application of Section 10 of the current VTP. So, it seems to me that you might
have inadvertently broadened the scope.

Mr. Campbell: We may have. Thank you.

Mr. Ian H. Edelist: Going back to the prior comment, I want to talk about the negotiated benefits that increase during the
intervaluation period. It seems to me that one way of taking them into account in the valuation is in the financial position of
assets and liabilities, where the other is in contributions going forward from that date. The question is, if you are looking at
the pension plan as it is going to be, is the idea to do some sort of financial position of the plan as of the ultimate date, and
then figure out if you need some sort of unfunded payments or solvency payments at that time? Or is it just to figure out what
the new contribution rate would be at that time? I am not exactly sure what the intent is.

Mr. Campbell: We are not going to answer. We were not planning to respond to every question.

Mr. Frederick J. Thompson: I do have a question, but first, there is a preamble. When I read this, it looks to me as if members
of individual pension plans are not going to be getting the same actuarial protection as our other pension plans. I think that
members of the pension plan, whether they are the only member or they are part of a bigger group, should be comfortable or
should be confident that the actuary, in reviewing their situation with their pension plan, is doing things according to accepted
actuarial practice.

I have another thought. It seems that all pension plans are accepted for registration under the same legislation. There have
been situations in the past where (the former) Revenue Canada has suggested that, perhaps, some of the actuaries are jiggling
the assumptions around for the purposes of unjustly manipulating the contributions required to these pension plans. So, I think
that if we do not exempt these plans from accepted actuarial practice, we should reduce the possibility of Revenue Canada
thinking bad things about us.

From there, I come to my question: Why are you doing this? What is the thinking behind what has been done here, which is
exempting these plans from some of our other requirements?

Mr. Campbell: I will give a little historical background to this issue, and then let Perry speak for the Committee on PPFR. If
you look in the discussion draft of the general standards, there is a section on conflict with law. Obviously, when you are doing
the valuation of an individual pension that meets the designated plan category status of the Income Tax Act, you run into a
conflict between the law and accepted actuarial practice. What the general standards say is that when you have a conflict with
law, you comply with the law. But if it is practical and useful, you should also report the result of applying accepted actuarial
practice. So, if all we had were the general standards, then somebody doing the valuation of an individual pension plan (IPP)
that was also a designated plan would report the designated plan funding amount, and, if they were so inclined, would report
the AAP required funding, which would typically be different – often higher.

When we came to write the pension practice-specific standards, we noted that the current VSOP says that if you have a conflict
with law, you always report the AAP result. So, if you have an IPP, you report the designated plan funding amount and you
also report the AAP result. Our committee – the Committee on CSOP – asked the Committee on PPFR whether this was
something they wished to maintain. We observed, for example, that many individual pension plans are not with any expectation
other than the recovery of the contributions into the plan. Also, the participant, often a senior executive or self-employed
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individual, understands very well that what he or she is going to get out of the plan is what is put into the plan, not the nominal
promise that may exist around the plan provisions. So, we asked the Committee on PPFR whether they wished to relax this
absolute requirement to always report the AAP result. The agreement we reached was that we would put it out as a trial balloon
and ask the membership whether or not this relaxation would be acceptable. We have, now, at least one individual who does
not think so.

Mr. Thompson: We do have a lot of people who read these valuation reports that we do. The federal government, I think, believes
that these pension plans are real pension plans. What the individual is expecting to get out of it is a pension. That is why they
allow you to set up a plan. If that is true, then I think it is important that we say this is what the law says. It is not that the
law says we have to do something; it is that the law puts a limit on the level at which we can fund it while the individual is
a restricted funding member. As soon as the person ceases to be restricted funding member – that is, they leave the plan or
they retire or die (I guess that is another way of leaving the plan) – you can put the money in that the actuary says is required.
So, I do not think we are doing the right thing for our situation vis-à-vis Revenue Canada when we do this.

It is my understanding, based on my own personal experience, that the Pension Commission of Ontario rather likes to have
you fund the plan at the level the actuary recommends. They have, to some extent, abandoned members of individual pension
plans by tolerating Revenue Canada’s putting in a limit on the funding. But when it comes time to collect your benefit, I do
not think that an individual who is not a significant shareholder can waive his rights or his entitlement. So, I think that the
Pension Commission of Ontario is going to tell you that you owe the money to this person. Whether you have to put it in
now or have been allowed to in the past does not really matter. You owe him the money; you had better put it in. From that
perspective, I think that we have an obligation to be clear as to just what is developing in this pension plan.

I have one more comment. Again, this is based on my understanding. You could have a pension plan that had five people in
it and their salaries were high enough that they were all restricted funding members and you would be subject to the maximum
funding rules. But you have only mentioned individual pension plans. So, how would you handle the situation when there are
five individuals in there? Would we now define an individual pension plan as one that had one or more individuals all of whom
were subject to…? This is nuts. I really feel pretty strongly that we should not exempt anything.

Mr. Campbell: Do you want to answer that comment?

Mr. Déry: I want to add that we just talked about what could happen in Ontario, but there is a bill that should be enacted in
Québec. It is called Bill 102, and the Québec Pension Board is planning to stop monitoring IPPs. So, it will probably not be
the same thing in Ontario, but it is the trend that is going to be in Québec. Provincial legislators say that the members do
not need protection anymore because, usually, they know what is happening to their plans.

Moderator Norton: We have clearly identified – and maybe the committee can take it back and discuss it – the difference between
shareholder plans and one-person plans that are not shareholder. I think that is something that we are probably not going to
work out in this room, but it does need to be worked out by the profession.

Mr. Christie: The current valuation standard requires a statement in the valuation report along the lines that emerging
experience that is different from the assumptions will create gains and losses which will be revealed in future valuations. The
new draft standard does not contain that statement. To me, that is a very important statement which, in a way, captures the
essence of the actuarial valuation process. We are not trying to produce and guarantee a single number that is right for all time.
All of us in this room, I think, understand that a valuation is only a point-in-time estimate, and things are going to change.
Things will be different from the assumptions, and we will have to revise this estimate at the next valuation. However, I feel
that many of our readers do not fully understand the process that we are going through because it is a complex process.

A single sentence in the valuation report about emerging experience being different from the assumptions is, to me, a very
important red flag that we currently raise to all readers of the report. It allows us to say that this is not a guarantee; this is
our present estimate and we are going to revise it from time to time. Things are going to turn out differently. So, I would
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certainly urge that this statement be put into the next draft of the standards, but, for now, I would be interested in hearing
from the two panelists on the thinking behind why it is not in the current version of the standards.

Mr. Campbell: I would like to back up and give a little introduction to John’s comments. John was the person commissioned
by Council to produce the so-called “Highlights and Differences” paper, which is about to be published. One of the things that
John picked up, which we inadvertently did not flag in the discussion draft, was the removal of the statement formerly required
of the actuary that experience different from assumptions could result in a different result. I must confess that the mists of
history escape me a little bit on this one; however, sometime in the period between 1995 and 1999, we did have discussions
between the Committees on CSOP and the PPFR on this issue. It was felt that this statement was sort of “motherhood” in
nature and could be omitted. We now have John as at least one example of somebody who feels that it is a very important
statement. We would be very interested in hearing whether others feel that it is uninteresting or crucial.

Mr. Milligan: I guess I would like to support the position of the committee on both of the last two issues. First, with respect
to individual pension plans, if the accepted actuarial practice results in a lower funding level, there is no conflict between accepted
actuarial practice and the law and the actuary must report it. But where the accepted actuarial practice would result in a funding
level that exceeds the maximum allowable under the Income Tax Act, there is really not much point in reporting the higher
number because, especially in the case of shareholder plans, there is no ability to fund it. With respect to executive plans, there
may well be an ability to fund it in some sort of SERP, but that is really beyond the scope of a pension plan valuation standard.

With respect to John’s comment, this would be something that I would categorize as very good advice but not necessary in
a standard. My inclination is to leave it out of the standard. If it is not necessary, delete it.

Moderator Norton: I would like to move to one other emerging issue. The CPPFR is about to release an educational note that
affects, to a great extent, practitioners in Ontario. The issue is on shortened life expectancy and the payouts of pensions in
pay, in particular. I would like to ask Perry to make a few comments on that now.

Mr. Teperson: Without actually going into the full detail of the educational note, I will just echo what Mel was saying. An
educational note will be coming out, likely in the next couple of weeks, and this, again, relates to the situation in Ontario. I
believe it is Regulation 144 which allows members to have the opportunity to commute their benefits if they are either
pensioners or deferred vested members, and if they can furnish proof that they have a shortened life expectancy. The reason
that this is an issue is because there was some uncertainty around whether the transfer value recommendations apply in this
case. If they do apply, you are using a GAM 83 Mortality Table to calculate a benefit for somebody who has less than two years
of life expectancy.

I think you know what I can offer. There is probably a small, theoretical chance that our conclusion, in some way, might change,
but I can almost definitely assure you that what will not change is the committee’s unanimous feeling that the transfer value
recommendations are not applicable. Certainly, it is not within the realm of accepted actuarial practice to commute a benefit
using the GAM 83 Mortality Table for somebody who might die within a two-year period. While the recommendations do not
specifically exclude this calculation, there was never any intention to have the recommendations apply in this case. So, I don’t
know, Mel, if that was the background you were looking for at this point. Watch this space. Something should be coming out
in the next couple of weeks.

Moderator Norton: We still have about three or four minutes. So, if there are more questions, we can take them. If not, I would
like to thank the panelists very much. I would also like to thank the recorder, and I would like to thank the audience. This
was a very good session with a lot of discussion. Thank you very much.


