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Moderator Serge Charbonneau: Good afternoon, everybody. This is a big room and everybody is sitting so far away, I
am glad there is a microphone. But you can be sure I can’t see you sleeping back there if this becomes too boring.

This is a session on “commuted values.” The exposure draft has been sent out. This is an important session because it
is your last opportunity to give comments in person. As you will see later on in the presentation, you also have the
opportunity to send us comments in writing until July 31.

We have two presenters. I am here as a member of the PPFRC (Pension Plan Financial Reporting Committee), and Paul
Churchill, director of Rewards at Aliant Inc., is here to present the point of view from an employer and administrator
of a large pension plan.

Bonjour, je vais présenter juste à peu près les deux-tiers de la présentation d’abord puis, après ça, on va switcher au
parrain de régime, et puis je vais revenir à la fin, et j’ai préparé une liste de questions. Donc, si vous avez peu de
commentaires, j’en ai déjà mis sur la table pour vous, parce que j’aimerais avoir votre input à vous. Donc, si vous ne
m’en posez pas, moi je vais vous en poser.

The first part is something that many of you have seen already. The information was presented at the April 19 Pension
Seminar in Montréal. I will start by giving a background on where these standards originated from, and the items that
were changed since the previous draft last year. There is a thing or two that didn’t change and I will highlight those
for you. Then, I will present a summary of the impacts. We will then switch over to a point of view from a plan sponsor.
Finally, we will talk about a list of possible comments.

The current standards have been in effect since 1993. So, it has been almost 10 years, and the rules are specified in most
pension laws and regulations. The intent is to replace the old standards, obviously, but we will face potential problems
when you have regulations that say that you must use the 1993 amount and suddenly we come around and say, “Well,
here’s a new amount.” So, we will have some issues to contend with in the future.

There was a task force for this process established back in 1997, and so it has been almost five years. This is a long process.
It is not as long as the standards of practice, but this should be a lot easier to tackle.

The task force was formed to determine whether there was a need to make some changes, and, yes, they did conclude
that there were some changes to be made. They came out with preliminary recommendations on, I think, the economic
assumptions. There was a separate paper, and then there was something focussing more on the theory behind mean
reversion. Last year, there was a discussion draft released in the spring. There were some comments received during the



2

Délibérations de l’Institut canadien des actuaires, Vol. XXXIII, no 2, juin 2002

Commission des rapports financiers des régimes de retraite – Valeurs de transfert (TR no 21)

summer, and, during the fall and winter, we came up with a revised version as the exposure draft. Now, you have until
July 31 to give us some comments.

Obviously, this exposure draft was based, in large part, on the discussion draft. We took under consideration the many
comments that we received and there were extensive reviews. We even went as far as going back to the membership last
fall to say, “We received a number of comments, but there is an issue that has been highlighted as being critical and
we want specific feedback on that.” This was, if I remember correctly, the complexity of going to two variable rates.

So, we will focus only on certain aspects of the exposure draft. First will be the application of those rules, mortality
assumptions, and interest rate assumptions. The effective date will be September 1, 2003, as I mentioned before, and so
we still have about a year left to prepare for it. But that, in itself, has generated some comments. Some people are saying,
“Why can’t we have it sooner?” Others are saying, “Why can’t we have it later to give us more time to implement it?”
So, maybe it is a good target date if people are pulling on both sides of it.

Commutation Election

One specific item that we highlight here is that the standard is not meant to apply to pensions in payment if the
commutation is elected by the pensioner. This is something specific that was added from the previous version. It is
because the Québec law in 2001 came up with a new right given to pensioners for when they have lived out of the
country for two years or more. In that case, the pensioner can suddenly apply and say, ”Give me a lump-sum payment.”
We are stating here that this standard is not meant to apply to these circumstances. The result is that we are creating
a kind of a void here and we are wondering what should be done about that void.

One possibility would be to come up with an educational note to specify that it doesn’t apply in these cases and then
to give some guidance to the actuaries as to how they should approach this problem. Different possible avenues would
be to let the individual actuaries determine on their own what they feel should be appropriate. We could issue a
nonbinding educational note so that it is not as strong as a standard, but gives guidelines as to how we think we should
approach it. Or we could go as far as issuing a more formal standard of practice and give strict guidelines as to how
to do it. So, we are interested in hearing how you feel about that.

The Mortality Assumption

In the discussion draft, we were proposing two possible ways of dealing with mortality improvement. We had many,
many comments on that, and we came up with just one alternative saying, “Forget about generational mortality and forget
about the interest rate adjustment which was meant to replace generational mortality.” Instead, what we have come up
with is to say, “Let’s include some projection, but only for a limited period.” We picked the year 2010, and, in theory,
since these will apply from 2003, we feel that there is going to be a projection for seven years, six years, and then five
years. We intend to review this aspect on a regular basis, probably in about five years, and so this would give about
five years of projection on average if we use this table between 2003 and 2007.

Interest Rate Assumption

Another major aspect of the standard is, obviously, the interest rate assumption. We made a major change since the
previous discussion draft last year. There used to be three tiers that we proposed before, and we are now saying, “Never
mind the third tier.” It was really linked to the second tier and imposing a floor and a ceiling. We are now saying, “No,
no, we don’t think it’s proper to restrain that long-term rate. Let’s leave it at wherever it is.” So, if the second tier is 9%,
we can go on assuming that it is going to stay at 9% over the very long term. And, on the other side, if it is 3.5% we
don’t mind keeping 3.5% forever. This is all linked to the theoretical paper from the task force that talked about the
reversion to the mean over the long term. So, by removing that third tier, we ended up with the two tiers. The first
rate is applicable for years one to ten and the second rate, not just from 10 to 30, but forever.
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Reference Date

Another change we made since the discussion draft is the reference date. Some people in the past were saying that
actuaries seemed a little slow in working out the numbers because they were based on the yields two months out of date.
Some feedback was that it is not too bad, and that it is preferable to be a little outdated because we like to do them quickly.
I am not sure we still do it quickly in practice, but they said, “Go back to the two months. It is better that way.” So,
that is what we are proposing now in the exposure draft. We are just going back to the current standard that has been
in place for ten years.

The level of the interest rate is something that is very different now. What we are proposing with this exposure draft
is to take that CANSIM rate based on the Government of Canada bonds and add a premium of 0.75% as opposed to
0.25%, which was in the discussion draft. The rationale behind that, as you will see in the document in the right-hand
column, is that we looked at a 1% premium, representing roughly a corporate bond with an AA rating, and then we
subtracted 0.25% for an expense margin.

And I have also compared it to the current standard, which was a 0.5% premium addition for a nonindexed calculation
and 0.25% for indexed.

Unisex

Another change – actually something which is the same as in the discussion draft, but raised some comments last year
– is the unisex mortality. We decided not to change it. That means, for the methodology, you are still able to choose
between blending the rates at each age or blending the factors. That has been in place for ten years and it has generated
some comments in the last year and we say, “Let’s leave it like that.”

As you know, many pieces of legislation say that you have to use unisex, but only for a certain period after the legislation
was changed. In practice, many actuaries and administrators extend that unisex methodology for prior periods and the
wording now says that the actuary may do that without getting special authorization. In the past, in the discussion draft
and in 1993, we were saying that the actuary can do that but only if he is given the instructions to do so – authority
from the administrator or from the plan rules themselves. Now, we are saying, “No, we don’t really need to get this
authority. The actuary can go ahead and do it in conformity with these actuarial standards.”

So, these are the major changes, and the last one is not a change but something that was highlighted.

What is the impact of all these new rules? We can focus, first of all, on the administrative procedures, and then we can
look closely at what it means for the values themselves. There is also some impact for solvency valuations.

Administration

For administration, it is obvious now that the new methodology will be more complicated because that second tier rate
is no longer fixed at 6%. So, in the past, when only the first rate varied, many administrators were using tables, saying,
“Well, there are only so many combinations that we can have. Let’s have ten tables and we will pick one of the ten tables
to use.” Now, with the second rate being variable, of course, you can have ten times ten, or hundreds of combinations
at least. So, it is no longer viable to use factor tables. It might still be possible if you want to load a whole bunch of
tables, but we think most administrators will look at changing their methodology.

The New Mortality Assumption

There were some concerns that the prior proposal to have a generational mortality would be complex to calculate for
some administrators. We think that the new one is not complicated. It is a little more complex than the old one, which



4

Délibérations de l’Institut canadien des actuaires, Vol. XXXIII, no 2, juin 2002

Commission des rapports financiers des régimes de retraite – Valeurs de transfert (TR no 21)

was just the static GAM 83. Now, we are saying, “Take the UP 1994, project it to 2010 and that is your table.” We cast
it in stone, and so that is straightforward.

Transition

Transition is another aspect that administrators will need to think about. The effective date, as I said, is September 2003,
but certain regulations refer specifically to the ones in 1993. So, what is going to happen if we don’t know for sure yet?
There is also the question of recalculating values. When we say that after a period of – and we can specify – four months,
six months, or nine months that the old value will no longer be valid and we will recalculate, does it mean that, suddenly,
we need not only recalculate to take into account the new market rates, but also to take into account the new standards,
which would make a big, big difference? That is a question mark at this point.

Impact

Now, let us consider the impact for the values themselves. We, obviously, looked at some numbers, and, at the April
19 seminar, these numbers were discussed, but only verbally. Now, we are putting this in writing. For those who were
at the seminar, this is something new. The impact is very different for the values of indexed and nonindexed pensions.
For nonindexed, the deferred pension values will produce commuted values between 90% and 100% of the old standard
if we use the current market yields. But we also looked back for the last ten years and there were certain periods where
the change in the interest rate makes a big, big difference. We even came up with some values that were 50% to 60%
– the new ones versus the old ones. So, if these values were in effect back then, a lot of people who cashed out their
money would have had a lot less in their locked-in RRSP. The impact of that is very natural because of that second
tier, which, in the past, we have said would always revert back to 6%. So, if current yields were at 9% and 6% and
suddenly, we are saying, “No, no, there is no more mean reversion; it is going to be 9% and 9.5% or 9% and 8.5%,”
that second tier has a huge, huge impact for deferred pensions. Immediate pensions have less of an impact because that
second tier doesn’t come into the picture so much, and we can observe the values being between 95% and even up to
105% of the old values.

For indexed pensions, the results are drastic in the case of deferred annuities. These new assumptions would produce
amounts that are between 70% and 80% of the old values. So, here again, the plan participants would see the value go
way, way down. We could say that the old ones – those who left before – have received a lot more than we think they
would deserve under the new standards. For the immediate indexed, here, again, it doesn’t have much of an impact,
and the results are between 90% and 100%. But you must remember that there is no “right” value that should be attached
to this. So, we are not saying today that we made a mistake for the last ten years. We are just changing our methodology.
I think we will need to explain this first to the actuaries, and all get our heads together, and then explain it to the external
public, the regulators and the other stakeholders.

Another impact that is worth noting is that these standards apply in the case of solvency valuations. So, suddenly, the
next time we revalue the plans on a solvency basis after September 2003, depending on the level of the interest rates
at that time, we could see that the liabilities for the plan go way down or a little down or maybe a little bit up. If that
produces a reduction in the liability, obviously, the employer contributions will be reduced accordingly.

I will now ask Paul Churchill to come and show us another point of view.

Mr. Paul Churchill: Good afternoon. First of all, I would like to thank Serge and the CIA for providing me with the
opportunity to give some input on behalf of Aliant. I must confess that, after accepting, I was a little intimidated at the
thought of addressing a group of actuaries. (Especially when I recall my high school and university math marks and
finance marks.) I quickly got over it, though, when I realized that this would be an opportunity for me to dress up,
which I don’t do very often, and I thought, what the hell, it would look good on my resume if I have to look for another
job.
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I have stayed away from numbers as much as I can for the reasons noted above, but I have a couple of graphs that I
would like to share with you. Please bear with me. I realize, as well, that the only thing standing between you and the
reception is this session, and I hope to keep this brief.

Here is an outline of the points I would like to cover. First of all, I will tell you a little bit about Aliant – who we are
and where we come from. Next, I have some pension demographics, some plan membership demographics. Then, I will
tell you a little bit about the current environment under which we, as a plan sponsor, are operating. Next, I will give
you some idea of what Aliant – and, for that matter, many other plan sponsors – would be thinking about and looking
for in terms of the commuted value calculations that we do. Finally, I will cover what the impact of the new standards
would have from our perspective. I would also like to leave with you just a few key messages.

Aliant was formed in 1999 as a result of a merger of four large companies, and the brands are probably brands with which
many of you would be familiar – Island Tel, MTT, NB Tel, and New Tel. With the merger, Aliant organized itself around
four lines of business and those were: telecommunications, IT, mobile satellite communications, and emerging business.
Since the merger, Aliant has grown from approximately 8,500 employees to almost 10,500 as of today. We are the third
largest tel company in Canada, the second largest Canadian-owned IT company, and we are the largest mobile
communication satellite company in Canada. We appear in the top third of the Toronto Stock Exchange (TSE) 300.

In terms of the pension plan membership demographics, we have quite a mix, especially if you consider where we have
come from. The telecommunication line of business is where we would see most of the defined benefit (DB) plan
members. We have approximately 5,400 to 5,500 employees of the 10,500 who are part of the defined benefit plans. As
you would expect, it is in the information technology business and in the emerging business where we have mostly of
the RRSP and defined contribution (DC) plans.

There are 11 different arrangements across our four lines of business. We have quite a mix. There are probably more
plans than 11. There are, in fact, 11 different arrangements, but there are also hybrids of different plans within that. Of
the 3,200 to 3,300 union employees participating in our pension plans, approximately three-quarters of them are in
defined benefit plans. The other 25% or 23% would be in defined contribution. Of the non-union groups of our
managers, approximately half or about 44% of them are in defined benefit plans. We are also operating in an environment
where not only do we have different plans across our lines of business, but we also have numerous plans within our
lines as well. The X-wave, our principal IT company, would probably have the greatest mix of plans. Their plan of choice
for the future, being an IT company, is an RRSP plan, but they also have four or five different defined benefit
arrangements, as well as defined contribution plans. Primarily, those are with employees who transferred from other lines
of business.

We are operating in a union environment within the telecommunication line of business, where we have more than 3,000
unionized employees, and they keep us honest. It is different operating in a union environment.

As far as systems support goes, we are using “People Soft.” We have a Canadian pension module within People Soft.
But, as Serge referred to earlier, what we have been able to do until now is rely on factors tables that we have loaded
into People Soft. We have been able to do the table look-up for the commuted value calculations and we hate to see
that change.

In terms of future directions for Aliant, we believe that we will be moving more to a defined contribution/RRSP plan
for all employees, certainly the new employees we bring into our organization. However, we do realize that defined benefit
plans are going to be around for a long, long time – certainly, well after I have left my current job.

Just to give you an appreciation for the DB plans that we do have, one point worthy of note is that, even though we
have basically four Atlantic provinces where we have defined benefit plans, our plans are federally regulated since they
are part of the telecommunications industry.
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Our defined benefit plans are noncontributory. They are integrated with the Canada pension. They would have the
normal, early retirement provisions, joint-and-last survivor, and we have a moderate or modest form of indexing up to
a maximum of 2%.

So, that is a snapshot of who we are, the type of plans that we have in place, and the environment in which we are
administering pensions.

In terms of commenting on the new standards from a plan sponsor perspective, we believe that in calculating the
commuted values, there are four key elements and I am sure that these come as no surprise to any of you. The four
areas we would look at are fairness, ease of administration, or ease of calculation, and also two communication points
(i.e., ease of communication regarding the basis of the calculation). We do get interested employees who are quite
interested in knowing what the basis of our calculation has been with regard to volatility. That is the change from the
time we do the calculation to the time that we actually transfer the money out – the kinds of swings that have occurred.
Or some employee might ask about, or would be contemplating, terminating or resigning and looking at a commuted
value calculation and then looking at it again in the following year.

What I would like to do is just speak very briefly on each of these points. First of all, in terms of fairness, which is
probably the key element in all of this, I think, from a professional point of view, certainly, your objective is to ensure
that the basis and the calculation of the commuted value is fair and reasonable. That is something that the plan sponsor
wants to do as well, and that is most certainly the key element here. The basis for it should be neutral between the plan
member and the plan sponsor; neither should have an advantage over the other. We should always ensure that the
calculation is a fair value of the benefit that has been accrued by the employee who is terminating.

What we thought would be interesting would be to illustrate – and Serge referred to it earlier – “What difference would
it make if we had the proposed new standards in place since 1993? How would the calculations compare using the new
versus the old?” So, we had our friendly actuary do some calculations for us. For illustration purposes, we used a male
employee, age 40, with a deferred pension at age 65, early retirement provisions subject to the normal actuarial reduction,
a deferred pension for life with a 10-year guaranteed pay out, and with indexing. We thought that would be representa-
tive of the type of arrangements that we have in place.

So, the second line from the top (I think you have this in the handout) is 100%. So, when we looked at this graph
and looked at the new commuted value expressed as a percentage of the old, it told us – and it probably comes as no
surprise – that the new commuted value calculations are always lower than the old. I guess, as a plan sponsor, I could
be jumping up and down saying, “Great, it is going to cost us less! We are going to pay out less!” But I have a hard
time believing or understanding that the commuted value calculations that we have done in the past were too high, or
they were that much too high. Certainly, in the early 1990s, it would indicate that we paid out double what we ought
to have paid out or what we needed to pay out had this standard plan been in place. So, it is more for musing and
just to take a look at the difference between the new and the old.

The second element is around the ease of computation. The point I am trying to make here is, “Let’s keep the new
formula and the standard as simple as possible, if we can. Let’s not make it overly complex.” Certainly, one of the things
that we have enjoyed to date is that using the old standard allowed us to do the calculations fairly easily using the tables
and table look-up. As Serge indicated earlier, the number of possible factors using this new standard would increase
significantly. It is going to require a change. Whether it is a system change or a change in the way we approach it, we
are not sure. But if things are implemented currently as being proposed, it is going to have a significant impact on us
and other plan sponsors.

So, what I am asking for is that you try to strike a proper balance between what is fair and what would be easy to
administer. There needs to be some reasonableness.
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In terms of communications, we have to be able to explain how the calculation was done, or the basis for the calculation.
As much as I like actuaries, I don’t know that I would want to have go to an actuary to explain to someone how the
calculation was actually computed. At the present time, we are fairly comfortable – at least as comfortable as a non-actuary
can be – with the basis for the calculation. But if it changes and becomes as complex as it appears to be, we are going
to have a difficult time with the communications around it.

The final point, the final key element here, is the volatility that would occur. This should be easy to explain as well.
We do know that there is often a lag between the time that the commuted value is calculated and the money is actually
transferred out. It could be weeks, but, invariably, it is months. Under the legislation, we have to hold the option open
for a period of time, and I think it is 90 days from the date the employee terminates. Many sponsors, Aliant included,
would leave that option open for a much longer period. In some cases, we would leave it open for four or five months
before we actually do re-compute the commuted value. Obviously, we would prefer to keep it open for as long as possible
because we really want the person to take the money out of the plan as opposed to having to deal with the administration
later on. When the transfer is finally made, the amount that we would compute or pay out would be the initial commuted
value plus the interest at the rate that the calculation was done. So, it is adjusted for interest.

So, just for illustration purposes, this is what we would like to do. Instead of determining the final payment using this
interest-adjusted approach, what if we were to recalculate? So, four or five month later, when we actually pay it out,
what if we were to recompute the commuted value based on the new standard using the individual’s age and the
prescribed interest rate as of that date? How would the interest-adjusted commuted value compare to when it was actually
recomputed using the new standard? Theoretically, the recomputed commuted value is probably the most correct or the
most fair amount since it reflects all the factors that you described in the exposure draft. But it is interesting to see how
the two values compare.

Again, we looked at this for an individual who terminates at age 40 but didn’t take the transfer and takes it three months
later. I want to emphasize that the basis for this calculation – the interest-adjusted commuted value, as well as the
recomputed commuted value – is using the new standard. I am not comparing the old with the new, but I am comparing
an interest-adjusted one using the new value to one where we will actually do the computation over again. The only
point I am trying to make is that it would appear to us that there is a lot of complexity around what we are trying to
do here.

If you look, on average, the ratio is close to 100% where it is in the range of 90% to 110%. But that only appears on
average. It is okay, but six times out of ten, or four times out of ten, it isn’t. So, there are a number of cases where we
are going to see wide swings. Again, the point I am trying to make here is that we are trying to determine something
very precisely and I am not sure that there is a lot to be achieved by doing that.

Just to wrap up, the key message that we would provide regarding the new standard is, “Let’s keep it as simple as possible
for us, the plan sponsors and administrators. Don’t make it overly complex.” Serge made the point, as well, that there
is no right value here. What we are trying to do is provide an estimate that is fair and reasonable and let’s not try to
get too, too precise.

Finally, considering the impact on plan sponsors such as Aliant, I am sure that there are many, many others out there,
both from an administration point of view, and, more importantly, from an employee communication perspective, who
feel the same way.

Moderator Charbonneau: I have a series of questions that I could throw at you or I could ask for your questions. If you
don’t have enough, I will add these.

Mr. David C. Hart: I just have a couple of questions about the interest assumption and the mortality assumption. First
of all, the mortality assumption is probably a reasonable assumption. But I think we have to realize that, if we come out
with this mortality assumption for commuted values, then people will probably move away from the GAM 83 Table for
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valuation. In Canada, a lot of plans, especially union plans, are driven by the commuted values. So, if we are going
to establish this mortality table, the CIA should make it a specific, named mortality table and produce an actual mortality
table. We know that this actual mortality table is going to be used for valuations. We need to produce a table and produce
sample values, etc., to ensure that there is no confusion. In fact, we should even produce some unisex tables, assuming
75% male, or 50% male, or 25% male, so that people are not confused and are all using the same table. So, that is a
suggestion.

The next thing is the interest rate assumptions. We have now moved from 25 basis points and increased it up to 75 basis
points. The consideration was that it was a 1% increase from Canada bonds to corporate AA bonds, and the 1% was
the difference between the two. Now, nowhere at all does it say that the risk of those corporate AA bonds is taken into
account and will now reduce the expected rate of returns. Even though corporate AA bonds are considered to be relatively
safe, they are still not 100% safe and we should be taking the risk factor into account in establishing any increase that
you want to put into it.

The second thing is that the net increase of 75 basis points was then applied to the real rate of interest but without any
rationale of why it should be applicable. There certainly are no appropriate corporate real rates of instruments that would
allow that sort of increase. Even going up 25 basis points may be too much because it is a very slim market. So, it doesn’t
seem appropriate.

One thing that was not mentioned here regarding the interest rates was that the minimum and maximum bound for the
long-term rates of return were taken out. The long-term rates after 10 years can be dramatically affected by very high
or very low rates of the initial rate and I don’t think it is really appropriate not to have those maximums in. We should
be looking at an average real rate nonindexed of 6%. Put in a minimum and maximum bound of no less than five and
no more than six and much the same with the indexed ones. It is important to have those bounds or else we can be
in real trouble.

The last thing I have to say about this is that we have to be very careful about the pension regulators. They are going
to be looking at this and they are going to have to change the legislation, province by province across Canada, to
accommodate the change to commuted values. We have to worry that one or more of the regulators might feel that we
have not done our homework, or that this is not appropriate. This will be true especially if it leads to dramatic decreases
in commuted values. At one point, we saw that, in the early 1990s, it would have been 50% of the value for nonindexed,
and I would imagine it would have been even less for the indexed benefit plans. If the regulators look at that and feel
that it is not appropriate, the CIA faces a huge risk of at least one of the regulators across Canada refusing to adopt this.
I think we have to be very, very careful in what we propose.

Moderator Charbonneau: Thank you, I agree with a lot of what you have said. Some of it was a clarification. Let us
work backwards; you had a lot of questions. Maybe I should have stopped you after each one.

On that last thing, when you said that the nonindexed were 50% – the old versus the new – and the indexed might
have been even worse, that is not the case. The indexed were not so bad. It was 70% to 80% and that is because of the
9% and 6% versus the other one, which was 3.25% – the second tier, I think it was. There was less discrepancy and
so it is not worse with indexed pension – it would not be as bad. But 50% is bad enough for nonindexed. I agree with
you.

Mr. Hart: How could it be that the nonindexed would not have been worse if you are adding that 75 points?

Moderator Charbonneau: We looked at the numbers. I can share the numbers with you, but what I had on that sheet
– that the nonindexed were 50% to 60% at the very bad extreme years – it was only 70% or 75% for the indexed. But
even that is bad though; I agree. But keep in mind that it does not mean that the new one is worse or better and that
the old one was worse or better. However, we do have some convincing to do with the regulators – I agree with that.
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I agree there is a risk in trying to convince them. I am not sure exactly how many have it specified in their regulations,
but if you have one holdout, it is one too many as far as I am concerned.

We will need to think about the implications of that situation. We might need to live with two different sets of rules
– one where the actuaries say it should be x and one regulator somewhere says, “No, no, no, we want to use y.” Does
it mean that you need to pay out the greater of the two or that you need to say, “Well, the regulators say it has to be
x, and so here is x. But, by the way, it is not in compliance with the actuarial standard.” I don’t know about that.

Mr. Hart: I guess what I was getting at was, for the interest rate assumptions, we are making dramatic changes from what
we have done before, and if they are too dramatic, we really have to feel good ourselves that they are warranted, or they
seem to be warranted. If we cannot establish good arguments that they are warranted, then we should have some real
concerns.

Moderator Charbonneau: It is a hard sell to the regulators.

Mr. Hart: No, it is more of a hard sell to the membership of the CIA. It is such a major change.

Moderator Charbonneau: I know what I am saying is, “How will we manage to convince the eight or nine regulators
easily if we are not all in it together?” I understand your point perfectly well.

Let’s go back to some of the others. Your point about the minimum/maximum for the third tier was in the discussion
draft and we removed it and, yes, it makes a big, big difference to not have that floor and ceiling. I think you mentioned
that we should keep it between five and six. The discussion draft had much wider margins. I think it went from, maybe,
4 to 8 or 4.5 to 8.5, and so it was a big range that was allowed. We said, “No, let’s remove it completely.” One reason
for that was the theoretical foundation the task force used to come up with a report on reversion to mean.

What we are trying to do here is that, theoretically, we shouldn’t assume that, down the road, we should not expect
that it will always stay at 9%, or that it will not stay forever at 3.2%, if that is what is today. They are telling us, “We
don’t need to think in that kind of mode. What we need to think of is based on today’s conditions – the present value
that is attached to a stream of payments. We don’t even care what the returns will be next year or in 10 years or in 30
years. We are discounting all those payments based on today’s market conditions, as if they stayed the same forever.”
That is why we removed that third tier. Another less important reason for removing it was to remove one complexity
component. We were trying to simplify here and there, and we said, “Well, a good by-product of removing it is that
we are removing one little complexity,” but that is not the main reason.

Mr. Hart: If you are assuming that this is what the person will be able to invest in, and that it is this current interest
forever – well, at least until the end of a bond period – the only way you can get that investment rate is to buy a stripped
bond. And they are not using that sort of an instrument.

Moderator Charbonneau: The way I understand this is that there was a debate previously about the investment approach
and the bond approach. The bond approach is not saying, “Here is x dollars and we think you can go out and invest
it and reproduce that series of cash flow payments.” The bond approach, the way I understand it, is based on today’s
market conditions and what present value would be attached to it. It does not mean you can go out, invest it, and then
reinvest the coupons based on the prevailing market conditions. I think that is the theory that drove this.

Mr. Hart: But what you are doing, then, is throwing an unsophisticated member completely to the wolves.

Moderator Charbonneau: It goes back to square one. The basic philosophy behind what we are trying to do here is that
we are not saying to the member, “Here is x dollars. We think you can go out and invest it and reproduce it.” I think
that was part of the old philosophy and there was a long debate in the last two years about the investment approach
and the bond approach. The way I understood the bond approach is that you do not look at investing things; you look
at putting a present value on something. I am not good at explaining that because I did not understand everything.
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However, some of the 12 members of PPFRC were really convinced about this approach. So, maybe I could send you
back to the paper which explains the difference between the two.

Mr. Hart: Yes, that just wasn’t my own understanding, but maybe there is more to say about this. I don’t know.

Moderator Charbonneau: You had several other questions. Do you want to focus on this specific aspect now?

Mr. Hart: We are going to have to finish at 5:15, and so I think it would probably be worthwhile for other people to
get their comments in.

Moderator Charbonneau: Okay, we took down your comments and recorded them and the PPFRC will focus on them.

Mr. James G. Paterson: Before getting into technical points, there is an issue of due process that is puzzling me. This
discussion has been going for years and it is one of the more controversial ones at several levels that I recall in the last
decade – certainly, in the pension area. And how did we get from heavy controversy to apparent unanimity? My
understanding of the new due process is that an exposure draft isn’t to be published until there is an agreement on an
earlier document called “The Statement of Principles.” I don’t remember seeing that document and I don’t remember
seeing any unanimity, and so I am really puzzled. I would also add that you have only allowed time for two or three
questions and comments and that is not due process. You had to make sure that there were 45 minutes or more. You
have to go through this again in November. This is not enough.

Could you answer the question about how we got here before I get into any technical question? Because that is really
a key question.

Moderator Charbonneau: Okay, I have a couple of things. Regarding the number of questions, the first person asked
five or six questions, and so, yes, it would have been nice to have a lot more questions.

This topic was discussed at the Pension Seminar in April in Montréal. There were very few questions, and we had to
drag questions out of people. So, at that point, it seemed that people were tired of talking about it, and they wanted
to get it over with.

Going back to the process, this topic has been discussed since 1997. There was a task force report maybe two years ago
and then the discussion draft came out in the spring of 2001. There were many comments during the summer, and,
in the fall, we went back to the membership – which was an extraordinary step – to say, “We have some comments,
but we really want to focus on this one. Please give us more comments on that.” Then, this draft came out in April,
and we are asking for written comments and there are two opportunities to discuss this at meetings.

It would have been nice to take the whole time today to just field questions, I agree.

Mr. Paterson: Would you mind putting the next slide up – the one with the eight or so questions?

Moderator Charbonneau: Yes, there are three pages, and about 15 questions.

Mr. Paterson: My point is that those questions should have been answered before an exposure draft was prepared – that
is the due process. I think they are appropriate questions, and I want them debated. But I am not aware that we have
reached a consensus on those questions to the point where we should be having an exposure draft.

Pat, maybe you want to jump in. I see that you seem interested.

Mr. Hart: Sorry, you are talking about there being very little discussion at the April Pension Seminar. When the April
Pension Seminar occurred, that paper had just come out and people had not had a chance to read it at all; otherwise,
there probably would have been a lot more discussion, and so you have to discount everything about that meeting. People
did not have a chance to read the paper and adequately discuss it.
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Moderator Charbonneau: If an aspect is presented by the presenter who says, “This is what we are doing, what do you think
about it?” you would certainly like to read the details, but you can still say, “Well, based on what you are saying, it
seems this or that.”

Mr. Paterson: You can’t do that when you have just had five or ten minutes of reflection on it and it is one of many
things to be discussed that day. That is just not appropriate timing.

Moderator Charbonneau: That is a fair comment; I can agree with that.

Mr. Patrick F. Flanagan: I am responding as a member of the Practice Standards Council. In terms of due process, this
particular standard is going through under the old due process, and so it is not really necessary for there to be a statement
of principles, and so on.

Mr. Paterson: But these policy issues had to be decided at the discussion draft stage, right?

Mr. Flanagan: That is exactly correct. It seems to me that what has happened here is that we have effectively gone through
the statement of principles with those first theoretical papers that were produced. There was a discussion draft after that
and we are now getting to the exposure draft stage. But there have been some major changes that have been made since
the last time that this was exposed at the discussion draft stage. I think there is a need for a thorough airing of opinions
about the changes that have been made, and I agree with the comment that we are not really getting as much of an airing
as we would like to see in the short time that we have available at this meeting. I also agree that, at the very least, we
should have another chance to deal with it in November, even though I realize that this is going to delay matters and
make the September 1, 2003, effective date probably impossible to achieve, but I think that’s life.

Mr. Paterson: Pat, do you think that there was enough consensus on the discussion draft to allow this to proceed to
exposure draft? I don’t see that.

Mr. Flanagan: Well, actually, you don’t really need that under the previous due process. You don’t need consensus.

Mr. Paterson: No, but you need pretty good general agreement.

Mr. Flanagan: The idea is that the exposure draft should be something that you really expect will achieve consensus
and will be accepted by the membership. And, again, for the reasons I mentioned earlier, I think there was problem
in this particular situation.

Mr. Paterson: May I address one technical issue, not process, and that is the issue of the ultimate interest rate? There
was a paper on reversion to the mean which is being used to justify this change. The paper on reversion to mean found
that, on the basis of some pretty technical theoretical analysis, bonds were not mean-reverting over the lengthy time period
studied. I forget the number of years. So, it was an attempt to demonstrate that the market knows what interest rates
will be like in 30, 40, or 50 years from now. The market, first of all, doesn’t try to estimate that. It is estimating a rate
that makes sense from now to 30 years out, not from 20 to 50 years out, and it is very bad at that. It is much worse
than we are at our 6% – much worse. It is embarrassing and frightening. If you went through this exercise on your
formula now, in 1981, we would be using, in Canada, a 15% or 16% interest rate for that second period forever. If you
did it in the UK, you would be using a 26% interest rate forever. Who knows? We may get something like that, a real
anomaly hit here. I think, just to avoid our attempting to use our collective judgment and getting consensus on what
is a reasonable ultimate rate, we have decided, instead, to let the market decide because, that way, we can’t be blamed
or it can’t make any mistakes. This is just terrible; you have to change it. You have to find a consensus rate that makes
sense to most actuaries, and that also solves Paul’s problem of a simpler rate at the same time.

Moderator Charbonneau: I have just one small comment on your very long-term rate. The 15 to 30 is very critical, but
the 40 to 45 is not very critical because there is not much left to pay out at that point.
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Mr. Thomas J. Walker: First of all, I would like to thank Serge and Paul for the presentations. I think this is the first
time I have seen a presentation or information that focussed on the impact rather than the theory behind it.

What I want to do is to focus on the impact on the individual plan member and the philosophy. I really think that
there is nothing wrong with what we are now doing. I view the current standard as the defined method to produce
the defined termination benefit or the defined death benefit within a defined benefit pension plan. I don’t see why we
have to go to investment theory to do something that is being done well. The very significant change in value is
something on which, I think, we have to focus.

(Slides unavailable)

When you look at this graph, I can’t tell you how pleased I was to see it because I spent the last three or four weeks
producing similar graphs. Anyone in the room will recognize that it is based on age 40, and if you shift it down to age
30, it drops down even more. I got down to minus 83%. (I mean, not necessarily age 30, but different ages.) If you
increase the age, at the far end, the values start going up over a 100%, and as high as 110%. So, we are over-emphasizing
one of the weaknesses of DB plans and we are further shifting the benefits from the young to the old. We are weakening
it relative to DC plans. We are opening the door to mandated pre-retirement indexing as in Québec if we drive these
values down.

Although the percentages may be lower on indexed, they are much more significant. You take a person, say, a 45-year-
old teacher, for example, with a $100,000 transfer value, and we are knocking $30,000 off and that is quite conceivable.
Or, you take a 30-year-old with a $10,000 transfer value back, say, in March 1995. We are knocking it down to maybe
$2,000 if the person is 30. The impact on the members is something with which we have to be concerned.

The simplicity is something with which we have to be concerned, too. In the members’ understanding, no matter what
we say as theoreticians, they are viewing this as an annuity and a replacement for an annuity. What I say is, let us apply
our sophisticated investment rules and our sophisticated investment knowledge to the fund as a whole, not to a
calculation with respect to one individual.

Moderator Charbonneau: I have one small comment. That huge reduction is directly linked to that factor of 6%. It doesn’t
mean the whole thing doesn’t make sense. It all revolves around that one little theoretical issue. It is critical, I agree,
but does it mean that we had it wrong for 10 years and that we should change it? It is the theory driving it, and how
we are going to explain that to these people.

Mr. Walker: The original September 1993 draft was put together by a group of actuaries who were every bit as qualified
and who I admire every bit as much as the group of actuaries who have put together this method.

Moderator Charbonneau: If I remember correctly, the 1993 theory was to say, “Here is x dollars and we think you can
invest it to reproduce.” Now, the theory has gone totally the other way and is saying, “This is not the investment approach
that we are taking. We are taking a bond approach, which has a present value attached to it.”

Mr. Walker: I agree, and I would say that I don’t necessarily agree with either approach. What I agree with is a defined
termination benefit within a defined benefit pension plan. We have had it defined for 10 years, and there is an expectation
built-in on the part of existing members. Why change it?

Within my company, I did a rather informal survey. None of the plans have been complaining about the basis. When
you do get any comments from members about the 1993 basis, it is more that the value is too low compared to what
they are expecting. I think that it was admitted in the early stages that the current basis would not be sufficient to purchase
a deferred annuity if a deferred annuity were available. So, I don’t think we should have necessarily changed the theory
at all. Why not just say that we have something that is working reasonably well, and let us stay with it?
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Mr. Robert H. Stapleford: I would support the comments of Jim and Pat about the process. I find a concern in that we
have had the study for three years. There is a discussion draft that comes out in April 2001, and then, a year later, it
is changed, and there is not an awful lot of rationale given for some of the changes. So, I don’t think you do have
consensus to go ahead.

One of the two areas that would have contributed to the decline that Tom talked about is the mortality assumption. The
original task force recommended a generational approach to mortality which, granted, is very complex, but also involves
a long-term expectation of mortality improvements. And to go out to 2010, you are doing a calculation for someone who
might be 40 years old, and it probably does not reflect current expectations in terms of mortality improvements.

Paul, you may have a comment on that. If you are doing calculations for someone who is age 40, we have only five
years of mortality improvement and the expectations are that mortality will continue to improve.

A second point is the move to 75 basis points. Most of the statistics out there showed that the corporate spread between
AA and Canada bonds is more in the 50 to, maybe, the 65 to 70 points range, not a point. It is probably at the short
or narrow end in the intermediate bonds. So, the group comes out and says, “Let’s just drop it, or, sorry, let’s increase
it to 75 points” without any of the statistics to support that, after a group had looked at it quite extensively. So, I think
there is some more research that needs to be done and exposed to the membership as to why the spread has gone up.
We need to know about the philosophy behind such a short-term mortality projection going forward when most
demographic work and CPP work talks about continued expectation of mortality improvement.

So, Paul, to give you a chance, how far out do you think is fair, in term of doing a mortality projection for someone
who is, maybe, age 40?

Mr. Churchill: Well, I didn’t have so much an issue with the new mortality assumption. You are right, for someone at
age 40, it is not going out very far by just going to 2010. But I didn’t have as much trouble with the mortality table
as I had with eliminating the current way of calculating the interest. That is where the issue was for us; it is not so much
the mortality table.

Mr. Stapleford: Well, Serge, let us put it back to you guys in terms of the statistics that will support that 1% excess return
between Canada and AA bonds. I don’t think it is there to support it, and I think we would be subject to a lot of criticism
if we couldn’t support that to regulators, especially if you have that type of outcome relative to a drop in values.

Moderator Charbonneau: We could have a very long discussion on that. We can discuss it personally later on. I hope
the PPFRC will come back with a lot of replies to all these comments. I would rather get more questions at this point.

Personally, I don’t mind staying as long as you want. Those who want to go and catch the bus, feel free to walk out.
But if there are more questions, I would love to have them. I am glad to see that you are very vocal.

Mr. Hart: I would be interested in a straw vote on how people feel about this right now. Do they have major concerns?
I guess that is probably the best a sort of question. Do they have major concerns, just like the people who have already
expressed some concerns? So, that is either “yes” or “no.”

Do people have major concerns? Who doesn’t have major concerns? It is 100% for the record.

Moderator Charbonneau: It is about 15 votes to zero. Is there another question?

Mr. Doug Taylor: I have a sort of question. I am guessing there has been a lot of work going on to come out with new
standards, and I guess the premise behind it is that we are coming up with something better. But I think the one thing
that both Serge and Paul agreed on in their presentations was that there is no right answer here. Someone may ask, if
there is no right answer and we are going through all this work, who is benefiting from this? If you look at the people
who are parties, there are plan members, plan sponsors, and actuaries who get paid for doing this stuff. Even within
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the plan members, don’t just look at them as a group but look at which plan members are benefiting from this. Is there
a group of people who are actually benefiting from the added complexity? At one extreme, you could do what was
mentioned earlier – just have defined termination benefits. What is wrong with that? If there is no ready answer, how
is this better?

So, I just want to know, has it been considered? This is a very high level question, I think. How is this better and exactly
who is going to benefit from it? That is what I don’t understand. Personally, I like the defined termination benefit idea.

Moderator Charbonneau: Thank you. Does anyone want to respond? Are there any more questions?

It looks like the PPFRC has a lot of work to do. I am hoping that we will get a lot of written submissions from all of
you. We have until July 31.

There is one more question.

Mr. Steve Galloway: I have a quick question for Paul. I think Paul had four points that he would like to see in the
standard. He would like to see a fair computation, one that is easy to communicate to members, one that balances
complexity and simplicity (we need to have simplicity, I agree), and one that reduces volatility over time. Being a
representative of the plan sponsors and since this is probably one of the few times that we will have input from the
sponsors, do you have any ranking on those four items? Is there anything that is more important or less important?

Mr. Churchill: The fairness is the one that I would rank the highest of all. I might get shot for saying that because I
don’t do the administration, but someone within our organization would. I think that your point is well taken and
someone made the point earlier that, no matter what you come up with, it is not going to be the “right” answer. There
is no such thing as the right answer. It is just that we need to find a balance between all those things, really, and come
up with something that is fair and reasonable.

Moderator Charbonneau: Are there any more questions? Thank you, everyone, for attending.

1Paul Churchill, not enrolled in the Institute, is the director of Aliant Rewards at Aliant Inc., Human Resources, in St.
John’s, Newfoundland.


