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Panelist Janice Laird: …and provides me with an opportunity to share with you the most common problems that we encoun-
ter in respect of deductibility of employer contributions to define benefit pension (DB) plans. I will describe some of the most 
prevalent issues we have recently experienced, but this is by no means an exhaustive list. As my presentation is limited to ten 
minutes I will focus mainly on the following areas: designated plans, pension adjustments (PAs), past service pension adjustments 
(PSPAs), assumptions, benefits, ineligible service, transfers, as well as some other important miscellaneous categories.

Now, David has got my timer on, so I don’t have a lot of time to waste.

As you probably know Designated Pension Plans (DPP) are defined under sub-section 8515(1) of the Income Tax Regulations. 
In the last three years we have seen a significant increase in the number of these plans submitted for registration. They currently 
represent almost half of the total inventory of DB pension plans. A significant portion of the non-compliance identified by our 
division concerns Designated Plans. We can attribute some of the non-compliance in these plans to a problem in interpreting 
or applying the Regulations 8515 which sets out the maximum funding rules in respect of these plans. These rules determine 
the ceiling beyond which the contributions to these plans are not permitted. If the actuary chooses to fund on a basis different 
from the maximum funding valuation, there are obviously two possible results. The going concern basis could either result in a 
higher funding recommendation in which case the funding must be capped at the 8515 limits. If, on the other hand, the going 
concern basis results in a lower funding requirement, and the lower funding recommendation must be used.

Another area of concern with Designated Plans is with respect to solvency deficiency funding. Although the regulations make 
provision for the payments of solvency deficiencies, such acceptance is not extended to Designated Pension Plans. Contributions 
recommended towards the payment of going concern deficiencies and solvency deficiencies are eligible if the overall funding 
falls within the 8515 maximum funding limits. The topping up of the going concern funding recommendation that’s already at 
an 8515 limit with solvency deficiency funding is not acceptable.

On the PA and the PSPA side, the most common area of non-compliance is in the non-reporting or the under-reporting of these 
amounts. In respect of PSPAs, in particular, the Actuarial Division has found two common problems. One of them is in respect 
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of new plans that were set up in either 2004 or 2005. The PSPAs were being calculated using the old $1,722.22 maximum 
pension limits, as opposed to the higher limits that are currently in the act. A communication to this effect was posted on our 
website in April of this year, and it gives a specific example of how the PSPAs in these new plans need to be calculated. There 
are exclusion rules that apply, but that example sets them out.

The second problem we have encountered relates to the reporting of the PSPA. Although the calculation is being done properly 
in these cases, the PSPA is often under-reported, and the unused RRSP room is not included in the reported amount, so there’s 
an under-reporting problem there.

On the assumption side, in some instances actuaries are using an average industrial wage (AIW) assumption of 5.5 percent for 
all post-reform years when performing a valuation for designated pension plans. In fact, the actual AIW, or reasonable proxy, 
must be used for the years prior to the valuation, and a 5.5 percent rate is allowed for years following the valuation to the year 
of retirement.

Te 8515(5b) sub-paragraph is meant to grandfather funding for benefits under a designated pension plan that became provided 
before 1991. If you’re making use of this provision you must use the plan’s normal retirement age, indexing provisions, as well 
as the normal form of pension. Most often the retirement age and indexing provisions are used according to the plan, but the 
normal form of joint 66 � plus five is used.

For other going concern valuations, our long standing position on the valuation interest rate has been that if an actuary uses a 
rate below six percent he or she must provide an explicit justification of such an assumption in the report. Given the current 
economic climate, and based on feedback we have received from the industry, we’re currently reviewing this position and are 
considering a suggestion that the rate would be a function of the long bond rate. So, you can expect to see publications to this 
effect – hopefully, in the near future.

With respect to benefits, some of these problems are relatively minor, and don’t affect a lot of plans, but I’ll just go over them 
briefly. For some Designated Plans with connected members, the maximum DB limit is sometimes used in the report for each 
year of post-1990 service, although the indexed compensation does not warrant the use of a full maximum pension limit. For 
1980 controlling shareholder plans this problem is of limited scope because there are a small number of plans in existence. 
But for these plans, if the retirement benefit provided in the original planned document was limited to a maximum of $1,715 
without future increases to this limit, you can’t assume that the maximum pension limit is indexed for these years of pre-reform 
service. Sometimes early retirement reductions aren’t calculated properly, so that’s something that we focus on as well.

Some types of pension plans provide a greater of benefit between defined contribution (DC) and defined benefit provisions. For 
these plans we’re monitoring them quite carefully as we’ve seen some creative plan designs that require such careful scrutiny. 
In the area of self-insured money purchase provisions, we haven’t been accepting this type of arrangement for many years now. 
Although these plan designs are still being submitted and inadvertently being registered, so we have to bear down a little bit 
more on this type of arrangement internally so they’re not accepted.

In respect of ineligible service, some new plans fail to disclose the amount of qualifying transfer from a member’s registered 
retirement savings plan (RRSP) that is required to offset post-reform buy back of past service. In another scenario, some plans 
are offering service that don’t meet the eligible service rules under the Income Tax Act, so we have to be careful in that area.

Sometimes pre-reform service is being included under a new plan, and no funds are being transferred in association with this 
accrued entitlement. So, one of our newsletters specifically states that if members commute pre-reform benefits, and then 
subsequently buy back service at a later date the amounts required to fund these benefits must be transferred directly from an 
RRSP, deferred profit sharing plan (DPSP), or another registered pension plan.

With respect to transfers, in a plan wind-up situation, when calculating the commuted value care must be taken to ensure that 
the indexed retirement benefit for each year of service doesn’t exceed the projected permissible DB limit. In some situations the 
actuary uses an implicit indexed earnings approach, and there was concern that the pre-retirement indexing could result in a 
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pension greater than the projected limits. Often on transfers, again, in many cases of wind-up we’re finding that the transfer limits 
in 8517 are not being adhered to. So please ensure that the tax free transfers are limited to the prescribed amount limits.

Some other miscellaneous issues that we’re finding include, in respect of the excess surplus limits in combination pension plans 
sometimes money purchased liabilities are included in the excess surplus test, and the Income Tax Act specifically stipulates 
that this calculation applies to the DB provision only.

For contingency reserves that are established for non-specific purposes, we don’t normally like to see those. We will accept 
the establishment of reserves for measurable and reasonable contingencies such as a reserve for future ad hoc post-retirement 
index increases to pensions, if the plan has a history of providing such increases. We have traditionally not accepted general 
reserves for ten percent of liabilities for adverse economic performance. Although we realize that we’ll naturally have to revisit 
our position if the CIA adopts the provisions for adverse deviation (PfADs) and adjustments to unbiased measurements (AtUMs) 
approach to pension plan funding.

In multi-employer pension plans, the Income Tax Act requires that the assets and liabilities be apportioned among the par-
ticipating employers, and this apportionment must be done on a reasonable basis. The explanatory notes from Finance clearly 
stipulate that separate accounting of assets and liabilities is not required. The Actuarial Division considers the breakdown of 
assets in proportion to liabilities to be a reasonable method of apportionment. However, in the past, we have required that this 
breakdown be explicitly shown in the ABR. As it appears that this is an administrative burden to employers, we have recently 
changed our position to accept a statement in the valuation report indicating that assets have been determined in proportion to 
liabilities, but we won’t require that these specific amounts be set out.

So, in conclusion, most of our concerns in the area of professional conduct, fall under the reporting. I hope that this presenta-
tion has given you an appreciation of the nature of some of our concerns. I have included a list of contact names and numbers 
in the package if you wish to discuss any of these issues, or any other issues with the actuarial staff of the Actuarial Division. I 
thank you for your time. [Applause.]

Moderator David C. Hart: Thank you, very much, Janice. The next speaker will be George Ma, as soon as I’ve found his pres-
entation.

Panelist Chun-Ming (George) Ma: Thank you for the opportunity to speak to you today. Before I begin, I want to make it 
clear that the comments I make today are drawn from my experience as a staff actuary at the Financial Services Commission 
of Ontario (FSCO). They should not be taken as representative of the views of FSCO, or the Ontario government unless I state 
otherwise. My principle role at FSCO is to review actuarial documents filed under the Pension Benefits Act, and to confirm their 
compliance with the legislation and actuarial standards. In carrying out my duties I have to work with the Act and regulations 
as written. I’m not in a position to make the law or to defend them.

Today, I am going to focus on the funding valuation reports filed with FSCO, and will outline some of the issues which we 
identified through our compliance review. I would suggest what you, as plan actuaries, can do to assist your clients to comply 
with the legislation. And if time permits, I will also provide some comments regarding the current pension actuarial practice.

FSCO receives approximately 1,600 to 1,800 funding valuation reports each year. To improve their regulatory process and 
to make effective use of its limited resources, FSCO adopted a risk-based review approach about five years ago. Under this 
approach 40 percent, which translates to about 700 reports each year, have been selected for review, and 30 percent of the 
reports reviewed were found to contain material of compliance concerns. These concerns can be classified as either regulatory 
or actuarial in nature.

The major regulatory concerns include cases where the employer failed to make the required contributions set out in the last 
filed report. Or the amount of contribution holidays taken by the employer exceeded the amount of surplus disclosed in the 
last filed report. In some cases contributions may well after the valuation date were treated as a receivables and included in the 
assets for determining a plans funding provision.
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FSCO’s position is that if the employer has made the required contributions in accordance with the regulations up to the valua-
tion date, the only possible receivable amount, as of that date, are the employee required contributions or the employer normal 
costs for the month prior to the valuation date. However, recognizing that in some instances additional contributions would 
enhance member’s protection, FSCO accepts a contribution made after the valuation date be treated as a receivable if it can be 
supported by the funding requirements set out in the last filed report, and it is made within 120 days after the valuation date. 
The reason for using 120 days is based on the Income Tax Act where it allows a contribution made after a taxation year to be 
deducted, if it is an eligible contribution it is made within 120 days after the end of the taxation year. We concede 120 days to 
be a reasonable time limit for treating such a contribution as a receivable.

During our review we also noted some compliance issues with the filing requirements under the Pension Benefits Act (PBA). 
For example, a report might indicate that the plan was amended, but an amendment to the plan was not filed with FSCO, or 
the report might not be filed within the prescribed timeframe of nine months after the valuation date.

A report might indicate solvency concerns, but the next valuation date was identified as three years from the valuation date 
instead of one year. Under the Ontario regulations, a report is said to indicate solvency concerns if the solvency ratio of the plan 
is less than 80 percent, or between 80 and 90 percent and the deficit is more than $5 million.

The transfer ratio of a plan that provides both DB and DC benefits was calculated with respect to the entire plan. FSCO’s position 
is that the transfer ratio should be calculated on the DB portion of the plan only. DC benefits by design are always fully funded, 
so there is no need to calculate any transfer ratio for the DC part.

From the reports that are reviewed, we have noticed some questionable actuarial practices. For example, some reports use a 
rather aggressive interest assumption in the going concern valuations. For plans that provide subsidized early retirement benefits, 
the retirement assumptions used in some reports appeared to be rather weak in relation to the plan’s experience. In some cases, 
actuarial methods or assumptions were changed with no apparent justifications. We are particularly concerned with the situ-
ation where the actuary changed the asset smoothing method used in the solvency valuation from valuation to valuation, and 
the only purpose of making the change was to reduce the solvency payments than might otherwise be required. Close to half of 
the Ontario plans still use the GAM 83 mortality table, which in our view is rather outdated. In some cases, the valuation date 
of a report is changed from valuation to valuation. We have seen cases where the actuary switched the valuation date between 
December 31 and January 1 in order to justify the use of a higher solvency interest rate.

Regarding expenses, in some cases there was no allowance for administrative expenses paid out of the plan, or the allowance 
made was not adequate.

Asset valuation. We have noticed some cases where the report used a market value of assets which was significantly different than 
the market value shown in the audited financial statements, but no explanation for the difference was provided in the report. 
The values are used for illiquid assets such as real estate, or venture capital, might be questionable or outdated. And in one case 
the actuary adopted an asset valuation method which in our view was not appropriate for the circumstances of the plan. And 
the method had the effect of artificially inflating the value of assets.

Some valuations were not prepared in accordance with the terms of the plan, and some failed to conform to the legislative 
requirements such as the grow-in provision, and the treatment of employer consent benefits.

Some reports did not provided is summary of membership data, or a reconciliation of membership from the last filed valuation. 
So, we were unable to determine whether the data used in the valuation was sufficient and reliable.

Based on my experience as a regulator actuary, I will offer tips for preparing a valuation report filed to FSCO. First, always 
ensure that all amendments to the plan are filed with FSCO. Second, check that the benefits under the plan are fully reflected 
in the valuation, and the legislative and regulatory requirements are complied with. And check for consistency of membership 
and asset data with a reference to the last filed valuation, any information returns, and the financial statements. Review the 
actuarial assumptions and methods used in the previous valuations and make appropriate changes to reflect the changes in 
circumstances of the plan. Also ensure an adequate allowance is made for administrative expenses to paid out of the plan. Do 



Professional Conduct Issues in Pensions (2302) 5

Proceedings of the Canadian Institute of Actuaries, Vol. XXXVI, No. 2, June 2005

include justifications or explanations in the report for any changes in the actuarial assumptions or methods. Provide appropriate 
disclosure of the membership and asset data, and the data tests performed. Finally, check if all required contributions up to the 
valuation date were paid, and advise the administrator of any contribution deficiencies. If the funding requirements increased 
significantly from the last filed report identify the amount of outstanding contributions between the valuation data and the date 
the report was filed, then advise your client to have the outstanding contributions remitted within 60 days from the filing date 
of the report. Asking your client to send FISCO proof of payment will spare any inquiry from FSCO staff.

I guess given the time limitation, I will skip these slides, and move to the last slide.

The funding position of most pension plans declined sharply as prices plunged between 2000 and 2002, while the interest 
rates also fell. Despite the decent fund returns in the last two years, more than two-thirds of Ontario plans are still less than 
fully solvent. The favourable impact of investment returns has been offset by lower bond yields. According to a recent survey 
by the Conference Board of Canada, and Watson Wyatt, Canada’s corporate executives have become more pessimistic about the 
outlook for resolving the pension and the funding problem.

How to deal with the perceived pension crisis has presented a tremendous challenge, not only to corporate sponsors, but also 
to other stakeholders, including the government’s pension regulators, plan members, labour unions, as well as pension service 
providers. I have had the opportunity of seeing a large number of funding valuation reports prepared by actuaries, and I think 
the current pension actuarial practice is in need of a change. The different funding measures, going concern, wind-up, and 
solvency produced by actuaries are sometimes confusing, and not very well understood. A statement by the actuary that a plan 
is fully funded on a going concern basis has been taken to mean that member’s benefits are secured. I think actuaries should and 
can do a better job in performing analysis on the risks facing pension plans, and in communicating them to pension stakehold-
ers. While the debate of traditional actuarial approaches versus financial economics approach to pension funding continues, 
I’m glad to see that our profession has recognized that the current pension actuarial standards are in need of an update, and is 
taking actions to address it. At the same time pension regulators across Canada recognize that there is a need to develop more 
harmonized funding rules. The rules must be designed to meet the fundamental objective of funding. which is to provide rea-
sonable assurance that sufficient assets are maintained to pay the promised benefits in the pension plan. The discussions will 
continue, and we can hope and work for better legislation and actuarial standards. In the end, we all share in the responsibility 
of maintaining a strong and sustainable pension system in Canada. I thank you for you attention. [Applause.]

Moderator Hart: Thank you George. We’re now going to hear from Bob McKay. He’s going to talk about the Committee on 
Professional Conduct, and just give us a review of what’s gone on over the last couple of years.

Panelist Robert J. McKay: And I gather my time doesn’t count until you find the presentation so I’m going to start talking – this 
doesn’t eat into my ten minutes.

The handout that you have is actually longer than the material that I’m going to be going through. I put some background on 
the discipline process – some of the statistics – for your reading on the flight home. This is the agenda in the handout. We’re 
going to flip to the case studies. So, if you’re following along, it’s little page 11 if you can read it in the handout, and occasion-
ally I’ll skip a page from now on.

Basically, the sky isn’t falling, although I’m going to be talking about some of the problems that we’ve seen. To put it into context, 
two or three actuaries a year face discipline charges. And when we see the charges these are the kind of issues that we come 
across: sloppy work; peer reviewing or co-signing a report that maybe you haven’t looked at enough; multi-employer plans; 
wind-ups, doing stuff outside your particular area of expertise; some expert witness if you have two conflicting views; and we’ve 
had some ethical issues.

If you make a mistake does that mean it’s a discipline issue? And the answer is no. We all make mistakes. We may have oversights, 
and in most cases they can be corrected. We have Rule 13 which says if you find another actuary’s mistake, you’re supposed 
to go to the actuary and have the issue rectified. If that’s done, we never hear about it. The kind of situations we do hear about 
would involve negligence on the part of the actuary. Not one mistake but numerous mistakes, and I’ve got a couple of case stud-
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ies where you’ll see that – just the whole body of work is sloppy. If there’s a financial loss, either an actual loss or a significant 
potential loss, large errors, standards violated, again ethical issues, and if somebody tries to hide an error – makes a mistake 
and tries to cover it up. I think we had one case a number of years ago.

I’m going to go over three or four real cases. These are all situations where the information has been made public. The first two 
are of the moderately serious variety in the last two are of the higher variety.

In a relatively recent case, where an actuary was doing a wind-up, the surplus was calculated and was overstated. And the plan 
sponsor said, “Oh, this is great. We’ve got a surplus, we’re going to improve benefits.” Three quarters of the way through the 
plan ran out of money, so people started trying to figure out why. We looked at the actuarial work, and there were a number of 
problems. At one level, there was just a lot of data problems. There weren’t enough people being valued. Not enough benefits. 
There were a number of in-transit benefits from a prior partial wind-up that were overlooked. So, the liabilities have been taken 
out, but the assets were still in. It made the plan look in much better shape. There were some additional voluntary contributions 
that were overlooked, and there was a deferred pensioner with a very large benefit that was missed.

The underlying concern we had was you could see how any one of these could be done, but when you looked at the report you 
should have been able to say, “Something is wrong.” The good old actuarial smell test: you don’t necessarily know what it is, 
but the numbers just don’t make sense. There’s too much money in the plan. Clearly, that didn’t happen because the report was 
signed and filed and distribution started. When we started doing the investigation, there was inadequate disclosure of where 
the data came from, the kind of checks that were done. So, it was very hard for another actuary to pick it up, and really figure 
out initially where the problems were. The individual was charged and ultimately pleaded guilty to the charge, and accepted a 
public reprimand. So that was the first case.

So, onto a second one. This is another wind-up situation. This happened a long time ago. Here, in doing the calculations, the 
actual methodology used to calculate minimum transfer values didn’t comply with the recommendations. They were close, but 
there were some problems. And the former methodology – so this goes back to the early 1990s – was used in some cases where 
termination occurred after the recommendations have changed, and the actuary forgot to change the methodology. Again, when 
we started investigating this there was very poor disclosure of the assumptions, the methods, any checks that were used. You 
couldn’t pick the report up and say, “I know exactly what the person did.” You had to really dig into work files, talk to the indi-
vidual, try to duplicate results. There was no statement that is normally required as to where the data came from, the assumptions, 
the methods. So, I’m not sure this is the technical term, but this certainly would qualify as sloppy work. This individual also 
pleaded guilty, and accepted a public reprimand. There was a fine and some costs imposed – cost of the investigation. And all of 
this person’s work was subject to peer review for a period of two years. The actuary had to pay to have the peer review done.

Moving onto the most recent case, I mentioned this morning that a case was just publicized on Friday, there was a notice out to 
the membership. The issue from a pension perspective involved multiple errors in a multi-employer plan that contained both 
defined benefit, and defined contribution elements. You’ll see what I mean by multiple errors. The investigation team that looked 
into this had a lot of problems duplicating any of the results. They asked for work files, and there was no evidence that any 
data was ever checked. There was no working papers on how certain account balances were calculated. There was no working 
papers on a contingency reserve that was being held. The actuary’s answer in almost all cases was, “Well, I did the work, but I 
was the only one that could really understand it, so I didn’t keep the papers.” I’m sure that violates quite a few standards, but 
clearly it’s not the way things should be done. We started looking at the reports, and it was very, very difficult for any actuary 
to figure out what was going on. The judge on the disciplinary tribunal basically said the report was full of errors, and it lacked 
clarity. Things like the contribution requirements, how expenses were being treated, there was a fund rate of return which was 
different than how interest had been credited on DC account balances. According to the disciplinary tribunal, the gain and loss 
was obviously wrong. Any of us picking it up would say something is wrong here. I think the judge went on to say some of the 
errors were so blatant that he seriously doubted whether the signing actuary actually read the report before signing it. Probably 
the biggest problem from a financial perspective was that the surplus was overstated by $1.5 million; a pretty blatant problem. 
Some of the assets are being held in real estate, and there was a problem with the real estate investments. So, the actuary said, 
“Well, I’ve got to reduce the liabilities for this asset impairment.” So far so good, but he forgot to reduce the assets for the asset 
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impairment. So, all of a sudden your assets are $1.5M higher than they’re supposed to be. It probably would have been better 
not to think of the asset impairment, and have the right answer. The judge basically said this is an error so basic that basically 
he couldn’t believe it. So, the charges that this person faced were numerous: Rule 1 regarding the responsibility to the public; 
another part of Rule 1 regarding working with the appropriate skill and care; Rule 3 following the appropriate standards of 
practice; and old Rule 15 on disclosure.

Now, I mentioned one of the issues we sometimes see of people working outside their area of expertise, or doing something for 
the first time. This pension actuary also did appointed actuary work for a couple of pretty small insurance arrangements that 
had serious problems. I think the problems on that side were worse than the pension problems we saw. So the result here, this 
individual was found guilty of violating Rule 1 in four instances. The way the judge looked at it, the judge said Rule 1 is the 
most serious rule, and we’re only going to find you guilty of violating one rule. But he also went on to say the evidence showed 
multiple breaches of every other rule that the person had been charged with.

The comments from the tribunal mentioned that this actuary had serious lack of competence, great failure to apply professional 
standards. This was also a repeat offender. The case number two that I mentioned dealing with the peer review is the same per-
son. So all of those things produced a very severe penalty. This person is facing a three year suspension, and after that period, 
to get back into the profession, will need to comply with the continuing professional development requirements at that time. 
There are also significant costs of the investigation in the tribunal.

One final one, this is a very quick one just to show you one of the ethical kind of issues we’ve seen, this is a number of years ago. 
This was a situation where the actuary was getting paid twice. Once by fees, once by commission, but never told the client he 
was also getting commission. And over the years this added up to well over a million dollars. There were multiple rules violated 
on this, not the least of which was the pension fund was the Teamsters – I’m not sure we want to be taking money out of their 
pockets. The result: the person was guilty of all charges, suspended for a year, and $150,000 in fines and costs.

So, just to sort of wrap it all up, people always want to how do you never get to meet us? How do you keep off our agenda? I’d 
say the number one thing is get your work peer reviewed. And if you’re the peer reviewer make sure you’re doing a complete 
job. Take a look at the standards regularly. Remind yourself how you should be conducting yourself. If something is new to you 
– this is the first time you’ve ever done a multi-employer plan – get help. Don’t be the lead person on it. Learn from an expert 
first. Don’t jump into it. A similar kind of issue, if you’re brand new to a firm or a pension client, spend more time on it, get 
the background, talk to people, don’t just jump in and assume you know everything about it. If you co-sign a report it’s your 
report. Don’t come to us later and say, Well, I was just checking for typos. It’s an important issue. If you discover a problem 
make sure you discuss it with the other actuary under Rule 13. Our goal is not to see any cases. What we really hope happens 
is under Rule 13 the problems are fixed, and everybody is better off. Thank you. [Applause.]

Moderator Hart: Thank you, Bob. We’ve heard from three people here on reports of what’s been happening over the last couple 
of years. Now we’re going to hear from Marcus Robertson who is going to talk to us about the Pension Plan Actuarial Report 
Review Project which was recently completed – what, about 24 hours ago? And this is going to be more a nice snapshot of pen-
sion reports and what they found. It’s going to give us some going forward things to consider. I’m hoping that we’ll have some 
good educational notes coming out of this.

Panelist Marcus A. Robertson: Just a couple of corrections, Our report has not been accepted by the Board yet – it’s very close. 
And the second thing, it’s not a snapshot, it’s more like a slow motion movie.

There are a number of things I want to talk about today. I’m going to go through the report from start to finish in 15 minutes or 
less. I want to talk about: the purpose and description; the process; the overall findings; suggested improvements; and finally 
some recommendations that we’ve got in the draft report. The recommendations aren’t going to change between now and the 
final report, so I feel fairly comfortable with them. I should also say that Brian Fitzgerald called a meeting in Toronto a couple 
of weeks ago – with representatives of most of the major firms there and some of the smaller firms – and we discussed at that 
meeting the results of the review. So, unfortunately, you’re not the first people to hear about it.
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The purpose of this review is primarily educational. We were trying to review reports, and come up with some recommendations 
that would enhance the CIA’s support and advice for actuaries. We tried to provide input to practice committees, and generally 
to promote high quality work. The description of the review is that we were to look at and review 100 valuation reports that 
had been filed with regulators. These reports were routinely filed reports – so, we weren’t looking at wind-ups, conversions, 
reports on mergers and acquisitions and such things – these were regular funding valuations.

The process for doing this is that we were able to get the help of British Columbia and Ontario, and they provided lists of the 
valuation reports, and authors, and effective dates, and so on. We got a list from Ontario of just over 2,000 pension valuations 
that were filed between 2001 and the beginning of 2004. They had about 250 odd cases from BC. From that we had – what 
I’ll call – a quasi-random selection of 100 reports, and ended up with 81 from Ontario and 19 from BC. So we looked at about 
four percent of the Ontario reports and seven percent of BC. As part of the process, we had to come up with a team of review-
ers. I was excluded, because I still have a day job, but Shiraz Bharmal, and Mike Mills were on the review team, as well as eight 
other actuaries who have recently retired or changed practice, so they’re not in a pension practice today. Some of them are still 
practising as actuaries, but it’d be in another area.

The reviews were allocated randomly, except that we filtered out obvious cases so that for example Shiraz didn’t review Tow-
ers Perrin cases, Mike didn’t review Mercer cases, and so on. The 100 plans that we got – 81 in Ontario, 19 in BC – and their 
characteristics, were very close to the universe characteristics in those provinces. So, we tried to get a representative sample.

Now, continuing on with the process. Reports were provided directly by the authors after a request that came from Daniel 
Lapointe, and are happy to say that we didn’t have anybody that refused to send a report. We had a couple of cases where we 
had to replace reports because authors had moved from firm to firm, or they had retired, but we got 100 reports without too 
many problems.

We allocated two reviewers per report, so the reviews were peer reviewed, and we as a group of three came up with a compre-
hensive checklist. We wanted to do this for consistency in the review. The checklist was constructed using information that 
we got from all of the provinces and OSFI, on common problems from their perspective. Things they look for and common 
problems. So, we felt if we put those checklists together, combine them with the CIA standards, we had a fairly comprehensive 
checklist. Everybody used the same one, so we were happy with the consistency at the end.

This was a very strictly confidential process. All of the people involved had to sign confidentiality agreements, and everybody 
was exempt from Rule 13 for the purpose of doing the review. So, if a reviewer found an issue he wasn’t required to go back to 
the author and settle it. He could just note that, and pass it up. And I’ll talk later about what we’re doing about it.

We have two deliverables.. One is a report to the board, and the second one is advice to the authors. And then following a 
suitable time period after the review is finished – and I’m not sure what suitable is – all of the documents will be destroyed. So 
there’s no lasting record at the CIA office.

Now, I’ll talk a little bit now about the overall findings. As I said, we received and reviewed 100 reports, and in most reports we 
found no material non-compliance – and most is 98. In two reports – and I can talk about them now – the two reports we’re 
still reviewing. There is a thought that there is a non-compliance issue, but Shiraz, Mike and I all have to review the reports, 
and we haven’t finished that yet. We will be contacting the authors of those two reports in question. When I talk about this 
non-compliance I wanted to say that in general the reports were complete and satisfactory – that was our view as a project team 
of three, and the ten reviewers. This is complete and satisfactory in terms of existing standards and regulatory requirements. So, 
we in general weren’t going way beyond what was already there. Although we did in some cases have to define some rules for the 
reviews that really reflected what the three of us thought would be good practices. With the results of the review, there were a 
number of suggested improvements that came out. I think with George’s talk you probably have heard some of these already.

In the data and disclosure section, the first topic was intended users. We found in some of the reports that the intended users 
were not clearly identified, and might be buried in a cost certificate or an actuarial opinion. But sometimes they weren’t up 
front, and sometimes not complete. Generally, in the valuation reports there was no statement about subsequent events. I think 
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that’s one where the requirement currently says you have to disclose subsequent events, and I think a lot of people just took the 
position that if there weren’t any they didn’t have to say anything. So, a suggested improvement is to include a statement about 
subsequent events in a report regardless of whether there was anything or not.

The source of plan provisions was missing from the reports about half the time. The provisions were there, but the source wasn’t 
identified. We felt, and the reviewers felt, that the plan provisions themselves were generally complete, but some of the say less 
material elements of the plan provisions might be missing. For example, comments about postponed retirement benefits, dis-
ability benefits and such. The main benefits were there, but sometimes there were the less material elements.

The next bullet is the composition of assets. Often times, the composition of assets was not provided in the report, which then 
lead the reviewers to looking at assumptions. If they were trying to gauge reasonableness in their minds, they said they couldn’t 
do it.

Then, finally, on the data and disclosures there was an issue of the number of signatories in a report. We found everything from 
one to four signatories in reports. The one with four was kind of interesting because there was the management summary that 
had two signatures, and then the cost certificate had two signatures, and they were four different people. So, that was a bit of 
an issue, and the question was, “Who is taking responsibility for this thing?” Anyway, that was the question that came out of 
there, and there’s a suggestion for clarifying that issue.

On the question of going concern valuations, the first item on there is the asset valuation methods. In the sample of 100 reports, 
53 percent of the reports used market value, 42 used smoothed, and then there was the five percent of the reports used book 
value or discounted cash flow. That’s just the statistic that showed up. Ninety-two percent of all of the plans had an actuarial 
value of assets that was less than 110 percent of market. There were only eight outliers in the whole group.

As far as the economic assumptions go, there were some questions that we looked at about the discount rates and salary scales. 
We used the information from the provinces, and our experience in doing this work to come up with a range of assumptions 
for each year’s valuations on the discount rates and salary scale – to look to see whether those assumptions were within those 
ranges. So, this is… nothing is carved in stone. It’s really just a few opinions. But for the most part we found that the assump-
tions were within the ranges that we had looked at. The ones that weren’t for the most part were close, so again there are just 
a few outliers.

As far as the justification – and George talked about the justification of changes – in the reports we found that only about 25 
percent of the time were the assumptions justified in the reports. Often times they were stated. The same with demographic as-
sumptions – mostly they appeared okay. Of course, we saw a lot of GAM 83 tables because we were looking back as far as 2001. 
We saw some plans changing. Lots of times when we saw changes, there wasn’t really the rationale for the change provided. 
Of the reports that we reviewed, 60 percent had no specific expense allowance. Many of them use net discount rates, but there 
was nothing explicit. Then on the topic of the margins for adverse deviations, there were few authors who either described or 
quantified the margins for adverse deviation (MfADs).

And the final point is, the gain and loss analysis. We didn’t find any reports where the gain and loss analysis wasn’t there. There 
weren’t any of the reviewers who pointed to the gain and loss and said, Well there’s obviously a problem here. But there was 
very little in the way of discussion about the gain and loss insofar as it would lead to assumption changes or not.

On the topic of solvency valuations 78 of the plans used market value, 22 used smoothed, and – to go to George’s comment on 
changes – 15 of the 22 had changed methods since the previous valuation. One of the biggest issues that we found though in 
the solvency was that the description of the methodology was not adequately described in all cases. Quite often it was, but in a 
few cases it wasn’t. So, there wasn’t really enough detail for the reviewer to ascertain that all of the guidance had been followed 
properly.

Wind-up expenses is another issue we looked at, and there was little justification for the level of wind-up expenses. I understand 
that’s an issue with the regulators in Ontario right now. Finally, on wind-ups, what we found in every report was the wind-up 
status, but sometimes it was difficult to find. You had to kind of skate around a little bit, because the wind-up sheet had excluded 
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some liabilities as allowed, or there had been some smoothing and you just had to construct it. So, one of the suggestions that 
we’re coming up with is perhaps the requirement to have a clear disclosure of the wind-up position of the plan.

So, after looking at all of these reports, we came up with some recommendations for the CIA board, and there are four recom-
mendations broadly. The first one is to do with educational notes, the second to do with standards of practice, the third to do 
with regulations, and the last one is future reviews. I’ll just go through them in that order.

The first was regarding educational notes. The project team felt after looking at the reviews that several educational notes would 
be helpful, and going through them, the top one on the list – and this is in no particular order – was asset valuation methods. 
We’re recommending that there be an educational note on acceptable smoothing techniques, and that this note could talk about 
reasonable limits to smoothed assets. On economic assumptions, we believe that we need an educational note that’s going to 
address all of the economic assumptions. In particular, looking at the relationship of those assumptions to investment policy, 
asset mix, demographics and so on. With the margins for adverse deviations, an educational note would be welcome on the 
development of the appropriate MfADs.

With the expense assumptions it’s the same. It would be desirable to have, we believe, an educational note talking about going 
concern, and wind-up expense assumptions.

Next on the list is a checklist. What we felt, after looking at the checklist that was developed for this review, is that something 
similar – although not the same thing, because we have a different purpose – a checklist of requirements for valuation reports 
would be helpful and useful.

The next recommendation is for a note on the desirable practice for gain and loss analysis. This is really not so much to do with 
how to measure gains and losses, but what to do with them when you find them – how to disclose them and discuss them. We 
also believe there should be a disclosure note on data, assets, and plan terms. This really is again going to the disclosure to get 
the proper amount of disclosure in valuation reports, so that the reports are more useful.

Finally on the Negotiated Contribution Defined Benefit Plans, most of which are multi-employer plans, we really felt that what 
was lacking in those reports was the treatment of insufficiency of the negotiated contributions, and attempts at addressing the 
need for corrective actions. That would probably be the major weakness we found in the 11 multi-employer plans, and one 
Negotiated Contribution DB plan that we looked at.

So, that’s it for educational notes. I should say that our recommendation to the board said that they should take care of this 
one promptly, but all we’re suggesting really is the board act on everything at the same time – so we’re not giving them an out 
that way.

On the standards, we saw four items that we thought could be addressed in tightening up the standards. The first is the justifica-
tion of economic and demographic assumptions, believing that the reports would be improved if we had some more justification 
in them. The second is the quantification and disclosure of MfADs. The standards certainly could be improved in that area, we 
believe. The third, I mentioned before, is to have a requirement for explicit statements and valuation reports regarding subsequent 
events. And lastly is the quantification and disclosure of the wind-up position of the plan in the report.

Now, as far as the regulations are concerned, our recommendation to the board is that the CIA and the regulators get together, 
and have a good frank discussion about changes in methods between valuation periods, and also the selection of valuation 
dates. As George mentioned, both of those are items that Ontario is looking at, and he’s concerned about. We think it could be 
resolved with some discussions with regulators, and then perhaps the regulations change, perhaps they come back and we look 
at standards – but I’m not sure about that.

Then, lastly, we talked about future reviews. Our position is that we have a list of actions that the board can initiate. They’re go-
ing to take some time, but what we are recommending to the board is that the educational notes be developed and distributed, 
that the standards be looked at and tightened up, that the discussions start and continue with the regulators, get the changes 
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in place, let them get into place and settle for a year or two, and then if it’s deemed necessary have another review. And that’s a 
review of the process that we just went through.

Finally, in closing, I think that this project has been an experience. It’s only been possible because there were a lot of people who 
helped. One thing I think we need to do is thank the regulators because they were able to provide us internal checklists, they 
helped us out in identifying the plans. We had a lot of time spent by the ten reviewers. And lastly, the Secretariat coordinated 
the whole project, so they took a big load off our plates that way. Thank you very much to all those three parties, and thanks 
for listening. [Applause.]

Moderator Hart: Thank you. We have only 75 minutes for the entire session, and you know that people will probably want to 
ask some questions. So, everyone did a wonderful job in that respect, and presented everything pretty fully. We now have nine 
minutes left for questions. I don’t think there’s a mike anywhere. So if you could just speak loudly. Actually, it would be nice to 
have a question. We’re open for questions right now.

[All of the questions and comments from the audience were off mike for this session, and therefore generally not available for 
transcription. At this point, an unidentified audience member asked a question.]

Panelist Laird: There have been several people that have made those comments certainly in our DP consultation sessions, and 
essentially that question should be directed to the Department of Finance since they’re the ones that make the rules. They said 
that they’re not going to be looking at. They haven’t had any noise from the industry in respect of that. So, really, they’re the 
ones that can revise the rules if they get a lot of submissions, requests, justification for why the rules are outdated, but they’ve 
said that they don’t feel that they are. They feel that it’s more of a spread issue, and so they feel that there is no real pressing issue 
as far as the 8515 limits go. But it’s certainly something that you have to take up with the Department of Finance. If there are 
concerns with some of the other industry practitioners if you want to contact them they’ll probably stand up and take notice a 
lot more of you than if we say anything to them.

[An unidentified member of the audience asked for more details about the quasi-random selection process, particularly its 
“quasi” elements.]

Panelist Robertson: First of all, the regulators didn’t choose the plans, they just gave us a list. So, if I said they chose them then 
I apologize to the regulators. We used a random selection to get groupings of plans, or subsets of the plans, and we ended up 
with groups that were greater in number than we needed. We stopped when we had samples that reflected the universe. Then 
the “quasi” part came in as we took out duplications where we had firms represented or authors represented too many times. 
So, we’re trying not to get the same authors over and over. That’s sort of the quasi part, it was just the cutting back. So, in our 
sample in Ontario, for example, had 101 plans in it, and we cut back to 80 – that was the quasi part.

[An unidentified member of the audience noted the apparent discrepancy between 30 percent of FISCO filed reports with mate-
rial non-compliance versus two percent of the sample for the CIA review, and asked for further clarification.]

Panelist Ma: When I say it’s 30 percent, that’s the 30 percent of the reports we chose to review. And the reports was chosen 
through our risk-based review process, so there’s already initial screening for those which were selected for review, of those we 
reviewed we found about 30 percent had problems.

[An unidentified member of the audience wondered if 30 percent of the risk-based sample of 700 plans were in material non-
compliance implied zero percent for the other 900 to 1,100 reports (of the total 1,600 to 1,800 FISCO filings).]

Panelist Ma: I cannot say that because no mechanical selection process is foolproof, but the process has being working for 
several years, and we have not encountered major problems with those reports which were not selected for review so far. But I 
cannot guarantee that this will be that forever.

[An unidentified audience member asked an inaudible question.]
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Panelist Ma: Normally, those are less risky plans. For example, designated plans definitely were not selected for review from 
our perspective. Plans that are reasonably well-funded were also not selected.

[An unidentified member of the audience asked an inaudible follow-up question.]

Panelist Ma: Of the total universe, I guess you can say that. Yes, based on our experience.

Moderator Hart: I would like to ask George a question. I think that his number of plans that had problems included plans, if 
I remember correctly, where there were contributions that came in well past the due dates. That’s one of the issues that George 
found, well we didn’t measure for that. We were looking at the standards that we applied. That’s not one of the tests that we got 
from the province. So, we didn’t look for that particular item, so if it showed up in one of George’s reports it’s on his list, it’s not 
on our list necessarily. And that’s an employer issue, it’s not a professional issue with the actuary.

[An unidentified member of the audience asked an inaudible question.]

Panelist Ma: Well, I guess at the risk of being criticized by my fellow colleagues, I was planning to make some very critical com-
ment about the going concern valuation in our actuarial practice. Under the current actuarial standards, the discount interest rate 
assumption is affected by the investment policy adopted by plan sponsor, and the assumptions are based on the best estimate 
investment return assumptions. We see that there is quite a bit of opportunity for people to play with these assumptions. Espe-
cially in financially weak companies – those facing cash problems may be tempted to adopt a risky investment policy thereby 
justifying the use over higher discount rates in order to reduce their pension type contributions. I guess this would simply expose 
the plan to greater funding shortfall risks. I guess this assumption has reasonably been challenged by some practitioners, as well 
as financial economists. I do think that we, as a profession, need to look into this issue, and whether there’s a need to change 
our practice. That’s only my personal comment.

[An unidentified member of the audience asked an inaudible question.]

Panelist Ma: Well, we did identify some cases where the interest rate assumption appear to be rather aggressive, and we brought 
up the issue with the actuary. The fairly typical response is, “Yes, this is the investment policy adopted by the plan sponsor, 
and we looked at the historical rate of return, and we can easily justify the use of eight percent interest rate when the particular 
circumstance of a plan is comprised of a very large proportion of retirees and liabilities.” We felt that at the present time, with 
the current actuarial standards, it’s very difficult to challenge the explanation or justification provided by the actuary.

Moderator Hart: We have time for one more question. Nancy?

[An unidentified member of the audience asked an inaudible question.]

Panelist Ma: Yes, our normal process is we will communicate the issues to the actuaries, and the majority of cases are resolved 
through that communication process. Only in a few instances we were unable to get a satisfactory resolution that we take further 
steps, including the disciplinary cases that Bob mentioned earlier.

Moderator Hart: I’d like to thank everyone who took part in this panel. I think probably we gained a lot out of their comments, 
and I look forward to what’s going to happen with the Pension Review. Thank you all for coming, and thank you for participat-
ing in this panel. [Applause.]


