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Panelist Wayne Berney: Welcome to session 5307, An Update from the Committee on Pension Plan Financial Reporting (PP-
FRC). My name is Wayne Berney, and I’m one of the members of PPFRC, and my co-presenter is Serge Charbonneau who is the 
current chair of PPFRC, until tomorrow – then he’s stepping down and we’ll have a new chair.

Our agenda today, I’ll talk just very briefly for those of you who don’t know what PPFRC does – we’ll remind you. And of 
course we’ll remind you of what we don’t do. We’ll talk a little bit about the survey of the group annuity purchase rates. A little 
bit about recent queries, so those are questions from actuaries about interpreting standards. We will spend most of the time on 
the Statement of Principles. Serge will talk about that, and in particular, we’ll provide you with an overview of the feedback we 
have received so far.

PPFRC is a committee of the Practice Standards Council. It stands for the Pension Plan Financial Reporting Committee. The 
chair and the vice chair are appointed by Practice Standards Council (PSC), the rest of the members are appointed by the chair. 
Although it’s not mandated, we do attempt to have a broad distribution of membership by region, and we define region as the 
West, Ontario, Quebec and the Atlantic provinces. We also try to get a broad distribution by type of employment, large consult-
ing firms, small consulting firms, plan sponsors. We also try to ensure that there are no more than two members from any one 
employer. Although when people change employers sometimes that slides up to three, sometimes it slides down to zero. I’m 
not going to read it all out loud, but this is the current membership. As you can see Serge is the chair until tomorrow. The new 
chair will be Stephen Butterfield. Lorne Cohen is the vice chair, and there’s the rest of the members.

I think it’s important to just reiterate our terms of reference.

With respect to pension plan financial reporting valuation of pension plans for any purpose, and benefit value determination 
other than those relating to actuarial evidence, the committee is to study, organize discussion of, propose revisions to, and on 
request advise members about the standards of practice, and promote continuing education.

So, that is what we do. Anything that is not on that list we don’t do.

Our priorities are: respond to member queries and prepare educational notes where appropriate; provide annual guidance on 
the group annuity purchase rates for solvency valuations; organize the annual pension seminar; and prepare revisions to pension 
funding standards as indicated by recent CIA task forces and member discussion, or as required from time to time.
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Here’s a brief overview of the group annuity purchase rates. We used to do a survey of members to give us information on annuity 
purchases that were made by various pension plans throughout the year. We gathered that information from individual members. 
That lead to a paucity of data, at times. Sometimes we got good data, sometimes we didn’t. This past year we tried something 
different. We sought formal input directly from, the major insurers that are in this business, and essentially that turned out to 
be quite successful. We got excellent cooperation from the five largest firms that are in the business within Canada. First of all, 
they didn’t tell us how they priced annuities, but what we did ask them for group annuity purchases in the November/Decem-
ber period if they were using the projected Uninsured Pensioner 1994 (UP-94@2015) table, what would be the interest rate? 
And they provided us that information. We did not get any information on indexed annuities as none were purchased during 
that time frame. So, we were able to get pretty good information on group annuity purchases, and hence the guidance that was 
issued in late February, early March.

Moderator Charbonneau: April.

Panelist Berney: April. And we think that this year that those numbers were pretty, pretty good, and representative of the annuity 
purchase market place. We will continue to do this process in future years, and we have been back in touch with the insurance 
companies and we thank them. They have agreed to continue to provide us with the information that we need in that regard.

I’ll talk a little bit about queries. One of our responsibilities is to respond to questions that actuaries, or non-actuaries have on 
how to apply the pension standards. We will respond directly to the person making the query. Sometimes promptly. Because of 
our workload in the past couple of years – you probably noticed the CIA has commuted value (CV) standards – our response 
time has not been what we would have liked, but that hopefully will change. We currently have eleven queries to respond to. 
Four of which will be answered tomorrow. And the other seven hopefully by the end of July. When we do get a query, if we 
believe that the issue has broad application we will consider putting out an educational note, and that has been done from time 
to time. The other opportunity to find out about queries is during these presentations. I don’t know if it was the first time, but 
one of the first times that we were able to give feedback on particular queries was at the meeting last year in June.

I have three queries that I’m just going to talk briefly about, and not surprisingly, most of our recent queries are on the new CV 
standard. Not so much on the pension funding standards, although that may change soon. We had three that I’m going to talk 
about briefly: lump sum equivalents, disclosure requirements, and the calculation of that infamous “u”.

On lump sum equivalents, this was a fairly straight forward query. Does the CV standard apply to lump sum equivalents of 
guaranteed payments? In particular, the recalculation period. So if there is some delay between the time that the payment is to 
be made – which is usually date of death of the annuitant or pensioner – and that goes past the three months or four months, 
et cetera, does our CV standard apply? Well, we concluded that no, it doesn’t apply. It doesn’t apply in any way to the calcula-
tion. The CV standard applies essentially only to pensions that involve contingencies. That means you apply general actuarial 
principles. We went through the Consolidated Standards of Practice (CSOP), and there’s no specific CSOP that would apply 
other than basically general actuarial principles.

We’ve had a couple of queries on disclosure requirements under the new CV standard because some of the wording was slightly 
different than before. In particular, one part of it, section 5D, requires disclosure of the amount of any transfer deficiency, or 
the recommended schedule for payment when there is a transfer deficiency present. So this is in a situation when the solvency 
ratio is less than one, or the transfer ratio is less than one, and the entire CV is not permitted to be paid out of the plan – unless 
of course the employer funds the balance or it’s less than the small amount limit, et cetera. And you have to hold it for the five 
year period, or whatever it is, until the solvency deficiency is gone. The question was, “Do we have to disclose that, even if the 
plan sponsor has a regular policy, a regular practice, of paying off the transfer deficiency with each payment?” And our response 
was yes. There still is that responsibility to disclose the fact that there is a transfer deficiency, simply because the plan sponsor 
can change their policy at any given point in time. And it would not necessarily be appropriate if the particular case happened 
to be when the plan sponsor changed their mind. Then all of a sudden the person gets less than what you said. So if we don’t 
disclose this, even though the plan sponsor is saying this it’s not doing the member a service.
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We had some other more general questions on disclosure, basically under what particular circumstances do they apply? We 
basically concluded when you as an actuary are providing information directly to an individual, whether or not the individual 
is the participant regarding a commuted value. This means that if the actuary is not the plan sponsor the plan sponsor, cannot 
be required to follow the CIA disclosure requirements. We can highly encourage them to, but they’re not required to, follow 
all of the disclosure requirements.

The same applies when commuted values are put on annual statements. It’s okay to just put the commuted value on it provid-
ing, of course, you as the actuary are producing the annual statement and giving it directly to the member. Normally the plan 
administrator produces the statements.

Then there was a subsidiary part of that. If you’re in the accessing of a third party administrator’s pension administration sys-
tem, and if that pension administration system happens to show the CV, are all of the disclosure requirements required. And of 
course we said no because the actuary of course is not the computer. They basically apply only on direct communication to a 
plan participant, or other person – which could be the plan sponsor – of the commuted value. That’s when you have to put all 
of the details down of the full disclosure.

Finally we’ll get to a query. There’s a number of different queries we’ve had on how do you calculate u, the implied rate of inflation 
from the CANSIM series. The subsidiary part of that question was, and this one is pretty obvious, are the CANSIM series that 
determine i7, iL and rL to be annualized? And the answer of course is, yes, because the series are nominal rates compounded 
semi-annually. So, you have to annualize them first before you can get i7, iL and rL.

The u is the adjustment for frequency of payment. In the example, and this was meant to be an example for a specific case, the 
adjustment would be (1 – 11/24 u). Now, this is a specific case of monthly payments where indexing happens at a certain time, 
et cetera. So, it’s the standard monthly approximation to convert factors. It was meant to be an example, and we had hoped that 
actuaries would figure out how to modify this adjustment for all the wonderful ways we index pensions. We got probably six 
or seven queries on this of various sorts. 

One basic query was, “Well how do you calculate u?” Well, you could use the initial rates. Or you could use the ultimate rates. 
Or you could use some blend of the two. And if you really want to get fancy you could calculate a u for every duration. So, you 
would have a u for the first ten years based on the initial rates, and another u for thereafter. Now that’s if you have a really fancy 
system to make that adjustment. Finally, you could ignore the frequency adjustment. Because if you ignore it you’re going to 
get a value larger than what we would otherwise have as the minimum transfer value.

So, those are just some of the queries that we’ve had. As I said the bulk of the queries that we have currently are on the CV 
standard of various sorts. We have four or five other queries. I think I mentioned we have 11 currently, and as I said our goal 
is to get them all answered and off of our plate by the end of July, which is an ambitious goal, but I think it’s one that we can 
attain. Basically, we have a little window of opportunity before we have to start working more on the Statement of Principles, 
et cetera.

Now Serge is going to spend the rest of the time – and this is what we really wanted – to give you some feedback on the State-
ment of Principles.

Moderator Serge Charbonneau: So, there’s only one subject left. We’ll go relatively fast. We want to leave plenty of time for 
comments.

So, a bit of a wrap up of what we’ve done so far. As you know we’ve issued that Statement of Principles back in March, and this 
is proposing major changes to the actuarial standards for pension plan valuations. We had a comment period until May 31st, 
and we’re still getting a few that are trickling in now. The objective would be to try to develop new standards in 2006. One fac-
tor to note here is that the Québec Regie des rentes (Regie) in the recent paper said that they’re going to send a formal request 
to the CIA to develop new funding standards.
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Very briefly, some of the main objectives for this new Statement of Principles would be to clarify the roles of the parties involved, 
and to improve the transparency of the results presented in our reports, and especially focusing on the risks that we think were 
not disclosed very well in the past.

On the next page here, I have a list of the steps that are involved in this consultation. So there was the announcement back in 
March, then there were a lot of discussions, e-mail exchanges on the general e-mail list, and also on the pension e-mail list. 
Then there was a presentation on April 19th. I imagine many of you attended that where we went into a lot of details. Then 
there were several presentations to local groups in actuarial clubs from Vancouver to Montreal. And also in Toronto, the IAN is 
the Independent Actuaries Network, I believe – so, that’s for small consultants. There was also some presentations to external 
stakeholders. For example the BC public sector had a special presentation. There was a meeting with the Canadian Association 
of Pension Supervisory Authorities (CAPSA) in April, and also with the Canadian Labour Congress (CLC). Then there were also 
some mailings to a long list of external stakeholders, such as all regulators, plan administrators, other labour organizations, and 
other professions meaning lawyers and accountants.

So what came of that? We did receive a bunch of submissions; in total about 50 of them. The majority came from actuaries. 
About 30 to 35 actuaries, but then we’re not sure exactly how to count those who had their name as a carbon copy, or who 
were co-signators. So, altogether there’s roughly 60 to 70 actuaries who submitted comments. We looked at the if we got mostly 
from large or small consulting firms, and we think we have a good sampling here having about 40 from large ones, and 20 to 25 
from small ones. There were also a few non-pension actuaries. Obviously, this was meant to canvas all actuaries, and we were 
glad to get some non-pension people. There were also some external stakeholders; a total of 15 to 20 of them, and there again 
there was a long list of names attached at the end. So, overall, you can say there is about 60 to 70 people who were voicing their 
views. This came from several regulators and also from representatives of plan administrators, labour, and other professions 
meaning accountants and lawyers.

What does the Statement of Principles say? I don’t want to spend too much time on that. I’m assuming that most of you, if not 
all of you, have already read the document. It’s about 15/16 pages. I’ve got a list here. The first section talks about the role of 
the actuary, the funder, the regulator. So we’re trying to clarify who is supposed to be responsible for what. The objectives are 
highlighted in our Statement of Principles. We’re trying to pursue two different objectives. The security of benefits, which is very 
primary for the member’s sake, but we also believe that stability of cost – or maybe predictability of cost – over the long term is 
an important goal, and these were the two goals present in our old standards, and there have been suggestions that maybe we 
should ditch one and focus on only one. We think that it’s better to keep the two of them, and try to maintain a proper balance. 
(I’ll get to the comments we received in a moment.) Another aspect of that Statement of Principles is that we want to see the 
results on two basis in the report. One on the going concern, and one on the wind-up basis. For the wind-up, we have a new 
item that we call the incremental annual cost, and I’ll get to that in a moment. We also introduced a new component in this 
area which is the funding policy which we want a funder to set and put in place, and this document would describe the risks 
involved in funding the plan, and also give some ideas on how to set the provisions for adverse deviations and the new term that 
we’ve called Adjustments to Unbiased Measurements (ATUMs). Then we want the actuary to prepare those results and present 
them in a report including the unbiased measurement, and all of the resulting Provisions for Adverse Deviations (PfADs), and 
ATUMs based on the funding policy, and the applicable legislation. We want the amount of contributions to be determined 
based on those results taking into account the requirements of the funding policy, and the applicable legislation. And then one 
big change, we want more comments to be disclosed on the risks involved in the results of that valuation.

So, what kind of comments did we get? There was a lot of consistency in many of the comments. There were some key factors 
that were highlighted as being very contentious, and we’ve moved them here into five different categories. First of all, what’s the 
actuary’s responsibility? I’ll get into each of them in a moment, but I’ll list them right now. What basis should we require? Is it 
okay to continue to ask both the wind-up and the going concern basis? There’s also some concern on how we should determine 
the “unbiased” measurement, and how we should determine the PfADs and ATUMs. There is even concern on whether there 
should be any notion of a PfAD on the wind-up basis, which is a totally new concept, and even the cost which is another new 
component for the wind-up in our Statement of Principles. And lastly the theme that keeps occurring, is the idea of financial 
economics, and how this is being addressed in our new standards, and there was a session earlier on that [Editor’s Note: Refer 
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to PD 4305 “Financial Economics and Pensions”.], so you’ve heard a lot from them. The one thing that was central to all of this 
is that people want more information. They find it’s very hard to judge on what’s being proposed because a lot of the details are 
being postponed to future guidance. So the clear message we got is that it’s important to at least give a glimpse of what the future 
guidance would look like before, or at the same time as, issuing an exposure draft. So let’s focus on each of those one by one.

The first one being the actuary’s responsibility. Basically, we’re raising a lot of questions here. What should our role be? In the 
previous task force the P5F [This is a reference to the Task Force on Public Policy Principles of Pension Plan Funding.] we called 
them Public Policy Principles. The questions were raised as to whether we should take a more limited role as a more of a calcula-
tor, or if we should take the more central role as being an advisor, and taking responsibility for sufficient margins. So that’s being 
questioned from both sides, and we need more information from the stakeholders, actuaries, and external. For example, we are 
suggesting that the funder be required to develop a funding policy. Is it appropriate for an actuary to force that? We’re getting 
questions on whether the funding policy should be set by an actuary, whether it’s the valuation actuary himself or herself, or if 
it can be a totally different party. We’re trying to differentiate between preparing the valuation report versus taking decisions on 
how to fund it, and that’s being questioned. Can the valuation actuary have a limited role? So this is raising new questions; is it 
appropriate to define a very limited role for the valuation actuary whereas we know that in the majority of cases that same actuary 
is involved in making a lot of decisions on the margins to incorporate. Is it appropriate for the actuary to comment on the risks 
and the report? If so how is he supposed to do that? Because it’s a brand new approach, and the actuaries and the stakeholders 
want more information on that. The other theme that’s being questioned on the actuary’s responsibility is what does our public 
want and expect? We know that the public interest is a key objective in our CIA policy, so we have to focus very closely on that 
in developing our new standard, and it’s important for us to try to find out what the public really wants. So, we wanted and we 
got some input from regulators and administrators and unions, and we will gather more feedback too. Is it up to the actuary to 
determine what the appropriate level of PfAD is? Is it up to the actuary to basically vouch for the security? So is it up to us to 
say, I certify that this is the appropriate level of liability and contributions to be put into the plan.

So I’m raising a lot of questions here, and later on when you have some time you’re welcome to add even more questions, or 
to answer some of these.

The other issue that came up is what basis is required, so the fact that we’re trying to pursue two objectives: the security and 
stability of contributions. One recurring theme is what do we mean exactly by stability of contributions. Maybe we should 
rephrase that as something that is unchanging, or more predictable, or simply systematic pattern over the long term. And are 
we trying to focus on a more of a budgeting exercise as opposed to a pure valuation.

We’re also getting questions on whether this going concern basis is useful at all in achieving more stability over the long term. 
Some actuaries are focusing on security, more than stability of cost, and are saying our sponsors maybe should only require that, 
and leave it up to outside parties to tell us whether they want additional calculations on a going concern basis.

So, basically the key question is, “Is it really up to the legislators and funders to decide which of the basis should be used?” Are 
actuarial standards and practices meant to be the minimum requirement? So, maybe we should water it down even further, 
and let the others decide what more should be added in? One approach we could take is just state how it should be done if 
the other parties decide that it needs to be done. There’s some questions also on whether some legislators may or want to have 
some exemptions for certain sectors. For example, in the public sector, and back in April we had some comments on that at 
the April seminar, and we also got some written feedback on that. There’s also some problems on the other type of valuation 
for wind-ups. In some cases, the benefits themselves aren’t even defined. So some reports right now do not include the wind-
up basis, and if we were to come and say you must include the wind-up basis it would be problematic because there’s no real 
answer at the time being. There’s also some comments on whether there should be exemptions for Individual Pension Plans 
(IPPs) or Supplemental Employee Retirement Plans (SERPs).

Issue number three. How do we determine this measurement on an unbiased basis? What do we mean by that? Is it really just 
the actuary’s best estimate? Or is it the financial economic value or the market value? When we say unbiased or best estimate, 
are we trying to narrow down the range of permissible assumptions to have exactly one number for different actuaries? Or do 
we still want a permissible range, but maybe a better defined range? One key component that’s being questioned here is the 
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fact of recognizing in advance the equity risk premium. That’s problematic from a financial economics perspective. Then even 
if you figure out to determine the unbiased, or the best, estimate number to start with you need to focus on how to determine 
the PfADs, and that may also be problematic because as you know right now there’s no requirement to highlight the PfAD, it’s 
just the margins are built into various assumptions, and we’re trying to deviate from that completely, and highlight an amount 
of PfAD.

So, we’re being questioned on how, what would be an appropriate way of measuring those adverse deviations, and to what extent 
we’re trying to cover them. Are we just supposed to look at the funding policy, and see how that dictates how the measurements 
are supposed to be done? Are we supposed to look into the legislation to see how it’s done? Another approach might be to look 
at a minimum risk portfolio. So, the unbiased that we had in mind was a best estimate, but an other approach would be to look 
at the risk-free basis. So looking at the long term bonds with comparable durations – similar to what the accountants use – and 
then work backwards. So, we could have two extremes, and figure out from the sponsor and the funder and the regulators, 
where in between the two extremes we would like to end up. So, that is something that has been suggested.

And the ATUMs is also adjustment to unbiased measurements so what is appropriate to be included, and one that’s being ques-
tioned is the smoothing of assets. Some people say there shouldn’t be, and some people say there should be, but it should be 
better constrained than it was in the past. So this is something that we’re putting on the table.

The issue number four was the changes that we are suggesting for the wind-up basis, so that was the inclusion of new PfADs 
and the creation of the incremental costs. We’re being questioned on why we’re putting this on the table, why should they be 
required in the first place? First of all do we need to figure out which of the two bases are required on the previous issue? Does 
it depend on what the funding policy or the law says? So we could say don’t bother working at any PfADs, or incremental costs, 
in a regular valuation unless you’re being told to do so by the funder or the legislator. One factor I like to highlight here is that 
the current proposal put on the table by the Regie is suggesting to have precisely these PfADS on a wind-up basis. So, we’re not 
out in left field, we think.

This incremental cost; if we can agree that it should be included then it raises the whole question how it should be determined. 
Maybe one approach would be to just focus on the going concern cost, because in many cases it’s very similar, or we could de-
vise some ways to approximate it without having a very precise calculation. We also talked about projecting liabilities, and then 
that raises questions on how are we supposed to project liabilities. One of the reasons why we had put these requirements in 
the Statement of Principle is that we are asking also to include a gain and loss analysis on a wind-up basis, which is something 
brand new. In order to achieve that, then you would need those components of projected liabilities and incremental costs.

Then there’s a question of whether we should project one year, or maybe three years, and it’s up to who to decide – we don’t 
know. This question is being posed. And it was highlighted also in some cases the incremental cost could even be negative if 
you’re able to project liabilities, and end up with a lower value. Then what are you supposed to do with that?

The last major issue that was raised is financial economics. This was discussed at length in a previous session, so I won’t go into 
much detail here, except to say that maybe the pure wind-up basis that we required in the new Statement of Principles is the 
answer to financial economists, and we’re wondering whether financial economics arguments are relevant only for the calcula-
tions on the wind-up basis. We’re wondering if the other calculations on the going concern basis can disregard the financial 
economics argument, looking at it more in terms of a budgeting exercise like what was discussed in the previous session – which 
would have presumably no use for that pure economic value.

So, as you can see there’s a lot of issues that are still unanswered. There’s a lot of work to do, and where do we think this is going 
to take us in the future? I have a summary here of possible future steps, and I had presented that back in April, and it’s slightly 
revised here. We expect that during the summer or maybe in the fall there will be more consultation going on. This could take 
the form of a memo to all of the CIA members, explaining these issues in greater detail: the analysis; the feedback we received; 
and then asking some of these questions to the membership. We also would like to get some feedback in different ways. One of 
them being through electronic discussion groups. As you may know, the CIA is preparing to launch a new website, and one of 
the new features that are going to be added on is this concept of discussion groups which may work better than the e-mail list 
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that we’ve seen in the past few months. Assuming that this would work fine, we’re hoping to create different discussion groups 
for the different issues where all interested parties could go in and give their input, without being inundated by e-mails auto-
matically. Obviously we would welcome submissions, depending on how well the discussion groups function. We also wanted 
additional discussions with the external stakeholders. We want to make them a key component in all of this review process. After 
we gather more input, we’ll have to review all of that, obviously. Then determine what to do for the next step, and one possibility 
would be to come out later in the fall or possibly in winter 2005/2006, hopefully, with a new outline for the guidance and the 
exposure draft. So as I mentioned earlier, we had a lot of feedback saying please don’t go straight to the exposure draft without 
giving us a glimpse of what the guidance would look like. Then we would get some more feedback from that and review it, and 
then potentially sometime in 2006 we might be able to come up with a new standard of practice and guidance.

So, this gives you an overview of where we’re at, what we’ve received so far, where we want to go. We’re very, very keen on get-
ting feedback from the members and the external stakeholders, because we want to pay very close attention to two of the main 
criteria to focus on the public interest, and also the general acceptance within the CIA membership which is being put into 
question by other task forces now – but for the moment we need to focus on that and try to see how we can achieve general 
acceptance.

So, I would like to invite as many of you as possible to come to the microphone and give us some comments and ask some 
questions. Give us more food for thought as we move on with the process. Who will be the first one?

Panelist Berney: As you begin your talk, could you identify yourself please.

Mark Campbell: I have a question for Wayne, and then a series of comments for Serge. Wayne, my question pertains to the 
annuity survey. Did you get, or is there any hope of getting in the future, information on whether or not insurers would pay any 
attention to substandard mortality. If you’ve got an employer in a risky occupation or heavily blue collar, or whatever it may be, 
do we have any information or can we get any on the extent which that might affect the annuity pricing?

Panelist Berney: I don’t think we got anything on that this time, but that would be something that would be worth asking for 
the next time. Serge? Do you have any comments?

Moderator Charbonneau: Yes, we did talk about whether it would be appropriate to raise that, and there were some brief dis-
cussions, and that we put it aside completely. I’m not sure we would get much useful information on that. The actuary still has 
a possibility of using a different mortality table if he or she feels justified. This is a guidance that we’re issuing for valuations, 
and if you don’t you’re not strictly bound by it. The regulators allow you to deviate as long as you are prepared to justify your 
deviation.

Mr. Campbell: Yes, I guess my encouragement would be to try to find out if we could at least get an answer to the yes/no ques-
tions; whether or not they would entertain this as a pricing factor.

Moderator Charbonneau: Some insurers did say that in some cases they use a different mortality table, yes.

Mr. Campbell: Even that would be helpful to say in our next publication on this.

Moderator Charbonneau: But just knowing that it exists is not sufficient. I think actuaries want more information on that. And 
then competitive pressures forbid them from sharing all that.

Mr. Campbell: Okay. I now have a series of comments on specific items. You had an awful lot of questions up there Serge, and 
nobody wants to listen to me answer them all, but I do want to comment on a few of them.

Moderator Charbonneau: Well, if you do have all of the answers we, welcome that. We would be very happy. [Laughter.]

Mr. Campbell: I can assure you, I don’t. The first one has to do with the question about the actuary commenting on risks in 
his report. It seems to me there’s a spectrum of possibilities there. Either the actuary says nothing, or he writes the book on 
risk, or he says something in the middle. I think the two extremes are both dangerous to us as a profession, and to our readers. 
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So, I would prefer something in the middle, and at the moment we have a statement in the current standards that we should 
say something to the effect that experience may not turn out the way we have assumed. A lot of people think that’s a toothless 
statement and not worth having. But I think that’s actually not bad, because it’s a signal to the reader that it’s true, there are 
risks here and we haven’t nailed them all down. But it’s also a signal that if they want to engage us to come up with a fuller risk 
analysis, then we would be happy to do so. I think that’s a useful thing to retain.

The second thing has to do with this question about the actuary deciding on the PfADs. If you’re going to do that, it’s a very 
daunting task because you need agreement first of all about what risk measure you want to focus on. Is it wind-up, is it going 
concern, something else? Then you need an agreement around the time horizon. Then lastly you need some sort of agreement 
around the amount of safety that you want. I think it would be very presumptuous for us as a profession to try to write standards 
to say that we have answers to all three of those questions. So, I think we cannot do that.

The question of whether or not the actuary should always disclose the wind-up position; I think we should. I think its useful 
information. I think not disclosing it is dangerous, and I agree, there are some circumstances where it might not be disclosed. 
An IPP often the sponsor and the participant have zero interest in the wind-up position of an IPP, but I see no reason why the 
actuary could not simply give a qualified opinion saying, “Normally under accepted actuarial practice we would calculate and 
disclose the wind-up position. I’m not doing so, and in that respect I’m not following normal accepted actuarial practice.” Like-
wise for public sector plans, where they simply don’t have wind-up provisions. Again, no reason you couldn’t simply qualify 
your opinion in that respect.

In the interest of letting others speak I will skip over a couple of my things. On the issue of the solvency normal cost, a lot of 
the plans that I deal with in Calgary are closed to new entrants, and for the remaining members often the solvency normal cost 
– if it were to be calculated – would be dramatically higher than the going concern normal cost. It’s a significant item that shows 
up if you try to do a kind of solvency gain and loss. So I personally found that this is quite a useful thing to calculate, and so I 
would encourage it’s retention in the standards. I’ll stop there. Thank you.

Moderator Charbonneau: Thank you, Mark. I want to add one more thing on what you said that where you think in some cases 
the wind-up basis would not be required, and you would be happy to just have a qualified report, we did get many comments 
on that, that it wouldn’t be appropriate to just use that easy way out of putting it in the standard and telling actuaries, “Oh, just 
qualify it if you don’t need it.”

Mr. Campbell: Well, it seems to me that at least in the case where there isn’t any wind-up provisions, how could you do oth-
erwise? I mean some public sector plans simply don’t contemplate wind-up, so there’s no alternative but to have a qualified 
opinion at least in some circumstances.

Moderator Charbonneau: No, what they’re saying is don’t write standards that require us showing it because in some cases we 
don’t want to show it and we don’t want the way out to be with the qualification of our opinion.

Panelist Berney: Okay, well I disagree.

Charlene Moriarty: I have one question on your survey on group annuity purchases, and then I have a couple of comments 
on the Statement of Principles. Were you able to get, or are insurers willing to disclose the basis, a deferred annuity versus an 
immediate annuity basis? Because in my experience, when I compare group annuity purchase quotes, often the effective interest 
rate is a lot lower for deferreds than for immediates.

Moderator Charbonneau: Yes, we did get information separately for immediate annuities and deferred annuities.

Ms. Moriarty: Are they published?

Moderator Charbonneau: No, we didn’t publish the results of the survey. Wasn’t there a comment in the guidance that differ-
entiated deferreds versus immediates? I don’t recall.
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Panelist Berney: I don’t recall the data being that much different although we were provided, with at that time. They were 
actually pretty close. Now, most insurers indicated that they don’t get very many deferreds annuities only. And most deferred 
annuities are in combination with a large annuity purchase. Many of them said they end using the same basis because the an-
nuitant group dominates. I guess if you’re doing a stand alone deferred purchase that’s probably where they would be reflecting 
the re-investment risk with lower rates.

Moderator Charbonneau: But we had hardly any of those.

Panelist Berney: But we had hardly any of them.

Ms. Moriarty: Okay, so in your experience the two rates seem to be fairly close together based on your survey?

Panelist Berney: Based on the information that we were provided with, yes, they were fairly close together. Now again, maybe 
we could pursue with the insurance companies to try to get a little more detail out of them with respect to stand alone deferred 
purchases. That might be useful.

Moderator Charbonneau: We did ask all of the information we had available. It’s not that they decided not to show us the 
deferred purchases only. We said, Give us all that you’ve got, and show us separately the deferreds and immediates. I think 
practically all the deferred pieces were part of a much larger immediate purchase.

Panelist Berney: And that could have been just the timing of that particular survey.

Barry Gros: Just a comment. Because having just gone through a series of smaller annuity purchases, under $10M in total single 
premium. Looking at the rates what I found was, and in talking to the insurers, that the biggest difference on the deferreds was 
the fact that the ones who use a pricing algorithm that’s a two part that has a flat fee for expenses that they come up with, and 
then they load the premium some other way, that when you’re dealing with the deferreds you get really low net interest rates 
and it’s got nothing to do with the interest rates inherent in their pricing, it’s because of the way they load their expenses. And 
that’s one of the problems that we run into, practically speaking, in looking at annuity purchases – because we actually do a 
fair number. On the deferreds, or small premiums, you really get distorted rates of return that don’t at all reflect the rates that 
are coming out of the survey.

Ms. Moriarty: Okay, thank you. Just a couple of comments on the principles. I disagree with Mark Campbell that we shouldn’t 
do wind-up valuations for IPPs because I think a wind-up liability is just an important measurement to disclose. Just because if 
you’re a user of a report, or if you’re a shareholder, or a board of directors, it tells you how much potentially a plan sponsor is 
pre-funding over and above the economic value of the contractual obligation. So, I think it’s an important piece of information 
from that perspective.

In terms of PfADs on wind-ups, I guess where I’m coming from on that basis is I would not want to see the requirement to do 
a PfAD on a wind-up basis for a going concern plan that’s invested in a balanced fund portfolio. In a real wind-up situation, I 
would hope that actuaries would advise the client to move the funds into a much more closely matched portfolio, and I can 
see how certain PfADs might be appropriate. In that situation, an example of a PfAD would be in a wind-up, the transfer value 
that you calculate for active employees who you expect to be paid at a lump sum, it’s hard to find the matching asset because it’s 
based on the bond portfolio in effect at the wind-up date using say a six percent interest rate which you have to use accumulate 
to the date of pay out which maybe one or two years after the wind-up date where are you going to invest short term earning 6 
percent in today’s environment. So, I can see where it’s appropriate to include a PfAD around that liability mismatch, but I would 
hate to see the requirement for an actuary to develop a PfAD on the basis of a balanced fund portfolio in this situation.

Steve Bonner: I’ve got some sort of general environmental comments, and then some specific comments relating to the standards. 
I practice largely in Ontario, not exclusively, and so my comments are going to be biased in that regard. In a post Monsanto 
environment, developing a funding policy for a single employer plan that’s meant to be specific to an individual plan is kind 
of irrelevant because most employers, most sponsors, will fund at minimum statutory levels. The concept of having a fund-
ing policy in a vibrant environment make a lot of sense. It doesn’t make so much sense in an Ontario environment. Moving 
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beyond that, the standards that we developed need to also reflect the regulations that are in place for minimum and maximum 
statutorily allowed contributions. Given a vibrant set of standards, I think then regulations should move to be concerned about 
the security of benefits solely, as opposed to also the stability of contributions, where I think it’s appropriate in the standards 
to deal with stability of contributions as well as security of benefits. If you then move to that kind of environment where the 
regulations are focused on security of benefits, they need to consider the security of benefits not just at a point in time, but also 
over time. And in that kind of an environment, it actually does in my mind make sense to have PfADs for solvency valuations 
or wind-up valuations, not point-in-time valuations, but expectations for the future and to the extent that, for example, you 
have mismatches between assets and obligations.

So, finally, getting to the standards; the objectives of security and stability I think are moving in the right direction. There is and 
should be, in a vibrant environment, much more focus on the risks and uncertainties. They need to be dealt with PfADs, and it 
seems to me that the most difficult thing moving forward for us as a profession is to get some effective understanding as to what 
the PfAD is. We’ve been struggling with this as a profession for as long as I’ve been practising – which is longer than I care to 
reveal – and we still haven’t come to an answer on that point. We’ve got a lot of smart people in the profession. I think we can 
get to an answer on this and we really need to in order to make these standards come alive in an environment where hopefully 
we don’t have sponsors solely contributing at minimum statutory levels.

Panelist Berney: I’ll just make one comment Steve. I would think that funding at a minimum statutory level is a funding 
policy.

Mr. Bonner: I agree. The point I was trying to make is that it’s not unique and specific to every pension plan; it’s the same one 
for each plan in a Monsanto environment. And that doesn’t make sense.

Ron Olsen: Serge, I really enjoyed your presentation. I was at the pension seminar, and I find it helpful to. I hear some of the 
comments again, and for the development on it. I’ll try and keep my question short, but there’s a bit of a development piece to 
it. I think these are very difficult issues in terms of coming up with appropriate Statement of Principles. In your presentation 
today one theme that came through to me is of course underlying, Steve touched on it as well, is our relationship as a profession 
with the pension regulators. What I mean by that is when I look at the role of the regulator, provincial pension regulators in 
particular, I see the risk to them is kind of like a headline risk – a real bad headline and what does that mean? That risk actu-
ally I see as exacerbated in Canada, just to compare in contrast a bit say to the US situation where there is the Pension Benefit 
Guaranty Corporation (PBGC), and as much problems as PBGC has had there was kind of a risk transference that’s taking place 
there away from the regulator, I think. When I look at it in Canada I don’t see that, and so we’re in a situation, we’re trying to 
come up with Statement of Principles, but we’ve got tax payers that have already made decisions for us. One of the decisions is 
that we’re not going to have a broad based pension benefits guarantee fund, and here we are talking about how pension plans 
should be funded. So, you know what ought to be that relationship between us as a profession, and the regulators given the 
rules really that have already been defined for us by Canadians. And I’m not sure, when I go back to the terms of reference of 
PPFRC, if that’s an issue that PPFRC is mandated to explore. But I see it as if we don’t explore it we’re going to keep bumping 
into it as we try and get together on what appropriate Statement of Principles should be, because the reality of the environment 
that we’re in is that we’re dealing with, you know, decisions that again have been made. Is my question clear?

Moderator Charbonneau: Do you think that by engaging a dialogue with the regulators is an appropriate way to define where 
we stand needs to be done?

Mr. Olsen: I don’t know how that takes place like if the context is PPFRC or if it’s at some dare I say higher level in terms of 
how that happens, but yes, I see that as really important because I think that we, as folks that are so involved in all aspects of 
the pension plan funding, have a deeper insight into these issues than really anyone in Canada. I think we have a special role 
to help kind of be a lens to help the regulators better understand what it is that is the reality of this environment, the decisions 
that in effect have been made that we perceive, and our desire to try and create a better system. Presumably that’s one of the 
objectives of these changes, in trying to clarify and articulate better our Statement of Principles. But I don’t see how we can do 
that without a better and clearer relationship with the regulators. Them understanding their role, us understanding our role. 
We all agree in what our role is and in the context of the reality of what we have.
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Moderator Berney: Well as you know CAPSA, and Quebec, and Finance Canada have opened the consultations, so it’s a perfect 
opportunity to try to clarify those roles.

Mr. Olsen: I think so. How clear is that input in terms of Statement of Principles? Like what sort of dialogue is happening, and 
are we getting …

Moderator Berney: Well, we’ve got some feedback in terms of written submissions. There was a meeting with CAPSA, and 
there’s going to be more in the coming months.

Mr. Olsen: Okay. So we’re comfortable that the clarification of roles is sufficiently strong, that PPFRC has the ability to move 
forward strongly with a …

Moderator Berney: I don’t think it is today, but the intent is to have it better clarified in the near future.

Mr. Olsen: Good, thank you.

Monique Tremblay: I guess I have a couple of comments. I first want to really congratulate the committee for getting so far in 
so little time because, having been on the previous task force for pension plan funding, I know how difficult the task they have 
ahead of them in formulating those principles and articulating it in the forms of standards. At the same time there is a great 
urgency to it, and I think I would be afraid that if we let too many details get in our way we won’t meet the deadline that the 
legislators have given us indirectly. I think, as Serge alluded a few minutes ago, Quebec, OSFI, and now CAPSA are out with 
proposals. They all want to fix the same problem with more or less totally opposite solutions. So, I think they have heard some 
of the messages we had on the public policy committee, but at the same time each picked and chose what they liked, so I think 
as the CIA we have to do several things simultaneously and the board is very aware of that. We have to get the technical aspects 
underway with this PPFRC. We have to have public representations on the papers governments have done to stick to things 
that address the real issues, and give us the tools to help you. It’s not a one way street where actuaries can do miracles if they 
don’t do their part of the deal. So we have responsibilities as a profession to bring everything together, and that within a very 
short horizon. So, let’s make sure we get our brains going towards solutions, and not towards listing more problems so we can 
deal at a time where we come up with solutions. I think we’ll be much better as profession with an 80 percent perfect solution, 
than letting legislators decide for us which is the threat I think we are facing now.

Gordon Lang: Perhaps I missed something, but in the list of various groups that the committee met with, and dialogued with, 
I didn’t see a list of the private sector plan sponsors. The Canadian Labour Congress was mentioned, the regulators, et cetera. 
Has the committee met with groups of private pension plan sponsors?

Moderator Charbonneau: They were not listed because what I listed there was formal meetings with them. We did get some 
input, and are still getting some from the Association of Canadian Pension Management (ACPM), from the Pension Investment 
Association of Canada (PIAC), and some individual sponsors have written too – but very limited, obviously.

Mr. Lang: It seems to me that one of the impacts – and I’m not trying to be negative on this – of the proposals will be to make 
the actuarial reports more complex. There’s nothing against the complexity, as long as people understand the reasons for it. I 
can see in the private sector perhaps some plan sponsors not buying in, really, to this complexity. I can see increased costs of 
valuations. I can see, perhaps in some cases, greater tensions between the valuation actuary and the plan sponsor then perhaps 
would be the case today. Probably resulting in a turnover of consultants – that is a private sector company is changing actuarial 
firms, perhaps doing a little bit of actuary shopping on this – because when the rubber hits the road I believe these private sector 
plan sponsors are the ones who are most likely to react to the results of the new proposals.

On a couple of other points – two individuals have mentioned IPPs – the style of IPP that we in our firm produce gives us 
flexibility in terms of the ultimate post-retirement indexing formula, on the advice of the actuary. We employ that in wind-ups 
to actually increase or reduce the anticipated amount of post-retirement indexing for 90 to 95 percent of these situations. We, 
therefore, end up with the assets equal to the liabilities. I really don’t see in these circumstances, particularly, where the plans 
have been established for connected persons (that is the owners of the companies) that we are serving any additional good, if 
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you like, by forcing the calculations of wind-up liabilities on some pro forma basis. Equally with SERPs, I don’t believe it’s ap-
propriate to be performing wind-up liability valuations, particularly as many of these SERPs are totally unfunded. Thank you.

Moderator Charbonneau: Thank you. One comment I want to add on that is, you’re afraid of additional complexity costs, but 
I think it will depend on how the guidance notes end up being, because if the big concern is to keep it simple then we could 
end up with very simplified approaches in the guidance note. Like Mark said, when we talk about the analysis of risks, we can 
have a very, very non-existent approach, or a very complex approach, and it depends where we end up in the middle. If we end 
up very close to the left, then there won’t be much to complain about in additional costs.

Are there any more comments, please? Our time is not up yet. Okay, well, it’s 11:28 am. Thank you, very much. And thanks to 
those who did send in some written comments. And I encourage you to participate in the discussion groups that are coming 
out very, very shortly. Thank you. [Applause.]


